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2 Chairman’s statement
_ - —4.Chief-executive's review- - - —- —— - -~ - -

_ -Operating. and-Financial-Review-{OFR)
SECTION 1 About Boots

7 Boots today
8 Boots The Chemists: a closer look
9 What we stand for

10 What we're aiming to achieve

11 Qur Corporate Social Responsibility

(CSR) objectives

OFR SECTION 2 mon.zm in 2005/06

4% ——-500,000 -

the number of smokers who
trusted Boots to help them to
try and quit, during our Change
One Thing campaign

3%

the return cn our Advantage
loyalty card, explaining why
around half the women in the
UK now have one

100m

.

——— 12 Healthcare-first
14 Only a1 Boots
16 Boots for value
18 Right stores, right place
20 Expert customer care
22 How our business has performed
28 A more efficient Boots
30 Board of directors and executives
32 Financial review

OFR SECTION 3 The future for Boots
- 36 Managing our risks
37 Risks to be managed
38 Chief executive's sign-off

items dispensed in 2005/06,
a new Boots record

the increase in sales of our
market-leading N°7 cosmetics
range, following its 2005
relaunch

| 0%

highest ranked retailer in the
Business in The Community
Corporate Responsibility
Index.2006

the proportion of all our
waste recycled in 2005/06,
saving us over £3m

39 Financial contents
105 Index

£14bn 48

the amount we returned to
shareholders as a special
dividend, foillowing the
successful sale of Boots
Healthcare International

the number of new stores
in Edge of Town retail parks
we've opened in the last
three years
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—_that.would_transform.virtually.every. aspect-of

Chairman’s statement

Just before | took over as Chairman in September 2003,

one of my first duties was to interview Richard Baker for the:
____post_of_chief_executive.-l.knew-immediately-that-he-was-the
_right person to lead Boots into_a new_era. And_since_then,__. _ .. _ .

our decision to sell was shown to be the right
one when Reckitt Benckiser agreed to pay
£1.9bn, exceeding market expectations,

We returned £1.4bn to shareholders through
-—a-specialdividend;-and around’ £ 100m was

Richard has consistently proved my judgment correct -
never more so than over the last year, when he and his team
have shown outstanding commitment and vision in moving
Boots forward, with highly encouraging results.

A year of major_developments o
Last year, | spoke of us being on a journey

our business. So | am pleased to report that,
a year on, we are clearly beginning to see the
benefits of the changes we have made, as the
performance of our core Health and Beauty
business starts to reflect both our investment
in it and our clear strategic focus.

During the year, as we progressed on this
journey, two very significant developments took
place: the announcement of our proposed
merger.with Alliance UniChem and-the-—- — —-
completion of the disposal of Boots

Healthcare International (BHI).

absorbed by the costs of the deal and tax. The
remaining £400m was kept in the business; and,
of this, we paid £85m into our pension fund, an
important step in terms of our ability to provide
for the future of our people.

The remainder is being and will be spent on a
range of investment programmes both in Boots
and'in the enlarged group.

3

The disposal.of BHI.achieved éxcellerit-value -
for shareholders. Nearly three quarters of the

money-received-has-been-returnad-to them;
and the rest will be invested in the business,
as described below.

A profitable sale and leaseback transaction
In July 2005, we completed the sale and
leaseback of 312 of our stores. These were
mainly freehold High Street stores in smaller
towns, and we received £298m for them,
generating a profit of £150m — significantly
more than we expected.

With so much corporate activity, as well as
very challenging market conditions, the results
presented in this report are a very pleasing
testament to the dedication and expertise of

our management team. and all our people. This money has enabled us to reduce our

borrowings; and our decision to raise capital
by this means does not in any way affect our

commitment to these stores, many of which
will be refurbished during 2006/07.

Results and shareholder return

- -Boots-The-Chemists (BTC) traded well-despite’
a consumer downiurn compounded by rising
costs and regulatory deflation in our core
dispensing business.

Building our team

Weé believe that the merger presents an
outstanding opportunity for Boots to become
a major international pharmacy-led Health and
Beauty group. We have made no secret of our
ambition to grow our Healthcare business, and
to internationalise the.-Boots brand.-By-joining
forces with a highly successful company that
possesses strengths and strategic aims
complementary 1o our own, we will bring the
achievement of that ambition within our grasp.
This truly is a merger of equals.

The last year has heen a significant one in
terms of strengthening our leadership team,
In October, Jim Smar was appointed chief
financial officer, filling the vacancy created by
_the departure of Howard Dodd last year. Jim
joined Boots in 2003 after 15 years in a variety
of senior roles at Abbey National, since when
he has proved a valuable asset to the board.

In line with our predictions, like-for-like sales

held steady. as we delivered our fourth
successive record Christmas. Rising inflationary
costs were cancelled out by major efficiency
improvements-And-gross margins were alsc—
broadly stahle, thanks largely to better buying.

BHI: a successful sale
We believed BHI was a very strong business

. ' lan Filby stepped up to the executive as Beauty
which would do better outside the group; m\ca

and Lifestyle Director, bringing with him a huge
range of experience in many frontline areas of

2 Annual report 2006
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Chief executive’s review

In our last two annual reviews, since | joined in September
2003, I've reported on the massive changes taking place

within-every-area-of-our-business;-and-on-the-progress-we've

pharmacists, with 65% of ali UK pharmacy
graduates applying to join us, up from 45%
in the previous year.

____made._towards.our-goal-of-building-a-better-Boots-I'm-proud—-- - —
of what we have achieved over that period, and particularly

the last 12 months.

-- - -Because-in 2005/06, we-have started to-deliver - — level; yet we were able to remove any impact

on our promises. The medicine is working.

on margins through better buying and the

For me, though, even more significant than the

Qurstrategy, which we said was thé only one
possible to restore Boots’ fortunes, has begun
to prove itself — enabling us to achieve good
results, in the context of a pretty gloomy High
Street. And the proposed merger we announced
during the year puts us on the threshold of an
exciting new era.

Building a better performing Boots

We said it would take some time to transform

our business and in 2005/06 we can report
- good progress, completing most of the major
programmes designed to put in place the
essential infrastructure of an efficient modern
retailing.operation

successful relaunch of core Boots brands such
‘as N97. And, more literally, we continued to
build a better Boots by opening 24 new stores
— including our stunning new London showcase
for the very best of Boots at Sedley Place in
Oxford Street.

Two factors, I'm convinced, account for
everything we've achieved over the past
year: our highly focused strategy and our
extraordinary people. And I'd like to say

a bit about both.

Trusted health advisers to the nation

statistics was the significant part Boots played
during the year in develaping and expanding
the role of pharmacists in promoting the good
health of the nation.

Over half of our 4,000 pharmacists have
now undergone further training that enables
them 1o take on Medicine Use Reviews, an
important new frontline healthcare.duty.

So-far,-probably-the-best-example-of-how
an expanded pharmacy role can benefit our
customers and help to meet national healthcare
priorities has been provided by the successful
launch of the free Chlamydia testing programme,
set up with the NHS, in 200 of cur London
stares last year.

I must also briefly mention our Change One
Thing campaign. While other retaiters were
scrambling to clear Christmas stock, we were
helping-millions.of-customers keep their New
Year's resolutions, providing them with the
expertise and encouragement needed to help
them quit smoking, lose weight,_ and generaily

We can't-yet-claim-that-Boots-is- the world's

From installing state-of-the-art tills in
approximately 1,500 stores to rebuilding our
entire IT and distribution systems, it would
be hard to exaggerate the scale of this work.

hest Health and Beauty retailer. But that's our
goal — and we're 100% clear that we'll only
achieve it by playing to our traditional
strengths.

- " T'Yet'we notonly sticceeded in aveiding any
disruption to our business, we actually stepped
up our performance right across the board.

Cur like-forlike sales held firm compared to last
year, in market conditions that saw many other
major retailers suffering like-for-like declines.
Qur prices_achieved a_far. more_competitive

4 Annual report 2006

‘Our drive to ‘put the chemist back into Boots’
continued to gather pace in 2005/08, as we
opened 43 new pharmacies in our stores, and
dispensed over 100 million items - the first
time, to our knowledge, that this milestone has
ever been passed by a retailer outside North
America. We are also increasingly becoming

get themselves into shape for 2006. I'd call that
the pure undiluted essence of Boois: using our
expertise to make a real contribution (¢ the
health of our customers, at the same time

as generating very healthy sales,

A big year for our Beauty business

At Boots we never forget that looking and
feeling good go hand in hand. So, while a lot
of our focus in 2005/06 was on reinforcing our
healthcare credentials, our Beauty business
continued to grow at an impressive rate,

the.first.choice.employer-for-newly-qualified
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» Chief executive’s review

350 new accuracy checking technicians are mo Although there is no mandatory requirement to will be easy. Merging two businesses, however
making this possible. roidnight pharmacies produce an OFR, we made a decision to do so. well they complement each other, will present
to be open by the end We see this as a firm commitment to a more some testing challenges.
~ ——Since the shop-flooris - where every retailer of 2006 open-and-accountable.future.which.can.only

stands or falls, I've talked mostly about our serve 1o reinforce the trust in which Boots But we won't take our eye off the ball. As
stores‘and the'people who work-in'them-But— — ——— — - ——is-held: —— — — - - -you've read,.we've. made great. progress. over. — .
of course, they can only be as good as the the past year towards our goal of building a
people behind the scenes - from the scientists A merger that puts Boots on the brink better, more efficient Boots. Now, with the
who develop our own-brand preducts, through of a new era . proceeds of our successful sale of BHI, we're
the IT specialists who ensure our stores have mmO\O Looking ahead. as | started by saying, my in a position to consolidate our gains — with
all the information they need, to everyone of all UK pharmacy strong conviction is that Boots is on the brink major investments now underway in further
involved in running our increasingly efficient graduates applied of an exciting new era. Of course, news of our training for our people, and much needed
supply chain. And without exception, they all 1o join Boots proposed merger with Alliance UniChem took improvements for 700 of our smaller stores
played a big part in our improved performance . many people by surprise. But the execulive and opticians practices. And my promise to
last year. . -~ _teamis quite'certain that it represents Boots' shareholders this year is that we won't let

best opportunity for growth both at home and, anything distract us from continuing to pursue
Good corporate citizens: from CSR to OFR especially, in global markets. the strategy which, |'beligve in time, will make
In July 2005, we produced our first full Boots the world's best health and beauty retailer.
CSR report. hﬂoa Alliance UniChem is a very strong partner

te be spent on improving for Boots. Crucially, their key strengths Finally, the traditiona! = and, in this case, heart-
Our recent track record in this field is second our smaller stores (their wholesaling skills and, especially, their felt - words of thanks. It's been a really good
to none in our sector, but CSR goes back to the international reach} complement those of Boots  year for Boots, and each one of our 63,000
earligst days of our business. So what was new {our experience of UK High Street retailing and people can take a share of the credit.
last year was not our very wide range of CSR our expertise in brand development}. And by Thank you all very much.
activities, but our recognition that we needed to bringing these valuable assets together, we
organise, monitor and report on them in a more will create a major international pharmacy-led
systematic manner. And by doing so, I'm pleased len.u\o. health and beauty group capable of benefiting
to say, we succeeded in winning important proportion of Christmas ~ from anticipated growth in the health and ’ -
recognition for our many achievements in this beauty gift sales that beauty market secter, N
\ were Boots own-brand

area — most notably, for the second year running o axclusive products . ] . * . 8
the tUK's highest-ranked retailer in-Business-in Immediately-on-the-day-the-proposed-merger -
The Community Sccial Responsibility Index. completes, Boots' share of the UK dispensing Richard Baker

market will rise, taking us back to a clear Chief Executive
The document you are now reading represents number one, as we were in the time of Jesse -
the next important step towards greater Boot. And from there, we will be in pole position
openness_in_reporting on_our business. The : to continue strengthening our role as providers
Operating and Financial Review (OFR) was of expert healthcare to the nation, and building o
conceived by the UK government as a means ’ our brand overseas.
of providing-shareholders of listed companies
with greater disclosure than a conventional Challenges and opportunities ahead
annual report — presenting a more . in the spirit of openness and transparency to
comprehensive and balanced analysis of which I've referred, | won't pretend that this

business performance.

6 Annual report 2006
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OFR SECTION 1 ABOUT BOOTS

-

Boots The Chemists: a closer look

!
1
5

RN =

I, w— - -

héalthclub®

As you've read, Boots The Chemists
{BTC) accounts for by far the largest
part of group sales. -

Within Boots The Chemists, there are
three main businesses:

Stores

A familiar part of everyday life for people
in this country, our stores are mostly
located on the nation's High Streets; but,
in line with modern shopping trends, we
are rapidly increasing our presence in
EoT retail parks, where we have opened
48 new stores over the last three years.

Brands

During 2005/06, Boots own-brand and
exclusive products — such as our market-
leading N°7 cosmetics and Soltan

— i suncare.ranges.— accounted-for around

35% of our total sales.

Loyalty scheme
Another hugely important contributor
to our business is the Boots Advantage

“Card”With almost 15 million active

cardholders, the Advantage Card is
used in around 70% of BTC sales.

BTC for Health

The largest part of BTC, comprising
prescription dispensing and consumer
healthcare. There are pharmacies in
almost all our stores, and in 2005/086,
we dispensed over 100 million items
for the first time.

An increasingly important part of our
dispensing business is our Prescription
Collection Service, which accounted for
around one third of all items dispensed
in store.

Qur consumer Health business deals
in over the counter (CTC) medicines,
chemists products and vitamins and
other healthcare items — i.e. those
that can be sold without prescription.
We have the largest share of the OTC
market within the UK.

BTC for Beauty and Toiletries

We have a comprehensive range of

both Cosmetics and Fragrances which
are supported by our specially trained
beauty consultants. Boots N97 remains
the UK's biggest selling cosmetics brand
by revenue.

Our Toiletries business sells suncare,
deodorant and washing and bathing
products. Here, too, Boots cwn-brand
products make a major contribution 10
sales — in particular our Soltan suncare
range, which leads its market by revenue.

BTC for Lifestyle

Although Lifestyle represents a relatively
small part of BTC's business, it plays an
important role in providing customers
with reasons to visit our stores,

thereby helping to drive Health and
Beauty sales. The main components

of BTC Lifestyle are:

> Our Baby category, offering customers
the widest range of baby food and
specialist milks in the UK, alongside
clothing, accessories, and toys;

> Qur Nutrition business. which includes
a range of health food preducts, but
is mainly focused on the lunchtime
market, with our Shapers_range

accounting for 1.0% of total BTC sales;

> Qur Photo business, which is
increasingly focused on digital
processing, where we have the
largest prind estate of any retailer.

8 Annual report 2006




6 9002 Lodal jenuuy ]

-slsuned sons|Bo| Aued

Pyl |BIDABS pUB 51008 AQ patesado

81E YoIYm 'SBILUSD UOINGIISID /| pue

sasnoyalem 1olew aaly woly Buriom

‘gidoad gep's punole sAojdwe uonauny

- uonnguisip s dnolb sy :uonnguisig

"SOUOIIR) N0 UL YIOM

ajdoad 9L’z PUNOLY ‘SIBUAMO puelq

Aersudoad Aued payy 1oy s1onpoud

ainoBNUBW OS|E 9Mm ‘|HE pue 119 104

: . s10npoid pue:sq SAISNPOXS puUe puelq

% #m -J-hhl -c>>omm__w>>m<.>cmE_o0ucmmocm#_
c_mmtEoEo..S:mmo_d.meooncm

s1anpold siesulys sonpoid osje am

'90/G00Z W payouneg| : pue ‘weyBunion U1 1S s1auenbpeay
am ubledwed Buisiueape ayl o1 yo-ubls 1IN0 1B S8U19[I0] PUEB $BUIDIpaW
2yl Ul passasdxa Alau10oNns §| 8Juasse aimoenuew spp Bulinjoeinuepy
Sl PUE '18S5E B|gen|eA AjpAISSPW B : y
SI puelq $1008 8yl 1Byl 9ASI[8q SAA . "$33npoid puel] umo sUt Jo Auew
‘uonendas siyy Bulermew 1Ino vodn somiopnuew pue sdopaap s100g
. spuadap $5800NS PANUNUOD NG 1BY) uonesado uonnqlsIp

Em..sm,>_:mmx__ucm;mhm__mmz.umﬁ:h.ymoE |||Iucm.mctsaum_::mE.SO:E‘}l!
s.uieilg Jo suo Buaq jo pnoid a1 8pp .

] APNIS 8Y) Ul papnjaul seuedwos
! ) ay} (|e Jo pal1sni] 1SOW 8yl 2q o) s10o0g
pUNG} YoIYM USTIBPUNGS B1ning ay) Ag

. A2AINS £00Z B JO WI0Y Sl Ul UDIEDIJUBA
\ uspusdspul 8ABY 0S|2 8Mm 1N S2101S
Ino ul ABp AJBA3 1BY1 JO S0UAPIAD 995 BN

R SRR T REiSG ehot St T0

. ;- iay 3 yum padojarap aiam KuIo) Siy)

‘g|doad Jo SuolIW JO SBAl| T\‘r Ul spnposd auesunys saluelog aiy)

, - AepAIans By} ul 9|0 tuenoduwn ABuiseady) : ! R
' ue paie|d ARy am ‘Jjey e pue AIMuad
! 158[ 84} 19A0 UMoIB sey S8BUISNG INO Sy

"SSAUISNg 1IN0 JO LESY 9y 1B UDag SBY

aJesylesy ‘g8l ul weybumop o 1ood

51} €1 S8IpPsWa) 9|qepI0jE (|95 C1 doys

1841} S1Y peusdo 1009 Uyor 8auIs 18A]

-l.....
3 :
i

10} puels am jeym




OFR SECTION 1 ABOUT BOOTS .

‘Werare currently'in’the’ third year of

What we’re aiming to achieve

Our mission B
To be the world’s best Health and .
Beauty retailer.

Qur business objectives and strategy

a— -
five year plan aimed at transforming the
Boots group.

At the heart of this plan lies the need for
our businesses to operate at maximum
efficiency. And we have also identified
five key strategic “pillars’ on which we
believe we can achieve our overall
business objective:

Healthcare first

In the UK and Ireland, we aim to be
m<m2xo:m.m first choice for healthcare,
by offering the widest and best range
of health-related products, and by

Building a better Boots

The five pillars diagram appears here,
showing how each of these strategic
aims, -underpinned-by Driving-Efficiency,
feeds into the overall objective above.

Right stores, right place

We aim to put stores of the appropriate

size and format where our customers |
want them, and to think-creatively about o
how to make shopping at Boots easier |

building on our role as tiusted providers
of expert advice.

Only at Boots

We aim to provide cusiomers with
compelling reasens to shop at Boots,
by offering excellent, distinctive and
innovative own-brand and exclusive
products.

Driving
Efficiency

Boots. for.value

and more enjoyable. |

Expert customer care

We aim to provide our customers with
the best Health and Beauty advice
available, both by training our people and
by creating the conditions in which they
can perform this valuable role.

— 1849

Newly defined aims, unchanging values

We aim to ensure that our customers

can rely on Boots for fair and competitive

pricing, and for opportunities to save
money and further enhance overall
value for money.

In their current form, the strategy and objectives outlined on these pages are
relatively new to Boots; but the values on which they are based can be traced

back te the company’s earliest days

1914

[T %@ Coemian

1925 1930’s

1935

BEAUTYAPREPARRTIONS

1982

John Boot opens shop to sell
affordable remedies to the poor
of Nottingham

Boots starts using eleciric
vehicles on Nottingham site

Introduction of our first major
paper and cardhboard recycling
scheme

Opening of first Day and Night
Store at Piccadilly Circus in
London, enabling customers
to obiain medicines round

NO7 cosmetics launched,
as ‘The Modern Way to
Loveliness’

Boots introduces first health
food range with accompanying
nutrition advice, in response to
increasing cusiomer demand

10 Annual report 2006
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OFR SECTION 2 BOOTS [N 2005/06

health priority. And we're delighted that so far
14,500 people have trusted Boots enaugh to
come in and collect Chlamydia tests.

Ever since Boots started, health has always been the heart

of our business. At times during our long history, we may
temporarily have lost our focus on this clear-cut priority. But in
the last two years we've invested a large amount of money and
energy in ‘putting the chemist back into Boots’. And in 2005/06,
we made real progress towards our objective of ensuring that
Boots is always our customers’ No 1 choice for healthcare...

IAchieved|in}2005/06:

Our indispensable pharmacies

Our stores vary enormously in size, format and
customer offering, but the one thing common
to over 95% - is pharmacy. Over the last year,
we made a major investment {o ensure that
every Boots pharmacy provides a fast, modern
and efficient dispensing service.

We completed implementation of cur new
Smartscript System in all our stores: we opened
new pharmacies in 43 more of our recently
opened stores; and our Prescription Coliection
Service continues to make life a little easier for
customers, with an increase of 22.8% in volume
on the previous year.

As a result, we dispensed over 100 million items

in the year, an increase of over 5%, halting a long
term trend of declining market share.

12 Annuat repart 2006

yree

most people with
chlamydia feel as
healthy as you do

Qur free Chlamydia screening service

As part of our drive to put Boots at the heart of
the nation's health, we're working to form ever
closer links with the NHS. The best example of ™
this to date is the free Chlamydia screening
service we launched in November 2005 in around
200 of our London stores.

With sexually transmitted infections on the
increase, the fight against this ‘invisible’ but
potentially very serious disease is an urgent public

change
one

inng

Change One Thing:

who else would the public trust?

Straight after Christmas, when cther retailers
were frantically trying to clear surplus stock,

we launched our Change One Thing campaign,
positioning Boots as expert friends and advisers
o anyone siruggling 1o keep théir New Year's
resolutions,

The results were fantastic. As well as helping
around 500,000 people in their attempt to give
up smoking, we also advised customers on all
kinds of health and fitness issues — which was
good for them and good for us, as we saw huge
increases in sales of products such as vitamins
and supplements.

For one day. we oifered nicotine replacement
products for just £1 which we denated to a charity
educating children on the dangers of smoking.

And we didn't forget our own peopie, all of
whom received a Change One Thing goody bag.
together with an inviiation to make a pledge to
give up smoking or get fitter in 2006, with every
-assistance from Boots. - - L

2005/06 2004/05

Growth E NHS
prescriptions dispensed
Dispensing market share

+5.4% +4.7%
12% 12%
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OFR SECTION 2 BOOTS IN 2005/06

Why shop at Boots? We want to give our customers as

many compelling reasons as possible, in the form of an

ever expanding range of exciting high quality Boots branded
and exclusive products. Successful relaunches of our biggest
brands and some innovative new arrivals strengthened our

‘Only at Boots’ offering still-further.in-2005/06.....

Achieved]in}2005/06

N°7: now an even bigger success story
in February 2005, we relaunched N¢7, our
biggest own-brand and the nation’s favourite

cosmetics range. With over 60% of the products
reformulated, the changes werer't only skin deep
(if you'll forgive us the pun); and our customers

certainly appreciated the improvements we
made, with sales up by over 13% in the first
year post refaunch.

We relaunched our 17 range, too, with similar
success — giving us an even stronger poesition
as providers of both premium and more

accessible cosmetics ranges for Britain's
beauty-conscious women.

Boots brand medicines, a great year

own-brand medicines performed exceptionally

well in 2005/06

with our Pharmacy Plus range

a particular success -

which helped further

reinforce Boots' position as a major player in
the OTC medicines market.

Offering high quality at down to earth prices, our

Helping our customers buy

with a clear conscience

These days, an increasing number of people want
the reassurance of knowing that the products
they buy have been manufaciurad ethically.

Another good reason to shop at Boots.

We've audited our suppliers’ performance on
environmental issues for many years. But three
years ago, we began an enormous project aimed
at further ensuring that ail our 600 plus own-brand
product suppliers treat their workers fairly, as well
as showing a responsible attitude towards the
environment. One by one, we've assessed them
against our own updated Code of Conduct for
Ethical Trading and, where necessary, worked with
them to help_improve _their performance —in.many.
cases, helping them save money at the same time.

During 2005/08, we virtually completed this
Supplier Verification Programme. And cur efforts
were rewarded with a prestigious Business in
The Community Naticnal Big Tick Award for
Excellence. Better still, our customers can shop
at wooﬁm.é:: greater peace of B,Su than ever.

—————— e e ———————

14 Annual report 2006
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OFR SECTION 2 BOOTS IN 2005/06

There’s no point denying that in the recent past, Boots was a
comparatively expensive place to shop. Over the last three or

four years, though, we

ve made it a very high priority to put that

right; to make our prices genuinely competitive and, above ali,
to ensure that our customers can trust us to provide them with

real value for money. And in 2005/06, we made great progress

in this key area...

[Achieved]inl2005706:

Cutting prices, maintaining margins

Building on the success of our ‘Lower Prices You'll

Love' campaign, we cut over 700 prices by an
average of 19%.

The majority of these reductions were in price-
sensitive categories, where customers most
appreciate value. At the end of the year our prices
were the best they have been in recent years
against our key competitors.

Crucially, we've achieved this whilst maintaining
margins through better buying, by being more
efficient in our manufacturing operation and

by a favourable mix of products sold, with an
increased contribution from Boots own-brand.
Our Advantage

Of course, price and value are not the same thing.
And while our prices have improved significantly.
the value we offer our customers is better still -
especially in the case of almost 15 million active
Advantage Card holders. {A total which includes
around half the wamen in the UK).

16 >:::m. report 2006

Using one of the most rewarding loyalty cards,
and also taking advantage of our many price
promotions, Boots prices are lower than many
non-Boots shoppers think and are now very
competitive with our rivals,

Sustainable ways to save our customers money
Developing environmentally sustainable new
products isn't just good for the planet; in many
cases, it also makes excellent financial sense.

Over the last two years, for example, we've

been working with the government's Waste &
Resources Action Programme (WRAP) to carry
out large scale production trials of packaging
containing recycled plastic. Results have been.
excellent; and in 2005/06, we put the theory into
practice, launching our new Ingredients range in
clear packaging made from 30% recycled material
- with the added benefit of reduced costs.

We're aiming to increase the recycled content in
our packagting, as well as the range of producis
using recycled materials. The resulting cost
savings will help keep prices down.

€2 BASICS
. shower
I\lﬂm_; T, -

Carcapd & dufraghi
yinr body

300 mie -,

s S ol ot

Prices to suit every pocket

When it comes to prices, we're aiming to ensure
our customers always have a choice, by offering
products they can easily differentiate as being

‘good’, "better’ or 'best’.

And we often see customers putting top of the
range products in their baskets alongside items
from our Basics range, which continued io attract
new toiletries customers to Boots.

"We use a number of criteria to measure our

performance here. But we believe that customer
perception of value for money at Boots and
competitor price comparisons are commercially
sensitive, so we don't publish this information,
although the measures improved in the year,

2005/06 2004/05

Number of active
Advantage Card holders 14.7m 14.0m
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OFR SECTION 2 BOOTS IN 2005/06

from the executive to focus on ethnic diversity
and women in management. We'll be reporting
on Qur progress.

Along with value, convenience is what our customers most
want these days. So we're making a major effort to ensure
that, wherever they are in the UK, they are within easy reach
of a Boots store which not only meets their needs, but also
provides the kind of shopping experience they want..

Putting new stores where

our customers want them

Last year, we opened 24 new stores — seven in
EoT locations, where our customers increasingly
like to do their major shopping. This brings our
current EoT total to 119 stores, arcund 50 of
which have opened in the tast three years. And
we'll be aiming for a further 50 new stores over
the next three years.

Taking advantage of dereguiation, we also opened
43 new pharmacies in stores. And generafly, our
new stores are proving popular with customers,
meeting sales performance targets.

Renewing our commitment
to the UK's High Streets
Throughout Boots history, the High Street has

-... beenourhome. And while cur new . stores.in retail. .

parks offer customers another option, we remain
100% committed to meeting the needs of those
who find it more convenient to do their shopping
while they are in town. Hence our decision in
2005/08 to invest £70m on refurbishing 600 of
our community chemist stores and 100 Boots
Optictans practices.

mmn_m< Place: the best of Boots

In April, we opened our new Sedley Place store
in London’s Oxford Street. It's not just one of our
biggest stores, but a showcase for everything
that's best about Boots. We believe there isn't

a better Health and Beauty store in the world.

In just over a year, the store has picked up
several awards.

Stores as diverse as the communities they serve
Being conveniently located isn't enough, we want
our customers to feel that our stores are genuinely
part of the community they serve — and, to
achieve that, we need to ensure that cur peopie
refiect the ethnic diversity of modern Britain.

Currently, around 10% of all cur pecple come
from ethnic minority backgrounds, but not many

-of these individuals.have sc far progressed.to e e

more senjor positions within the company.
Similarly, while women make up around 80% of
our total workforce, there are relatively few higher
Lp our management structure.

In 2005/06, we took the first steps towards a
more diverse workforce, securing a commitment

.

O g

midnight
pharmacy

Open till midnight
Over the last two years, we've made big progress
in terms of extended opening_hours. We want our

customers to be able to shop when it's most
oo:<m:_m3 for them.

Now, we're taking the next step. To enable
customars 1o get prescriptions, we're keeping
an increasing number of pharmacies open until
midnight. Our aim is to ensure that by the end
of 2006, the majority of the pepulation are within
a 30 minute drive of a late night Boots.

Making our stores more enjoyable

and easier to shop

Throughcut the year, and all over the country, we
continued 1o make improvements to our stores,
working on new formats and making beiter use of
space wherever we felt we could deliver a better
shopping experience. '

By converting space recovered from discontinued
healthcare services such as dentistry to retail, we
were able to introduce impressive new destination
Health and Beauty halls:- - - e =

We also launched initiatives designed to improve
our displays and merchandising in certain product
categories, such as skincare, with the aim of
making it easier for customers to find what they
are looking for.

18 Annual report 2006
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OFR SECTION 2 BOOTS IN 2005/06

Other retailers talk about friendly, efficient service but, for
Boots, that’s just a basic requirement. We aim to provide our
customers with the kind of expert personal care which will
form the basis of a lifelong relationship. And in 2005/06, we
took important steps to enable more of our people to fulfil

that aim, more of the time...

This is _s.s..m our Zou account Bm.._mu M

in wmn_n<.v_unm 4_53 are 700 Zuu.ﬂ_ J.w g
! 3

consultants trained- no ensure n:m»o:._m;..

get the very best out of the :._m.._.mn

MH

leading. N7 B:nn.lrl

Putting our pharmacists ‘out front’

Our highly trained pharmacists have a wealth of
healthcare expertise to share with customers. But
in our busy stores, they have always tended to be
hidden away, hard at work in their dispensaries.

We began to change that in 2005/086. In our 350
busiest pharmacies, we introduced accuracy ¢
checking technicians to take care of the more
mechanical aspects of dispensing, enabling
pharmacists 1o spend more time out front,
advising customers,

On a much wider scale, around 2,800 of cur
pharmacists have either been trained, or are
currently training, to carry out Medicine Usage
Reviews (MURs). Under this new government
initiative] custormers can book a 10-15 minute
session with their pharmacist, during which he
or she will carry out a review of all the medicines
they are taking, make recommendations for
improvements to their drug regime, and
subsequently contact their doctor, if necessary.

20 Annual report 2008

Building our beauty expertise

It's not just our healthcare specialists who know
their subject back to front, we're equally serious
when it comes to providing our customers with
good advice on looking beautiful, That's why, for
example, when we relaunched our market-leading
cosmetics range last year, we gave all our 700
N7 consultanis five days of intensive training,

o ensure they knew exactly what was so special
about the new products.

Trust Boots The Chemists to use chemicals safely
Of course, the care we show our customers in our
stores is only part of the story, just as important is
the expertise that goes into ensuring our products
meet the highest safety and quality standards.

As chemists, we're particularily concerned with
the chemicals that go into the products we make.
We were the first UK retailer to publish a policy
on this, committing ourselves to a precautionary
approach and to full disclosure about chemicals
which we have ceased to use on safety or
environmental grounds, or which we are
oo:::c_:m to use while _:<mm:@m::m further.
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OFR mmgoz. 2 BOOTS IN 2005/06

- How our business
has performed

In"the previous part of this review, we reported on our progress in _
relation to the five key pillars of our strategy during 2005/06. Here, we
look more closely at how the individual parts of our business performed
over the last 12 months, and explain a little of the context in which that
performance was achieved... .

22 Annual rgpot 2600
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OFR SECTION 2 BOOTS IN 2005/06

> How our business has performed

BTC Health

Market background: Despite the consumer spending downturn in
2005/06, the healthcare market remained strong and continued to
grow. In January, the Community Health White Paper was published,

. . —an.imporant.step.in.the.government's.continued-policy-of-expanding—- -
lecally based community healthgare services. In conjunction with the
Community Pharmacy Contractual Framework introduced in 2005,
this opens the door for much greater involvement in the public

. health-agenda on the-part of retailers. .

In contrast, the value of the health market was adversely affected
by price deflation during the year, with the Pharmaceutical Price
Regulation Scheme reducing the price of prescription branded

B8TC Health in 2005/06 at a glance

up 2.7%

Sales up by 2.7% _

100m

Dispensing prescriptions
Strong volume growth in our
dispensing business with 100m
prescription items dispensed for
the first time

medicines by 7%. )

was strong, with an increase in sales of 2.7% and a significant
growth in our dispensing business of 2.8%. This reflected our
emphasis on ‘putting the chemist back into Boots” and, in particular,
our success in developing the role of our pharmacists, as trusted
healthcare advisers.

down-7.0%—
Price deflation caused by
Pharmaceutical Price Regulation
Scheme (PPRS) reducing the

price of branded prescription
medicines by 7.0%

up 2.8%

Dispensing sales growth after
the impact of price deflation
from both PPRS and from
price reductions to generic
medicines which anniversaried

in September

Good performance in the OTC
market, particularly in vitamins
and complementary_health

over 14,500

Free.Chlamydia testing. service.. -
Successful free Chlamydia

testing service in London

stores, with over 14,500 tests

requested-in the first few

months, well above expectations

%ﬂyﬂ o

Commit to Quit Pledge —
A

up 23.0%

Change One Thing campaign .
Highly successful Change One

Thing campaign, aimed at

helping customers keep their

New Year’s resolutions,

resulting in a 23.0% increase

in smoking cessation products

24 Annual report 2006
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OFR SECTION 2 BOOTS IN 2005/06

» How our business has performed

Boots Opticians

N Market background: The market remains competitive with lower
cansumer expenditure.on-fashion eyewear and the deregutation of -
contact lenses in 2005 creating significant price deflation. Market

conditions seem unlikely to improve in the foreseeable future’

Performance overview: Boots Opticians experienced another
difficult year, with sales down by 3.3%. Integration with Boots The
Chemists, changes to store and field management and changes

to the supply chain all created disruption and impacted performance
in the first half of the year. In the second half, improvements in

the range, customer recall process and marketing began to have
a-positive-effect-on-sales-and-profit-and-will-enable-us-to-reduce

Boots Healthcare International

Cur sale of BHI to Reckitt Benckiser for £1.9bn was successfully
completed on 31st January 20086, and resulted in a profit of £1.4bn.

‘In"February,-over £174bn'was returned to shareholders'in the form -
of a special dividend of 200p per share.

This was accompanied by a share consolidation in the ratio of
39:58, intended to allow the comparability of share price and

earnings per share.

The price achieved for BHI and the size of the cash return will

costs and drive efficiency next year.

enhance-earnings.per-share,-since.the percentage.of-shares
consolidated is greater than the proportion of group earnings
being Jost.

Boots Opticians in 2005/06 at a glance

down 3.3%

Sales down by 3.3% - affected
by downturn in consumer
spending, and disruption
caused by integration of

Boots Opticians into

Boots The Chemists

0.8 million

- pairs of spectacles sold ~ with

‘increased emphasis on valug
and range

Stronger performance in
second half, as management

Around £400m has been retained to strengthen the balance sheet,
for future investment in the business and the enlarged group post
the proposed merger, and to further strengthen our pension fund.

The BHI sale

£1.9bn

BHI sold to Reckitt Benckiser
for £1.9bn

EPS

Earnings per share will
be enhanced by the price
achieved for BHI and the

. h.—. A.Uwa size of the cash return .
£400m

Around £400m from sale

Over £1.4bn returned to
shareholders

and marketing improvements
took effect ’

Shares consolidated-in the - - - — —
. retained for investment in the
ratio of 39:58

pension fund, in Boots and in
the enlarged group

e s e — —_—— e kst e — e e =
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OFR SECTION 2 BOOTS IN 2005/06 .

A more efficient Boots

“We've-never-been-in-any-doubt-that-the-success-of-our-efforts-to-build-a-better-
Boots depends on increasing our efficiency. We need to be continually driving
down costs, eliminating waste and removing the obstacles that prevent our
people performing to their full Uoﬁm:ﬁ_m_ And in 2005/06 we won important

battles on all those fronts...

Our best year yet for better buying

We've invested around £120m in one of Europe’s largest SAP

Bringing down the price we pay for the goods is crucially impertant
in enabling us 1o offer our customers better value while maintaining

margins. Over the last year, we saved around £50m by better buying.

Our increasing use of electronic auctions made a significant
contribution. By inviting qualified suppliers anywhere in the world
to bid for our business, we are able, for example, to save £670,000
on three million hair accessories.

Of course, this method is only appropriate for certain types of
‘commodity’ purchase. In the case of our leading suppliers, we
take a longer term view. Our aim is to develop joint business plans,
exploring with them how we can best grow sales of their products
in our stores. It's a 'win-win’ approach which provides a very
positive framework for_negotiation, and we moved forward on this

mutually profitable basis with 50 key suppliers during 3 2005/06.

On the basis that efficiency begins at home, we alse continued
to tighten up our own manufacturing operation. We've cut Boots
Manufacturing’s underlying unit running costs by nearly 25%-over
the iast three years.

Making IT easy

Major IT projects have a “habit of going wrong, with expensive
consequences for the organisation concerned. Ours, which was
very major indeed, was completed mconmmw*c_:\ and an mojmac_m

systems, which encompasses everything fiom finance and treasury
funetions, through HR and property, to planning precisely how each
of our stores should be laid out and what products should be
stocked, in order to optimise performance. For Boots, this kind of
space and range planning is immensely complex, because virtually
all our stores are different shapes and sizes, and already our new
system is making a measurable difference.

In addition to the new tills now installed in all our stores, we began
rolling out the use of radic frequency hand-held terminals, enabling
our people to carry out essential stock management in real time.
And our MyStoreNet intranet site is now providing our managers with
minute-by-minute updates on every aspect of store performance.

Far many years, Boots was a leader in the use of IT within the
retail sector. Having fallen off the pace in the 90s, we've now put
ourselves back at the front of the field — and, crucially, it's our
customers who will feel the greatest benefit, as increasing

efficiency improves their shopping experience across all 1,400,

—of our stores: -

Award winners for energy-efficiency, leaders in reducing waste
Qur record as an energy-efficient business is extremely good. We've
generated our own power at our headquarters site since 1915; and
our current combined heat and power plant meets virtually all our
energy needs at our Nottingham site far more m:_o_miz %m: if we

last-year: = = - -

dsed. electricity.from_natignal power._stations.

28 bs_..cm_ report 2006
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OFR SECTION 2 BOOTS IN 2005/06

Board of directors and executives

Executive Directors

Richard Baker® 43

Chief Executive

Appointed September

2003 Formerly the chief-

operating officer and
at Asda. Prior to joining
Asda, Richard worked
for Mars where he
progressed through a
series of roles including
national account
management, brand
marketing and then head

Paul Bateman* 53

of.sales-for-UK-multiples~—time he held-a number

Jim Smart* 46

Chief Financial Officer
Appointed 3rd October
2005. Jim joined Boots in
2003 as group financial
controller and was

— -group marketing officer — ~promoted to'acting‘chiet ™ director” Guy'is a

financial officer in May
2008. Jim was educated
at Edinburgh University
- and-trained as-an

accountant at Coopers &
Lybrand. Jim previously
spent 15 years at Abbey
National during which

of senior finance and
operational positions

Guy Dawson 53
Non-executive Director
Appointed September
2003. Chairman of Boots
audit committee and
senior independent

Héléne Ploix 60
Nan-executive Director
Appaointed September
2000. Chairman of

the Boots sccial
responsibilities

founding partner of
Tricorn Partners, an
independent corporate
finance advisory
business. He has
previously held senior
investment banking
positions at Merrill Lynch
and-Deutsche Bank;
advising major
companies on a full

commiltee anda
member of the audit

and remuneration
committees. Héléne

is chairman of Pechel
Industries Partenaires, a
private equity investment
management campany.
She is a non-executive

Executive

Alex Gourlay 46
Healthcare and Store
Development Director
Alex started working
for Boots in 1976 as a

Michael Oliver 57
Company Secretary
Michael is a solicitor,
and joined Boots Legal
Department in 1987
irom private practice.

“Saturday assistant, He

is a qualified pharmacist
and has had numerous
positions in Boots
including store manager,
regional manager, head
of HR for stores, director
of retail implementation
and retail director.

Appointed company
secretary in 2000, He is
also respensible for the
company’s legal and
intellectual property
matters, Before
qualifying as a solicitor,
Michael was an army
officer, and he is

Mike Cutt 47

Human Resources
Director .
Mike joined Boots in
October 2005. He
_previously worked as HR_
director for B&Q as well
as its parent company
{Kingfisher), Pricr to
that, Mike worked in
operaiions, finance and
strategy roles at the
Nationwide Building
Society.

director'of BNP Paribas;
Ferring, Lafarge and
Publicis . Groupe.

———Group Operations
Director
Appointed Aprit 2002,
Responsible for corporate
communications,
logistics, manufacturing,
engineering and ISET.
Paul joined Boots in 2001
10 lead supply chain and
business services
development. He
previouslyworked for
Procter & Gamble, where
he gained many years
experience with global
supply chains.

including group financial
controller, group finance
director of First National
Bank and corporate
resources director.

Non-executive Diractors

Sir Nigel Rudd 59

Non-executive Chairman

Appoinied December
1828, Deputy chairman
since December 2001,
Chairman from

15th September 2003.
Nor-executive chairman
of Pilkingten (a role he
will relinquish shortly}
and Pendragon. He is
also deputy chairman of
Barclays and Chairman
of the Boardraom

Sir Nigel is a chartered
accountant and was
previously executive

chairman of Williams PLC

for nearly 20 years.

range of corporate
finance and strategic
issues. He is also a non-
executive director of The
BOC Group ple.

Tim Parker 50
Non-executive Director
Appointed January 2004.
Member of the audit,
remuneration and

social responsibllities
committees. Tim is
currently chief executive
of the Automabile
Association and a board
member.of_the Audit
Commission. He was
until 2004 chief executive
of Kwik-Fit and then until
recently, deputy chairman.

Issues.Group.of.the CBl. —He was previously chief——1996 t0-1999:

executive of C. & J. Clark
Ltd. the footwear
manufacturer and
retailer. He also led the
managemeant buy-out
and flotation of Kenwood
Appliances pic.

Dr Martin Read 56
Non-executive Director
Appointed 1999,
Chairman of the Boots
remuneration committee.
Dr Read is group chief
executive of LogicaCMG
ple, one of the world's
leading global 1T
soluticns companies.
Before taking over at
Logica in 1993, he held
a number of senior
positicns at GEC Marconi.
He was appointed a
non-executive director

of British Airways plc in
2000 and served as a
non-executive director
of Asda Group from

Scott Wheway 39

currently a member of
the Take-over Panel,

lan-Filby 47
Beauty and Lifestyle
Director

Retail Director
Scott joined Boots in
January 2005 from Tesco
where he was CEQ of
Tesce Japan. Having
started with Tesco at

" theageof 18as a
management trainee he
became a store manager
at the age of 22, and
subsequently progressed
rapidly to positions such
as stores director, retail
office director and
operations director.

Andrew Brent 46
Marketing Director
Andrew joined Boots in
September 2005 from
Burger King UK, where

he was chief marketing

officer. He started his
career at Proctor &
Gamble before moving
to Iceland Group where
he was responsible for
developing and
implementing marketing
strategy. Thereafter he
worked in the Far East
for AS Watson as asian
regional director of
marketing.

lan joined the executive
team in July 2005 as
director of Beauty and
Lifestyle businesses
with accountability for
marketing. He joined
Boots in 1981 and was
appointed commercial
director, Lifestyle in
January 2003.

gl repoil 2000

*Richard Baker,-Paul Bateman and Jim Smart are also members of the exacutive:
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OFR SECTION 2 BOOTS IN 2005/06

Financial review

During the year we announced and completed two major transactions, the disposal
of BHI for £1.9bn and the sale and leaseback of 312 secondary properties for £298m.
The prices obtained for these transactions were both-at the high end of expectations.

In addition, following the completion of the BHI disposal, we
returned £1.4bn to shareholders by means of & special dividerid
and consolidated our shares in the ratio 39 for 58, Of the £400m
retained proceeds from the sale of BHI, we announced in February
2006 that we would inject an additiona! £85m into the Boots Pension
Scheme-in-order-to-make-it-one-of-the.best-funded.in-the.ETSE-100

Gross margin for Boots The Chemists mmo::mn by 20 basis points
with better buying and mix improvements largely -offsetting the
impacts of the continuing strategy of price reductions.

Trading profit' from continuing operations fell by 17.6% to £335.9m.

index of leading companies, despite adverse movements in long-
term.interest rates._Further,_in_ March_2006_ we announced that we

Operating profit
ltems _:n_cama in oumﬂmz:@ profit {(but not in trading profit} include

would invest £250m of the retained BHI proceeds into-automating
and centralising our supply chain, modernising 700 of our smaller
stores and opticians practices, and significantly reorganising our
IT arrangement with IBM to make it more efficient. We anticipate
these investments wi'l yield material savings by 2010/11.

Primarily as a result of these major transactions, the group moved
from a net debt position of £641.2m at 31st March 2005 to a net
cash position of £100.0m at 31st March 2006.

Our share price had a substantial range during the year. It rose from

£23.5p at the start.of the year and féll to a low of 583.5p, before

rising to a peak of 737.0p just before ending the year at 719.5p.

On 13th February 2006 the group undertook a share consolidation
- issuing-39-new-shares-for-every 58.owned. This.was done. at .the

‘same time as paying the special dividend of 200p per share to

' reiurn the proceeds from the BHI disposal to shareholders. Based
on the actual price that existed over the peridd the share price
underperformed the FTSE 100 by 6.5% over the year.

and the £124m costs associated with the recently announced
investment programme.

Profit after tax from continuing operations

Net finance costs in the year fell by 50.4%. This fall- was nmcmma by
the reduction of net debt as a result of the sale and leaseback and
the disposal of BHI, and the reduction in net financing costs of the
Boots Pension Scheme from £17.0m to £3.4m as a result of the
change in investment strategy in 2005.

Taxation. The effective tax rate for the continuing group was 12.8%,
lower than prior year because the sale and leaseback transaction
attracted no tax charge due to the utilisation of capital losses

{previously unrecognised for deferred tax}. and also resulted in a

release of deferred tax liabilities held against properties sold which
had previously been revalued. The tax rate on group operating profit
before other operating income and Mxnmzmmm and before prior year
tax items was 31%, an increase of 1.2% on the prior vear.

Trading profit’
Revenue from continuing operations increased by 1.9% to
£6,027.4m. Sales in Boots The Chemists increased by 1.7%, mainly
as a result of new space with like-for-like sales down 0.1% in the

" year, although broadly stable on an underlying basis.

- Trading profitis _._mma to measure on-going oumaro:m_ _umlo..Bm:nm Iis am::aa as cuma::m

Profit after tax from continuing operations increased by 19.4%-
to £304.4m.

profit before net finance costs, excluding items the directors consider_ one-off or unusual and

profitlosses on sale of non-Current assets.

32 Annual report 2006
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OFR SECTION 2 BOOTS IN 2005/06

» Financial review B :

ey g A R

At 31st ?\_mﬂo: 2006, the group had long term investment grade The capitalised value of these liabilities is £1,388.0m (2005
- credit E::mm from Standard & Poor’s of:BBB-+-and from- Moody's: —=--£1,237.7m}-based upon discounting the rentals, after taking into
of Baa1, 533 on creditwatch, Earlier in the year the group had account assumed rental growth of 2.5% per annum, at the group's
_ been aossmaama from A- and A3 to BBB+/Baal stable outlook " long term cost o* co:o,a_:@ of 5.7% Goom 5.8%).
- T 6mumn:<m_< as'a result of the 'weaker trading environment for Boots™ — "~ — Tt TTTTToTTeTT T T Tt T
_ The Chemists. At the announcement of the proposed merger with The group,_in common with the credit rating_agencies, treats its
Alliance UniChem in October 2005, both rating agencies put the lease liabilities as being ‘debt like' when evaluating financial risk
group on creditwatch due to their uncertainty over the future and investment returns. . -
business and financial strategy of Alliance Boots. The 3rd October
. press reledse concerning the propased merger stated that Alliance Pensions. - _
Boots intends to have an investment grade credit rating. « The Boots Pension mn:mgm «mmc_mﬂ service cost :.: :5 <m2 under
Lo . , IAS 19 was £61.7m {2005 £75.6m), vam 19.5% of scheme
We have ﬂm:.___:m_a over £3.6bn in the form of dividends and share members’ payroll (2005 21.6%).

repurchases over the last five years, including the special dividend N

of £174bm ﬁo___meliimlgm disposal of BHI” This was consistent with OmamIAS™19 %ﬁl%lm.cx “defined benefit pension arrangements

our commitment to return surplus cash to shareholders and get an had a deficit position of £56.2m at March 2006 (20056 £37.6m).

efficient-batance-sheet-Earlier-in-the year-we-completed-the-first The-value-of the-liabilities-of the-scheme-has-increased-faster than
¥£350m tranche of the £700m share buyback programme announced the value of the assets during the year as a result of substantial
in 2004. Given the proposed merger with Aliiance UniChem the decreases in real bond vields, despite the fact that 85% of lia

second £350m tranche will not now go ahead. are matched with bond assets.

Dividend. The board currently has a policy of sustained dividend The pension fund investment strategy is unchanged, with 15%

growth with a 369 dividend cover of 1.75 times over the medium of assets in equity and property to-match long-term liabilities and
term. Dividend cover had fallen to 1.6 times in the previous year so 85% of assets in a.diverse portfolio of high quality bonds to match
. it was felt prudent to maintain a constant dividend of 30.1p during liakilities up to 35 years. The overall asset ailocation provides a

] the year, mmomn_m__< given the substantial changes arising from the relatively good hedge against liabilities on an actuarial basis and

BHI disposal, special dividend and share censolidation, until an accounting 1AS 19 basis. During the year, the group agreed to

earnings per share on the continuing business resumed growth. make a further additicnal £85m contribution to the scheme from

The 3rd Oo.ﬁ.cmm_ press release concerning the proposed merger the BHI disposal proceeds. This was in addition to the additional

stated that Alliance Boots expects to target a dividend cover of contributions (over and above the normal accrual rate) of £11.7m

2. o m 5 times:in setting its initial QZ_Qm:Q ) over 10 years agreed at the last full actuarial valuation in April 2004.
- s - . 77 7 7 7 777 The£85mradditional contribution was completed in"April 2006 and”

Lease liabilities. In common with other UK retailers, the group has put the Boots Pension Scheme into a fully funded position on an -

liabilities through its obligations to pay rents under property leases. IAS 19 basis.

.m Annual rent Annual rent _lmn—._mnm.n<|m=&.n=_.-ﬂ=.-ﬂ _—
commitment  commitment Liquidity is achieved through arranging funding ahead of
: at 31st March a1t 31st March . . L. . . s

Maturity of i 2006 2005 requirements, maintaining sufficient undrawn committed facilities

commitment i Em Em to meet unanticipated needs and maintaining gocd access to the

110 10 years -} ! . 112.0 104.8 capital markets through an investment grade credit rating.

10 to 20 years M : 86.1 . 73.2 ]

20 to 30 years i 59 51 The policy is to spread maturity of debt and have sufficient undrawn .
== —-Qver.30.years._ Ay —————————— ¢ w..\.il ‘Him = \10033&6& *mn__ ties: mco: H:mﬁ ﬁ:mﬁm s mﬂmmﬁmﬂ than: m&ooB fiquidity —— = e
== - Total = T o - = 077 T 18812 = = = S -

S Annuai teponi 2060 ¢ ==
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OFR SECTION 3 THE FUTURE FOR BOOTS

Managing our risks

e — S - - - - —_— e . R

|1_|_xm m<m2.c:m_:mmm -we *mom o:m__m:@mm m:a uoﬁm:ﬁ_m_ a&_oc_zmm

as well as opportunities. And among the demands of the new Operating
and Financial Review form of reporting is that companies m:oc_a be open

about their assessment of the risks that could affect ﬁ:m: Ucm_:omm

36 Annual report 2006




LE 900Z uoda: [enuuy

‘'uodn pauodal

pue paloluow S| suejd uonoe Une o ssaabosd syl

1841 2InsSus 0) Al app uons|dwoo Joy sa|easawll pue
‘sany|igisuodsal Jo uoneso|ee3d yum sue|d uonoe aaufie
pue dojaaap am "9|ge1dadde 10U ale eyl SYSL Ayuap!
am alaypn “S|oal) a|gerdacoe uiylm wayl Buibuug jo
SABM 8SIABP 0] PUB 8auUBWL0pSed 1IN0 sLILIBPUN PINOD
1Byl SySK AHLUBPI 01 Y1oq 9siLedxa J1syl SN 01 s$8UISNg
1no 1noyBnosyl ajdoad sjgeus ol yasas saulapinb assy |

. "SI JO S[BA8|

a|geldadse 8q 01 $19pPISUOD $100g 1By Uo saulepinb
leajo Buipiaord 10 ajqisuodsal SI LWBS) BAIINDSXE

3yl 'UCIUPPE Ul "8s1IWWoD Upne ayt ybnouayl pJeoq
ay) o1 Builodal Alueinfal pue ajyoid ¥SuU |jBI2A0 INO
Buuojiuow ‘ajos Buipes| ay) sAe|d weE@) BAIINDEXE INO

‘saAnaslqo oi16a1ens Sl
w3 01 AJljIqe si pue asuewlgyad si asiuoidwod
ABUL YYm s3SI JO Alouea e saDe) SSauIsng Al9ag

Juawdbeuew ysu 0y yoroudde InQ

"MO|} USBO pUB SHNS8. U0 10edW) 8SIBAPE UE 9ABY PjNGD
U1y BSLIE PIN0OI LLIB[D YINS AUy "SBIHAIIOR SSBUISng
panuiuoosip sy jo Joadsal ul o sanss| Buipueysiw

Jo uoneulweuod 's1onpoud jo Buypge-al ‘sionposd
usps1unod 03 Bunejas efewep jpuoneindat Jo/pue
Alljigel; @0} OS|E PINOJ S100g “swie Aupgel 1anpord 01
a|qesauna Ajeruslod s1ig(ielal 10 Bimde nuew Auy
swie|2 Alpqent 1onpoud ajqissod £

'J1d dnoin §100g pue awWayas
uoIsusd ‘51009 8Y) JO $221S aAnejal oY) usalb Apenaiued
'MO[J YSED pUB $1NS$aJ U0 1oBdLU) 8SI8APE UB BARY DINOD

SIY| ‘||efuoYS AUB JBAOD O1 UGIINGLIUOD [BUOILPPE UB
axew o} paau b sroog '$a1Iger S1 O] uoledt Ul
BUljJ9p 01 SBM SLUBLDS BY1 JO anjeA 3yl 4l "sanljiger| s
193W 0] SNUIUGD UBD 3WaYIS Ayl 8Insus 01 A1y 0 e 0§
'SIUBLLBAOLL 193 1BW 1O 10RdWI 2] 8ONPaI 01 PalRINJ|eD
s1 ABaleils 1uawisaaul sy pue ‘Buons Ajusuna

S| SWBYIS UOISUad 51008 aU| 431190 3M 1S|IUAA
S||BJHOYS 3WaYIS UOISUdH "9

. __  Cpslosye A|SSISAPE 8g PINOD MO|} YSED pue
$3|NS$al 1IN0 — aInjig} Juswdinbs swalxs 1o m_.m__mme
mel Jo Aiddns ay1 o1 uondnualul sNouds e 'sidwexs

10} — paun220 vondrusip Jolew §| 'e:nianseyul ||
Jenoiled ul ‘pue uonnguisip ‘Buumoeinuew o jo
Buiuonouny 1uaia1e syl uo Wspuadap aie sajes 1004
swajqoid jevonesadQ g

JOIIUOD UNO BPISING 84 || SaSE3IOU

. 1500 mmmS. 10 Auew pue s1500 Bunelado NG asea.ou
Aew s1500 Jaylo pue siual nmoge) ‘Alvuloge ‘seb ‘o
U1 S9SEaIJU) 'SSeUISNg 1IN0 Jo ainleu ayl ol Buimp
53509 Bunjesado uy aseasu| ‘p

"193BW 1IN0 JSIUS {|)m SSUO MBU 1B 10

'5100g U0 ainssald ayl 9sea10Ul 01 JdWSLIR | S[BAL
Bunsixa 121} Aljiqissod e sAem|e S| 1) pue ‘aannadwod
AjyBiy Apealje s1 Ansnpuy ano “ued ul paienBal ybnoyly
vonadwos Buiseaudsu) ‘¢

123NS A|QEIASUI PINOM SSBUISNG JNo — Sa2ualaa.d

pue puewsp 1swaisna Buibueys o1 puodsal o} ved
Inc uo alnjiey e Jo Aljenb 1onpoud ul sulpsp e ‘ajdwexa
10} — uoneindal ley) sbewep pinoys BuiylAue §| ° foN.
se yans spueiq Buipesy |edjouud Ino pue puelq sjoog,
a1 Jo yifuans syl pue uoleinds! In¢G ue spuadap
§$900NS PAnUIUOI INO "UCIHPPE U '8IUSPIUOT JSUINSUOD
MO| Jo gpoLiad Jo spouad Aleuaissadal Buunp palaayle
Aleinoiued aq Aew app 1eNJEW TRy Ul S8duBls)eld pue
Buipuads 1swnsuoo pue eyas Ut spuss pue safueys o:
199igns aq [Im sloog 1a|e1a] AINesq pue YlesH e sy
pueuiq 10 uopendal

ino o} abeuwep pue Bulpuads JawWNsuod Ul spual] 'z

‘uoneindas no o1 wiey pue sauy Buipnjoul

‘sssUISNg JNO 10} saouanbasuod Buifewsep aaey

PiN02 SME| JUBAS|8] Ylim AldW oI 0} aunjleq 1UawWuOIAuS
-aui-pue angnd ay1 Jo uonoaloxd.pue A1ajes 1onpod
‘Buljjiaqe ‘Buibexoed ‘Alajes pue ylesy ‘uonnjod o}
Buneas sme| Wabuins ABuisesioul 01 102lgns s1 ssauUISng
1no ‘aacqe pauojuaw suonenfisl ayl o1 uonppe )

‘§SOUISNY N0 108 e Aj9SIaApe

as1mIaylo Aew Jo slo0g 104 sucneondu] 1500 aAey
Aew yolym "Bl Aue Je 1nooo Aew safueys Auolenbay
. 'suonduasard SHN o} pasinquuar are pue ssaodord
‘asuadsip am moy 01 'asn am sjage| pue BuiBexoed ay)
W) "SSBUISNQ 1NO JO Bale AlaAs AjjenUlAa 0] 1Nq ‘||8s pue
aInjoejnuew am sionpoid aul 01 Ajuo 10U $81e[8l SIYy
'2I19UMaS|2 PUB M 2Y1 Ul Yioq suonenbal xajdulod ol
108{gNs $1 $1009 ‘BIEDYIESY JO PIS1) BY) U SUO Ajjeioadss
Ja|ie1al Jolew e sy ‘uonenbal |eluswulaaob Juesyubis
01 109lgns st pue s1axiew polenfal u) seleiado si00g
uonejnBas ul sabueys pue uonenfisy |

:pabeuew aq 0} SYsIY




OFR SECTION 3 THE FUTURE FOR BCOTS

¥

Chief executive’s sign-off

1%

I'm proud of what we have achieved since we started the process of
building a better Boots nearly three years ago. And I'm particularly
encouraged by our performance over the last 12 months. But believe me,
there’s not the slightest danger of complacency setting in; we couldn't be
more-acutely-aware of thechallenges ahead:,

And that's one reason why we were keen to adopt the new Operating and
Financial Review (OFR) approach to reporting_on our business. Because
one of the most important ways in which an OFR differs from a conventional
annual review is in providing a robust framework-for-ongoing-reporting.

As you can see, we have set ourselves clear targets for the future. And

a year from now, we will publish an account o&w%é we've performed in

relation to these — as well as setting new targets:for the year to come.

In short, this first OFR is a firm commitment to a more open and

accountable future. And that, I'm certain, can-only be good for Boots.
, \ .

Richard Baker
Chief Executive

Trust % |
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———— __Code by.the Institute.of Chartered Accountants in England and Wales publication Internal

;

Corporate governance

The requirements of corporale governance are set out in the Financial Services Authority
(FSA) Listing Rules togeiher with the related Principles of Good Governance and Code of
Best Practice (the Combined Code), adopted by the FSA.

Directors are assisted in complying with the internal control requirements of the Combined

Control: Guidance for Directors on the Combined Code (the Turnbull guidance). .

The board considers that good corporate governance is an essential element of mo:_mssq
its overall objectives. It has reviewed the group's corporate governance policies and
practices, and has determined that during the pericd 1st April 2005 to 31st March 2006
the company complied with the provisions of the Combined Code.

The board )
On 31st March 20086, the board comprised the Chairman, three executive directors and four
non-executive directors. There were a number of changes 10 the composition of the board

during_the year._Mr_H_Dodd resigned from the board on ._wﬁ:. May 2005 and Mr J Bennink

retired from the board on 21st July 2005. Dr Martin Read will retire from the board at the
2006 annual general meeting, having completed two three-year terms as a non-execuiive
director. Mr J R Smart was appointed to the board as chief financial officer on 3rd October
2005. The board has reviewed the composition of the board, and the balance of skills,
knowledge and experience its members brought, and concluded that the board was of

the appropriate”size’and balance for the'company. -

Mr G N Dawson has been appointed the Senior Independent Director. Biographies and
other details of members of the board of directors are shown on page 30 and, for those
seeking reappointment, in the AGM notice.

The Chairman meets with individual directors privately at least once a year to review their
contribution to the board and personal developmaent plans including training needs. Further,
the Chairman meets with the non-executive directors as a group four times a year in the
absence of the executive directors. As part of the board evaluation programme, the non-
exectiive directors, led by the Senior Independent Director review the performance of the
Chairman, having considered the views of the executive directors,

During the previous year the board undertook a review of the board as a whole, its
cornmittees and its members, assisted by independent consultants. The review included
confidential interviews with each director, when they had an opportunity to express their
views on their overall impression of the board and its committees and their organisation,
composition, involvement in the business and effectiveness; the roles and contributions of
board members; communications with shareholders; stakeholder issues and succession
planning. The results were consolidated and reported to the Chairman and, in so far as they
related to the board as a whole, to the board and, in so far as they related to the Chairman,
to the Senior Independent Director. This year the hoard decided to conduct a review

*+ without involving consultants and confidential interviews but covering the same areas other
than the contribution made by individual directors. It is the board's intention 10 involve

40 Annual repon 2006

independent consultants every other year, The board considers the outcome of the
programme in its evaluation of the skills, knowledge and experiance of the board, and the
nominations committee applies the output in formulating its development plans for the board. 7

Non-executive directors are appointed for an initial term of three years from the AGM
fallowing Em_._, joining the board, and subject to performance and reappointment where |
appropriate, there is an expectation ot renewal of that'appointment for'a further threeyear— --
period. Exceptionally, non-executive directors may be invited to serve for a third and final
three-year term, Non-executive directors’ fees are determined by the board in the absence

of the non-executive directors.

Details of executive directors’ service contracts are given on page 50, All executive
directors normally retire on reaching the age of 60. Detai's of the Chairman’s appointment
are given on page 50. Copies of service contracts and letters of appointment are available
for inspection at the company’s registered office and at the AGM.

All directors appointed by the board must stand for reappointment at the first AGM
following.their.appointment, .and.thereafter_at least every_three years. In addition, at least
one third of the continuing members of the board must retire, and if willing, stand for
reappointment at each AGM. Directers retiring and those standing for reappointment at
the 2006 AGM are identified on page 59.

The non-execuiive directors bring a variety of experience and expertise (o the board and
are all-considered.to.be.independent..Sir.Nigel. Rudd..was.considered by the_board 10 _be
independent at the date of his appointment as Chairman. The board considers that an
independent director is one who is independent in character and judgment, and where
there are no relationships or circumstances which could affect the director’s judgment.
Relationships or circumstances which could affect judgment include having been previously
an employee of the company, having had close ties with any of the company's advisors,
directors or senior managers, having had a material relationship with the company,
receiving additional remuneration from the company apart from director's fees,
participating in the company's performance related pay or penston schemes, holding

cross directorships, having significant links with other directors, representing a significant
shareholder, or having served on the board for more than nine years.

The division of responsibilities between the Chairman and chief executive is in writling and ~ ,
has been agreed by the board. The Chairman’s responsibilities broadly follow the guidance
given in the Combkined Code, while Mr R A Baker, the chief executive, is responsible for
leading the executive management of the company in the achievement of the company’s
objectives, and for the proper and successful management of the business.

The board has a programme to enable it to discharge its responsibility for providing
entrepreneurial leadership of the company within a framewaork of prudent and effective
controls, and to assess and manage risk. The board has eight regular meetings in the <mmn.
including two strategy meetings, and other meetings are convened as required. In this year,
four additional meetings took place.
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» Corporate governance

The board's policy cencerning the appaintment of executive directors to be non-executive
directors of other companies is that the additional experience and knowledge such an
appointment brings benefits the company, and accordingly, executive directors are
permitied 10 accept one such appointment where no conflict of inierest arises, and 0
retain the fees received.

All-non-executive directors disclosed-to-the board-prior to-appointment their significant—-
cther commitments, and they are required to notify and have notified any changes to
or.additional commitments from time to time. Sir Nigel Rudd is non-executive chairman
of Pilkington (a role he will shortly relinguish) and of Pendragon and non-executive deputy
chairman of Barclays. The board is satisfied that Sir Nigel Rudd meets his obligations

to the company. -

The Senior Independent Director is available 10 shareholders if they have concerns which
have failed to be resolved through the normal channets:of Chairman, chief executive or
chief financial officer, or for which such channels are inappropriate.

The company secretary is an employee of the company and is secretary of all board

During the year, Mr J Bennink retired frem the board and ceased 1o be a member of the
committee, but other than that, there have been no changes to the structure or membership
of the committee up to the date of this report, The board nominations commitiee meets as
dictated by circumstances and met three times during the year. P

The main responsibilities of the board nominations committee are {o:

> Review regularly the structure, size and composition of the board and make
recommendations to the board concerning that;

> Give full consideration to succession planning for directors:

> Evaluate the balance of skills, knowledge and experience of the board;

>, ?mu%w a description of the role and capabilities required for any particular board
appointment including that of the Chairman;

> |dentify and nominate for the approval by the board candidates to fill board vacancies
as and when they arise. .

The committee also makes recommendations to the board concerning the standing for
reappointment of directors.

commitiees, and fulfils the responsibilities required of him by the Combined Code.

Board committees

There are five principai board committees, ali of which operate within written terms
of reference, Summaries of the terms of reference and details of the membership of
commitiees-are set-out-below-Copies-of the terms-of -reference-are-avaitable from-the

During the year under review, the chief financial officer was appointed after a search
conducted by external consultants and recommendations made by the committee. The
committee also determined the desired capabilities, background and experience of a

. further non-executive director given the current balance of skills, knowledge and experience
on the board and a search was under way_until the proposed merger with Alliance

company secretary and on the company's website. Only members of each committee are
entitled to attend the meetings of committees, although each committee may invite other
directors, managers and advisars to attend and frequently do so. Membership of board
cormittees is regularly reviewed. Given the size of the board. and.the need.to have a.
quorum available, if necessary, at short notice, there is inevitably an overlap in directors’
membership of committees, and in particular the board believes it appropriate for all

the non-executive directors to be given the opportunity.to participate in the work of the
nominations commiltee. However, the chairman of the remuneration committee does

not serve on the audit commitiee, and vice versa, and the board is satisfied that no one
director exercises a disproportionate influence. Other than Dr Martin Read, who has served
on the remuneration committee for six years and is retiring from the board at the AGM,
and the Chairman, who has served on the nominations committee for the same period,
no director has served on any committee for six years or more. Atiendance at meetings
of commitiees is set out on page 41.

Board nominations committee
Directors who served on the committee during the year are as follows:

Sir Nigel Rudd (chairman}

T C Parker - G N Dawson
J Bennink - - Dr M P Read
H Ploix-- - N

42 Annual report 2006

UniChem was announced. It is intended that following completion of the merger, the
committee will begin afresh the process of finding a further non-executive director. The
' committee also recommended that directors standing for reappointment should do so.
Board audit committee
Directors who served on the commitiee during the year are as follows:

G N Dawson {chairman, appointed September 2003}

J Bennink {appointed September 2001, retired 2tst July 2005}
T C Parker {appointed January 2004}

H Ploix {appointed Sepiember 2000)

Mr G N Dawson, the current chairman of the committee, was until 2002 chairman of
European Investment Banking at Merrill Lynch and is currently a partner'in Tricorn Partners,
an independent corporate advisory business, and accordingly has recent and relevant
financial experience.

The board audit committee met four times during the year. The agenda for each meeting
is pre-planned to ensure that each aspect of the committee’s responsibilities is discharged
.as part of an annual cycle.
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» Corporate governance

Board social responsibilities committee Investor relations
Directors who served on the committee during the year are as follows: Communications with shareholders are given a high priority. In addition to the annual i

and half year results presentations and the AGM, a programme of meetings between

institutional sharehotders and executive directors or the Chairman is held throughout the

vear. A summary of the views ‘expressed at these meetings is reported 1o the board. At |
- - —each-board meeting-a.report.is.given.on shareholders’ and,analysts_views, issues {if any)__

H Ploix {chair) P Bateman
J Bennink T C Parker

T The' board social respons ies committee met four times-during the year-The main

responsibility of the board social responsibilities committee is to keep under review and and expectations and periodically, external consultants attend a meeting of the board and

advise the board on the company’s policies and practices in the areas of soctal responsibility, present a report on shareholders’ concerns and expectations. tn addition, each director is

including those relating to health and safety, the environment, diversity and equal provided with copies of reports prepared Dy analysts and brokers and with press cuttings,
opportunities, race relations, employment of the disabled, charitable giving and ethical “which are of particular value to the directors not resident in the UK. Non-executive directors |
matters, and the company’s values and standards. are given an opportunily 1o attend meetings with sharehotders, and each non-executive

) . . . L . director is prepared to do so.
During the year, the committee reviewed those matters and policies within its remit prep

and reviewed and monitored performance against agreed targets in the area of social

All members of the board usually attend the AGM. A business presentation is given at the

responsibility. meeting, followed by a question and answer session. The notice of the meeting, together
with any related papers, is sent to sharehclders at least 20 working days before the

Board disciosure committee meeting,.or-for.those.who.have.elecied.for_electronic.communication, notice_is given to

The board disclosure committee was established on 24th November 2005. such shareholders of the availability of decuments on the company’s website. Sharehotders

are given the opportunity 10 vote on each separate issue. Postal proxy votes are counted
and the proxy votes lodged are announced after the vote on show of hands on each item,
Summary proxy figures are made available in writing at the end of the meeting and are also
published on the company’s website.

All directors are members of the committee, The quoruem is two members, one of
whom must be the Chairman, the chief executive, the chief financial officer or the Senior
Independent Director. The chairman of the committee is the Chairman, or in his absence
the Senior’Independent Directoror failing him-any member - of the-committee:

The committee meets as and when required and did not have cause to meet in the year Internal control
under review. The directors have overall responsibility for the group’s system of internal control and for
. e . reviewing its effectiveness. The system of internal contro! is designed to manage, rather
The main responsibilities of the committee are to: . 5 - . . . N
than eliminate, the risk of failing to achieve business objectives. Such a system can, ,
= Assist in the design, implementation and periodic evaluation of disclosure controls and however, provide only reasonable, and not absolute, assurance against material
procedures; misstatement or loss,

> Manitor compliance with the company's disclosure controls and procedures;

> Resolve questions about the materiality of information;

> Alert the company secretary (if not attending the relevant meeting of the cornmittee)
to the existence of inside information giving rise to the need for amendments to the
company’s insider lists;

> Generally review and advise on the scope and content of disclosure; :

Members of the board have responsibility for monitoring the conduct and operations of
individual businesses within the group. This includes the review and approval of business
strategies and plans and the setting of key business performance targets. The executive
management responsible for each business are accountable for the conduct and
performance of their business within the agreed strategies. '

. > Raview any announcements dealing with significant developments in the company's Business plans and budgets provide a framewaork from which performance commitments
business and ensure their accuracy; and have been agreed between the chief executive and each business. These commitments
. = Consider generally the requirement for announcements in the case of rumours relating incorporate financial and strategic targeis against which business performance is
to the company of in the case of a leak of inside information and in particular, the need monitored. This monitoring includes the examination of and changes to rolling annual and
to issue hoiding announcements. . half year forecasts, monthly measurement of actual achievement against key UleBm:n.m

. . . . \ . targets and plans, and weekly reviews of performance.
The committee is not responsible for the review of routine announcements such as director g P ¥ P

and company dealings, the appointment or removal of directors, directors’ responsibility
changes, trading statements or announcements relating to the inierim and preliminary
results or 10 the AGM.
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Directors’ remuneration report

Compliance

This report has.been prepared in compliance with the Directors” Rernuneration Report
Regulations 2002 (the Regulations) and Schedule B of the Combined Code annexéd to ™™ -
the Listing Rules of the FSA.

Remuneration committee (the Committee)

In 2002, the Commitiee decided to position executive directors’ salaries and non-executive
directors’ fees at the market median in the light of independent assessment of market
practices. In 2004/05, the Committee undertock a tharough review of total remuneration
and, after consultation with major shareholders, decided that market competitiveness

of remuneration would in future be assessed primarily in terms ot total remuneration,

with less.emphasis-on base salary,.and.accordingly proposed new long term incentives.

The members of the Committee during the year were: .

Dr M P Read (chairman)
T C Parker

J Bennink

H Ploix

The main responsibilities of the Committee are summarised in the corporate governance
statement on page 43. .

"The Committee has appointed Kepler Associates to provide it with external advice in
determining the appropriate remuneration, terms and conditions and bonus schemes for

Executive directers’ salaries {assuming ne change in responsibilities) would thereafter be
increased annually in line with inflation, subject to total pay being benchmarked against the
market every three years, such that over time the propertion of executive directors' total
remuneration that is dependent upon gerformance would increase.

The introduction of the performance share plan (PSP} and bonus co-investment plan {BCIP),
approved by shareholders at the 2005 AGM, decreased reward for average performance,
increased reward for superior performance, and rebalanced the incentive mix to reward
long term out-performance.

Kepler Associates assisted the Committee in determining that the fair value of the long

directors, and 10 assist it in reviews of remuneration policies and practices. Sir Nigel Rudd,
Chairman of the board, Mr R A Baker, the chief executive, Mr P Bateman, in his role as

term-incentive-arrangements-introduced-in-2005-taking-into-account-the total-shareholder
return (TSR} out-performance requirements for the performance share ptan and the earnings

per.share. (ERS}.scale for.the.bonus co-investment plan,.was. in.line.with. median.for

October 2005, have also advised the Committee when requested. Kepler Associates have
also provided the Committee and the company with market data for executives and senior

human-resources-and-operations-director~and:-Mr-M-Cutt~hurman resolrces director-sinceé

FTSE 100 companies. Assuming short term bonus is paid at target, and that the maximum
permitted amecunt is invesied in deposited shares, the. rewards at constant share price are
expected on-average to be 25% of salary from the BCIP and B0% (75% for the CEQ) from

managers-and-consulting-support-in-reviewing-pensions-long-term-incentive-pians:-and-in
reviewing current remuneration trends. The Committee is conscious of the need to ensure
that no conflict of interest arises as a result of Kepler Associates advising both it and the
company, and keeps that under review, but believes that the benefit of consistent advice
and policies throughout the company outweigh the possible problems arising from such
dual appointment. '

A summary of the terms under which Kepler Associates provide services to the Committee
and to the company are available upon request from the company secretary and on the
company’s website.

Remuneration policies

Policy overview .

In determining remuneration policies for the current, following and subsequent financial
years, the Committee has followed the provisions of Section B of the Combined Code.
Policy in.relation to remuneration, and practice, inevitably evolves over time and the policy
with regard to future years will be subject to ongoing review by the Committee.

The objective-of the Committee is to ensure that the remuneration of directors and of
" ~- senior managers is adequate to attract, retain and maotivate high calibre management.

!

the PSP The maximum potential rewards (excluding share price appreciation) are 100%
of base salary from the BCIP and 200% of salary (2560% for the CEQ) from the PSP

In broad terms, under current plans, if the group meets its target levels of performance,

then perfermance-related pay is likely to account for approximately 80% of the chief

executive’s remuneration and 57% of that of the other mxmocz«m directors. For top quartile
performance, performance-related pay will account for around 80% of remuneration for the
executive directors, depending on share price growth from the start of the performance
pericd to the end.

The way that business performance is measured for bonus and share option schemes for
executive directors and senior managers flows from, and is consistent with, business strategy.
and with the board's governing objective of maximising value for shareholders.
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> Directors’ remuneration report

Performance share plan (PSP) The performance share plan. which replaced the long term
bonus scheme for performance periods commencing on or after 1st April 2005, provides a
direct link between the pay of executive directors and the creation of value for shareholders.
It rewards directors for the company's out-performance over a three-year performance
period in terms of TSR relative to a UK retail index comprising the FTSE 350 General

- -Retailers Index.and.the ETSE 350.Food &.Drug-Retailers.Index (weighted 50%.each). _

Executive directors can be granted awards worth up to 200% of base salary (250%
for the chief executive).

TSR is used as the performance measure for the PSP as it is considered an objective
measure of the company's success and it aligns the interests of the executive with the
actual return received by shareholders. TSR measures the return to shareholders in terms
of share price movement and the value of dividends as if reinvested when paid.

"The Committee has chosen TSR percentage out-performance of a blended index in
preference to.a TSR ranking system because it is more robust (the calibration is less
sensitive to the TSR of each individual comparator) and because the indices are

‘Long term bonus scheme (LTBS) The long term bonus scheme which operated for

No awards will be made for the 2006/09 performance cycle pending implementation of the
proposed merger with Alliance UniChem. It is currently intended {subject to shareholder
approval at the AGM of the removal of the general prohibition on the grant of awards
more than four months after the start of the performance period) to grant awards after

the proposed merger has become effeciive and suitable performance targets established.

performance periods commencing before 1st April 2005 provided executive directors |
with a maximum potential bonuts award {MPBA) worth up to 125% of base salary. The |
LTBS rewards directors for the company’s performance in terms of TSR over a three-year

performance period relative to a peer group of ten other leading companies which the

Committee considered io be appropriate comparators by virtue of their size and markets

in which they operate. TSR was chosen as the appropriate perfoarmance measure for

the LTBS as it aligns the interests of the executive with the actual return received by

shareholders by directly linking the pay of executive directors and the creation of value |
for shareholders. TSR is derived using the same data sources and in the same way as |
for_the PSP _There.is.no.retest.

automaticalty weighted by market capitalisation.

TSR is derived using data from the FTSE TRI index, by calculating the percentage growth in

For the outstanding performance cycles which commenced in 2003 and 2004, an MPBA

. e T e

the index based on the average of the indéx for the quarter preceding the commencement
of the performance period and the average of the index for the final quarter. The Committee
believes this to be a transparent and well recognised way of doing so.

—-was,calculated.for,all;executive directors by:multiplying; the basic;annual salary. at the ————

Awards are calculated for all executive directors by multiplying the basic annual salary as at
1st June in the first year of the cycle by the relevant factor. The award is then expressed in
share units by dividing the salary multiple by the average share price over the five dealing
days following the date of the announcement of the pretiminary results. At the end of the
performance cycle none of the award vests unless the annualised TSR performance exceeds
the index TSR by at least 2% p.a. All the shares vest if the annualised TSR performance
exceeds the index TSR by at least 10% p.a. {historically equivalent io almost top decile
performance), with pro rata vesting in between as indicated in the following table.

Annuslised TSR% above blended index average 2 4 6 8 10

% of conditional award 20 40 60 80 100

There are no retests. The eventual value of the award is also affected by share price
movement over the performance period. Performance cycles commence on 1st April.
The whole of the award gained is paid in shares. The maximum potential rewards are
200% of salary (250% for the chief executive) from the PSP plus any growth in value of
shares over the performance period. The plan is expected over time to deliver value of
approximately 30% of the maximum. The fair value of the PSP is therefore, for the chief
executive, up to 75% of base salary and, for the other executive directors, up to 60%
of base salary.

48 Annual repont 2006

beginning of the cycle by a factor of 125%. The MPBA was then expressed in share units |
using the average share price over the previous three months. At the end of the performance
cycle.a.percentage of.the MPBA is.gained.based.on.the following scate:

Comparative position in peer group
league table 1 2 3 4 5 6 7 8 9 10

% of MPBA gained 100 80 64 48 36 24 Nl Nl Ni Nit

The value of the award is affected by share price movement over the performance period.
Performance cycles commenced on 1st April. The award is payable in shares.

Share awards under the LTBS are satisfied by the transfer of shares purchased in the
market by the Boots Employee Trust at various prices. Currently the trust holds surplus
shares and no shares have been purchased for several years.

Prior to 2004/05, directors who joined the company participated pro rata in performance
cycles that had more than ene complete year 1o run. The Committee decided in 2005
that directors appointed thereafter wou!d not participate in performance cycles that
commenced more than four months before they joined the company.
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) Directors’ remuneration report

Other benefits Executive directors are entitled to a company car, or payment in lieu, sick pay.
holidays and other benefits comparable to those provided by other major UK companies.
Mr R A Baker, Mr P Bateman and Mr J R Smart participate in a funded unapproved desath
benefit scheme which provides benefits on death comparable to those contained in the
company's approved pension schemes in respect of income above the revenue income
cap. Sir Nigel Rudd is reimbursed the expenses that the Commitiee consider reasonable

for providing his own car and driver whilst travelling on the company’s business.

Contracts of service
The Chairman and each of the other non-executive directors has a written letter of
appointment with the company, terminable by either party without notice or compensatian.

Each of the executive directors has a service contract which terminates when the director
in question reaches the age of 60. All executive directors’ service contracts are terminable
by the company on one year's notice and the Committee has determined that one year's
notice is the appropriate period of notice 1o be given 1 an executive directior. Exceptionally,
however, in circumsiances such as the appointment of a chief executive from outside the

terminated without notice as a consequence of that, then he will receive a redundancy
payment calculated in accordance with the company's redundancy policy, 10 months’ basic
pay, car allowance and other benefits, a sum equal to the value he might reasonably have
been expected to receive under the bonus schemes in which he participates had he been
given and accepted 10 months’ notice, and his pension will be enhanced for that period.

-Each-director-is-required-to-stand-for-reappoinimens-every-three years and-may-be required- -
10 stand for reappeintment at an earlier date in order to satisfy the provisions in the ,
company's articles of association that not less than one-third of the board seek

reappointment at each AGM, The articles of association of the company contain provisions

relating 1o earlier vacation of office without notice.

Non-executive directorships

H is recognised that directors may be invited to become non-executive directoss of other
companies and that the additional experience and knowledge that this brings will benefit
the company. Accordingly, the policy is 10 allow executive directors to accept up to one
such appointment where no conflict of interest arises, and to retain the fees received.

company, the Committee may consider an initial period of greater security to be appropriate
and agree that the one year’s notice should not be given before the first anniversary

None of the executive directors currently holds any such appointment.

of appointment = - - "

Details of the contracts of executive directors who served during the year are as follows:

Date of contract Unexpired term Notice Provision for

period  compensation
R A Baker Bth August 2003 1 year rolling 1year See below
P Bateman 25th July 2002 1 year rolling 1 year Nil
J R Smart 17th May 2006 1 year rolling 1 year Nil
H Dodd 4th June 2003 Terminated on 18th May 2005 1 year Nil

With the exception of Mr R A Baker, none of the above contracts contain provisions relating
to compensation on termination. A:m.ﬁo:,_:,__.zmm.w policy on termination of executive
directors’ service contracts is that in the event of any service contract being terminated by
the company giving less than the contractual period of notice, the requirement for the
.director to mitigate their loss where appropriate is taken into account in determining any
resulting compensation. In the case of Mr R A Baker, however, the company has agreed
provisions relating io pay in lieu of notice under which if Mr R A Baker's contract is
terminated with less notice than his contract provides, then he will receive 85% of the
salary, pension and shost term bonus and other benefits he would have received had he
~been given the notice to which he was entitled under his contract, but without receiving
any compensation for loss of long term incentives or share options. The company has also
agreed with Mr J R Smart that if the proposed merger with Alliance UniChem becomes
effective and if, as expected, Mr J R Smart's appointment as chief financial officer is

50 Annual repart 2008

~ Performance graph - - - -

The following graph, required by the Regulations, shows the total shareholder return over
the five-year pericd to 31st March 2006 for the company’s shares and the FTSE 100 index.
The FTSE-100-is considered-to-be an-appropriate index-for-comparison as it-is well
recognised, the company forms part of that index, and investors in the company are likely
‘to regard other FTSE 100 companies as alternative investments,

Value of £100 invested in March 2001
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> Directors’ remuneration report

Auditors’ report
The auditors are required to report on information contained in the following section of the
report with the exception of directors’ sharehotdings.

Directors' remuneration 2005/06

Analysis of emoluments and short term bonuses are shown below, Details_of [ong term
bonuses are shown on pages 52 and 53, outstanding share options and gains on share
options are shown on page 54, shareholdings are shown on page 54 and 55, and pension

entitlements on page 55.

Analysis of directors’ emoluments

An analysis of directors’ emoluments relating to salary and {ees, short term executive
bonus and other benefits (other than share options, LTBS and pensions) for the year 10
31st March 2006 is shown below:

The aggregate of directors” emoluments before commutation of pension entitlements and
other payments on termination was £2,690,000 {2005, £2,432,000).

Base salary
Base salaries are reviewed with effect from 1st June in each year, .

“The base salaries of "executive directors at the year end and at"1 7th May 2006, the tatest
practicable date before the printing of this report were as follows:

At 31st March 2006 At 17th May 2006

R A Baker £663,000 £663.000
P Bateman £360.,000 £360,000
J R Smart £350,000 £350,000

Short term executive bonus scheme

Parformance against business targets and personal perfarmance during the year was such

shont Commuation that a bonus equal to 72% of salary was eared by the executive directors.
Sal term Cther unapproved ™ Other payments Total Total
£000 and fees bonuses benefits pensian rights on lermination 2006 2005 1@102.-,5-.5& share —u_m: _1mvv
.. _RaBaker = __6860 _ 477 R oo 1181 1.024) —-Potential entittements:under incomplete, PSP performance periodsr =0 == — So - -
P Bateman 358259 24 ~ 541 3 TTTTemerTT T
G N Dawson 53 1° 54 54 The conditional awards {in shares} for the cycle which commenced on 1st April 2005
T C Parker 38 1¢ 39 38 are shown below:
H.Ploix 43 118 54 49
Dr M P Read 43 2¢ 45 a5 Conditional Award 2005  Total .
Sir Nigel Rudd 285 12¢ 297 318 R A Baker 273,605 273,605
J R Smart P Bataman 118,851 118,851
{from 3rd Oct 2005} 173 125 6 304 0 JR Smart. 28,103 . 28103 o . o
-HDodd- --— — - - — = - ——— — _ _
{to 18th May 2005) 53 g 453 ag* 552 468 The share price used to calculate the 2005/2008 conditional awards was 605.8p. The
J Bennink - " .E o5 outcome for this cycle and the related vested awards will not be determined until June
fto 21 July 2005) 2008. The share price when the awards were first made was 625p on 1st April 2005,
1,719 861 10 453 38 3181 2,432

Performance conditions are set out on page 48.

*Mr R A Baker’s salary far 2005 includes £200,000 and £151,000, being compensation for the loss of his part-vested Asda
share options and relocation expenses respectively.

2Mr R A Baker's other benefits include security costs of £12.000 and the related tax benefit in kind.

*Mr H Dodd's other benafits include £3,000 (2005, £35.000) refocation expenses.

“Mr H Dodd'’s other payrments on termination were accrued holiday pay of £38,462,

5r H Dodd surrendered his entitlements under the unfunded unapproved retirement benefit scheme and received a total

Bonus co-investment plan {(BCIP)
No short term bonus was earned by the executive directors in the preceding financial year
and accordingly, no co-investment opportunity arose.

of £452,852, being the actuarial value of those benefits.
SOther benetits for non-executive directors comprise travel, subsistence and accommodation costs, security costs (in
some cases) and the related tax benefit in kind.
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> Directors’ remuneration report

Options have been granted under the ESOP and under Mr R A Baker’s individual option plan
(see below), as follows:

200304
Awarded on 180903
Option prica 6687o

200102
Awarded on 12,0901
lD_u_mo: price 630p

2002003
Awarded on 18/06/002
Option price 635p

200304
Awarded on 230603
Opsion price 606p

Mr A A Baker's
individual gption plan
Awarded on 1805/03

QOption price 687p

’ 2004105
Awarded on 14/06/04
Qption price 647p

o - Exercisablg batwaen Exercisable batween  “Exercisabia between™ ~— Exercisabia batween — Exercisably butwoun Exarcisable batwesn ———— —-Totol i Grantgd — [ - ——Total _ .
Number of shares 120904 and 137031 18/06/05 and 17/0612 23/06/06 and 22/08/13 18/08/06 and 170813 1BX09/08 and 170913 14/06/07 and 13/06/14 010405 0508 Exercised Lapsed 310206
h R A Baker 0 8] 0 181,950 80,975 99,536 372,461 0 0 0 372.461
P Batemman N 26,428 40,924 49,504 0 0 54,095 170,971 0 o] 0 170,971
J R Smani 0 0 25371 . o] 0 24517 49,888 o 4] 0 49,888

All options are subject to the performance conditions set out on page 489.

During the year, share options held by Mr H Dodd a former director lapsed. No optiens
were exercised.

The.market.price_of_the_company’s_shares at 31st March 2006 was 719.5p and the range

All employee share ownership plan [AESOP)

In the period to 31st March 2001, Boots established an AESOP to enable employees,
including executive directors, to become shareholders in the company. Under the free
share part of the AESOP the executive directors were each given the opportunity te be
awarded 42 shares (36 in 2004/05), the same number as any employee with average

of market prices during the year was 737.0p to 583.5p.

Directors’interests;in;share options,on:l.7th.May.2006 remain.unchanged.- - — —. .. __

ible"executive directors opted'to™
receive this award. Shares in this part of the AESOP must normally be held in trust on

contracted hours of 35 or more per week. All'the eligib ive diféc

Outcome of performance tests as at 31st March 2006 The performance tests for options
granted in 2001 and 2002 and 2003 were not met as at 31st March 2006.

-behalf-of-the’employees for. at-least.three years ' — s

The share investment plan element of the AESOP gives employees, including executive
directors, the opportunity to purchase shares from their pre-tax income, subject to a

Individual option plan — Mr R A Baker On 18th September 2003 Mr R A Baker received,
as part of his joining arrangements, a grant of options of one times his salary of £625,000
amounting to 90,975 shares at a price of 687p {the average of the market price for the
three days preceding the grant} on terms identical to the options granted in 2003/04

under the ESOPR exercisable between 18th September 2006 and 17th September 2013

{subject to satisfaction of the performance condition).

The performance condition is identical to that applied 1o grants under the ESOF i.e. average
annual growth in earnings per share of at least RP{ plus 3% over the performance period as
described on page 49.

The Boots SAYE share option scheme No options have been granted since July 1999,
and no executive directors hold options under the scheme.

Gains_on share_options Gains on share options represent the number of shares under

options which have been exercised, valued at the difference between the market price
at the date of exercise and the exercise price paid.

The total gains on share options exercised during the year was nil (2005, nil).
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maximum of £125 per month. Shares purchased under the partnérship plan are included
in total shareholdings in the iable below.

Directors’ shareholdings

The beneficial interests of the directors in office at 31st March 2006 and their families in
the share capital of the company at 31st March 2006 are shown below. The company's
register of directors’ interests, which is open to inspection, contains full details of directors’
interests in the company’s shares.

Qrdinary QOrdinary

shares shares
Sharaholdings . 2006 2005%
R A Baker 6,226 ' B,226
P Bateman 6,311 5,866
G N Dawson 2,689 2,689
T C Parker 4,263 4,263
H Ploix 2,740 2,612
Dr M P Read 0 3,698
Sir Nigel Rudd 31,800 31,600
J R Sman 554 5541

Tat date of appointment
2comparatives restated on basis of consolidation of share capital
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Directors’ responsibilities statement

The directors are responsible for preparing the Annual Report and the group and parent
company financial statements in accordance with applicable faw and regulations.

Company law requires the directors to prepare group and parent company financial
statements for each financial year. Under that law they are required to prepare the group
financial statements in accordance with IFRSs as adopted by the EU and have elected to

prepare the parent company financial Statements on the same basis.

The group and parént company financial statements are required by law and IFRSs as
adopted by the EU to present fairly the financial position of the group and the parent
company and the performance for that period. the Companies Act 1985 provides in relation
1o such financial statements that references in the relevant part of that Act tc financial
statements giving a true and fair view are references to their achieving a fair presentation.

In preparing each of the group and parent company financial statements, the difectors are
required to:

. > select suitable accounting policigs and then apply them consistently;

> state whether they have been prepared in accordance with IFRSs as adopted by
the:EU:;and —=

> prapare the financial statements on the going concern basis unless it is inappropriate
to presume that the group and the parent company will continue in business.

THe difectors are responsible for Kegping proper accounting records that disclose with
reasonable accuracy at any time the financial position of the parent company and enable
them to ensure that its financial statements comply with the Companies Act 1985. They
have general responsibility for 1aking such steps as are reasonably open to them 1o
safeguard the assets of the group and to prevent and detect fraud and other irregularities.

Under applicable law and regulations, the directors are also responsible for preparing a
Directors’ Report, Directors’ Remuneration Report and Corporate Governance Statement
that comply with that law and those regulations. :

The directors are responsible for the maintenance and integrity of the corporate and
financial information included on the company’s website. Legislation in the UK governing
the preparation and dissemination of financial statements may differ from legislation in
other jurisdictions.
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Directors’ report :

The directors of Boois Group PLC present their annual report to shareholders,
together with the audited financial statements for the year ended 31st March 2006.

Principal activities
The group’s principal acti

ies during the year were:

>Trelailing of cRemists meérchandisa; ~— ~
> the provision of opticians and other healthcare services;
> the development, manufacture and marketing of healihcare and consumer products.

m:::ﬂ information on the group's continuing activities is provided in the OFR on pages
7 to 38. :

Business review and future developments

A review of group activities during the year, research and development, and iikely future
developments are dealt with in the Chairman's statement, the chief executive's review and
OFR on pages'2 to 38.

COn 7th April Moom“ Boots also announced the proposed sale and leaseback of 312 of its
small stores which was completed on 28th July 2005, Proceeds from the transaction were
used to pay down short term borrowings.

On 3rd October 2005, Boots announced its intention to merge with Alliance UniChem plc.
The merger, if approved, is currently expecied to become efiective at the end of July 2006.

Share capital .
Details of changes in the share capital are shown in note 27 to the financial statements.

On 13th February 2006 ihe authorised share capital of the company was decreased

from £300,000,000 divided into 1,200,000,000 ordinary shares of 25p each by way of

a subdivision and consclidation of shares, in the ratio of 39 for 58, to £299,999,983 divided
intc 806,896,506 ordinary shares of 37%p each. As part of the consolidation, 40 shares of
37%p each and the fraction of a share of 37%p each arising from tha consolidation were
cancelled. The 722,348,704 issued ordinary shares of 25p each were thus consclidated into
485,717,232 shares of 37%p each.

The OFR also contains a description of the key risks and uncertainties that face the
business. In addition it contains details of the financial risk management objeciives and
policies of the group and details of the exposure of the group to financial risks.

Group results

THé group income statement for 2006 SHown on page 617includas the folldwing details?

' 2006

2005
From continuing operations fm ' £m
Revenue " 50274 49355
Operating profit before finance costs 369.2 400.9
Prefit before taxation 3489 , 360.0

Approgpriations

The directors recommend tha payment of a final dividend of 21p per share {2005, 21p per
share) which, if approved by shareholders, will be paid on 4th August 2006 to shareholders
registered on 2nd June 2006. On 24th February 2006 a special dividend of 200p per

share was paid. An interim dividend of 9.1p per share was paid on 20th January 2006
{2005, 9.1p).

Group structure and operations
QOn 7th April 2005, Boots announced its intention to seli Boots Healthcare International
and return a significant proportion of the proceeds to shareholders. The sale was
completed on 31st January 2006 and a special dividend of 200p per share was paid
on 24th February 2006,

58 Annual report 2006

At Em.m::cm_ general meeting on 21st July 2005, shareholders authorised the company
10 make market purchases of its own ordinary shares of 25p each.

During the year the company entered the market and purchased 8.1 million (20085,
45.4 million} shares which have been ¢ancelled. This represented 1.1% {2005, 6.2%]) of
the shares.in.issue. immediately_prior_to_the_consolidation {2005, at the end _of the period)

and the total cost was £50m (2005, £300m). No shares were repurchased afier the
consolidation. At the forthcoming AGM on 20th July 2006, shareholders will be invited to
renew the company’s authority to make market purchases. The authority will be limited
to the purchase of not mare than 48,581,000 ordinary shares, being approximately 10%
of the ordinary shares in issue at the date of this report, or, subject to the merger with
Alliance UniChem becoming effective, not more than 96,756,000 ordinary shares being
approximately 10% of the estimated issued share capital of the company following
completion of the merger. The maximum price payable is not more than the higher of 5%
above the average of the closing mid market quotations for the five business days before
the purchase and that stipulated by Article 5 (1) of the Buyback and Stabilisation Regufation,
with the minimum price being the nomina!l value, exclusive of any expenses payable by
the company.

The aggregate number of shares held by Boots Qualifying Employee Share Trust, Boots
All Employee Share Ownership Plan and Boots ESOP Trust are shown in note 27 to the
financial statements. )

Shareholders
As at 17th May 2006, the register maintained by the company under Section 211 of the
“Companies Act 1985 contains the following notifications to the company:
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> Directors’ report

The board believes that each director standing for reappointment continues to demonstrate
commitment, to be an effective member of the board, and 10 contribute to the balance of
skills and knowledge and experience identified by the board in the course of its review. The
board is satisfied that the Chairman is not precluded from devoting sufficient time to his
duties to the company by reason of his other commiiments. The board recommends
reappointment of the directors standing for qmmuno_:l::m:r

Details of directors, their rales, responsibilities, achievements and significant external
commitments are set out on page 30 and, for those seeking reappointment, in the AGM
notice, which is sent to shareholders with this repor.

Information on service contracts and details of the interests of the directors and their
families in the share capital of the company at 31st March 2006 are shown in the directors’
remuneration repor on pages 46 to 556. Copies of the service contracts of executive
directors and of the appointment letters of the Chairman and non-executive directors are
available for inspection at the company’s registered office during narmal business hours
and at Sm AGM.

NG diréctor has a directorship in common or other significant links with any other director
(except in the case of executive directors holding directorships of subsidiary companies of
the company). -~

Auditors

Resolutions to-reappeint-KPMG-Audit-Pic-as-auditors-and-to-authorise the directors-to
determine their remuneration will be propcsed at the AGM.

The directors who held office at the date of approval of this directors’ report confirm that,
so far as they are each aware, there is no relevant audit information of which the company’s
auditors are unaware, and each director has taken all the steps that he or she cught to have
taken as a director to make him or hersel{ aware of any relevant audit information and to
establish that the company’s auditars are aware of that information. .

By order of the board
Michael Oliver
Secretary

17th May 2006
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Balance sheets

' 1

62 Annual repont 2008

Group Group .. Company Company Groyp Group Company Company
2006 - 006 © 2008 2005 . 2006 2005 2006 2005
31st March 2008 Notes fm £m £m £m 31at March 2006 Notes £m £m fm fm
ASSETS EQUITY
Non-current assets ' ) . Called up share capital 24,27 1806 , 1826 . 1806 1826
“Goodwill— T T ° 2 - 04— - =4 - - —————-Share premiuvm-account—— — - — - = -2.3 +—-—s—=2 3wt - 23— — 23— -
Other intangible assets 12 146.8 441.8 - - Capital redemption reserve 24 28.6 26.5 28.6 265
Praperty, plant and equipment 13 1,267.9 1,452.4 - - Hedging reserve 2 - - - -
Investments 14 - - 30458 ° 51239 Fair value reserve u 01 01 - -
Other receivables 18 344 58.6 0.4 - Translation reserve 24 [2.1) 1.4 -, -
Deferred tax assets 18 54.7 65.4 14 04 Merger reserve 24 3108 3108 2123.2 . 3,080.2
. 1,503.8 . 201868 s 30476 51253 Retained earnings 24 1131.2 1,096.1 1,1545 ' 1,043.8
Current assets [ Equity shareholders’ funds 16515 . 1.619.8 ' 3.,489.2 4,335.4
Inventories 15 594.4 7136 - - Equity minority interests - i1 . - -
Trade and other receivables 16 462.0 522.2 1,2311 712.0 Total equity 1,651.5 1,620.9 3,489.2 43354
Current tax assets 9 135 115 12.2 94
Available for sale assets 0.2 0.2 - - The financial statements were approved by the board of directors on 17th May 2006
Cash and cash equivalents 17 856.0 128.7 7740 . 277 and are signed on its behalf by:
Non-current assets held for sale 3 1.2 0.7 - - . '
Richard Baker
1,927.3 1,376.9 2,017.3 749.1 R .
Chief Executive
Total assets 34311 3,395.5 5,064.9 5,874.4 .
UIABILITIES Jim Smart .
Current liabilities Chief-Financial. Officer.
Short term borrowings and overdrafts 20 {183.1) (183.8) (290.8) ' {110.2)
Current 1ax liabilities 9 (56.2} (95.1) -, -
Trade and other payables 19 {633.1) {658.9) {763.5) {890.2)
Provisions 23 {62.1) (11.7) - -
(934.5) ' {949.56) {1,044.3)°  {1,0004)
NonZcurrent liabilities
Borrowings 20 {574.9) {687.1) {s31.1) {637.7)
Other payables 19 {30.0} {50.9) [0.3) {0.5)
Deferred tax liabi 18 (965).  (1366) . - {0.4)
Non-current tax lia 8 0.3 e - -
Retirement benefit obligations 30 (56.2) | 1376y , - -
Provisions 23 (87.2) (12.3) - -
{B45.1) {825.1) | (531.4}. (538.6)
Total liabi {1,779.6) , {1,774.6) {1,575.7} n (1,639.0
Net assets 16515 1,620.9 3.489.2 _ 4,335.4
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Significant accounting policies

.Boots Group PLC is a public company incorporated in the United Kingdom. The address of its
registered office is disclosed in the shareholder information section of the annual report. The
principal activities of the company and its subsidiaries are described in note 2. The principal
accounting policies applied in the preparation of these consolidated financial statements and
the financial statements of the company are set out below. These policies have been applied
consistently to all the years presented. unless otherwise stated, and in preparing an opening

IFRS balance sheet at 1st April 2004 for the p purposes of transition to IFRSs.

The accounting policies have been applied consistently by group entities.

Basis of accounting

The financial statements prepared in pounds sterling rounded to the nearest £100.000 have
been prepared in accordance with International Financial Reporting Standards as adopted
by the EU (Adopted IFRSs) for the first time. The disclosures required by IFRS 1 oo:nmﬂ:_:m
the transition from UK GAAP to IFRSs are given in note 34,

The financial statements have been prepared on the historical cost basis, except for certain

Consolidation

Subsidiaries are all entities over which the group has the power to govern the financial
and operating policies so as to obtain benefits from their activities. Subsidiaries are
fully consclidated from the date on which control is transferred until the date that
control ceases,

The purchasemethod of accounting is used to-account for the acquisition-of subsidiaries™
by the group. .

Inter-company transactions, balances and unrealised gains or losses on transactions
hetween group companies are eliminated.

In the company balance sheet, investments in subsidiaries are stated at fair value at the
date of acquisition less any dividends paid out of pre-acquisition profits and provisions for
subsequent impairment. Where an impairment is charged in the income statement, an
equal amount is transferred from the merger reserve,

s

Foreign currencies

financial-instruments-which are-stated- at-their-fair-value:

Non-current assets and disposal groups held for sale are stated at the lower of carrying
amount and fair value less costs 1o sell.

The preparation of financial statements in conformity with IFRSs requires management to
make judgments, estimates and assumptions that affect the application of policies and

reported amounts in the financial statements.

The areas involving a higher degree of judgment or complexity, or areas where assumptions
or estimates are significant to the financial statements are disclosed in note 33,

_A separate income statement for the company has not been presented as permitied by
section 230 (4} of the Companies Act 1985.

Adopted IFRSs not yet applied
The following IFRS was available for early application but has not yet been muu__ma by the
group in these financial statements:

> IFRS 7 ‘Financial Instruments: Disclosure’ applicable for years commencing on or after
1st January 2007,

The application of IFRS 7 in the year 1o 31st March 2006 weuld not have affected the
balance sheet or income statement as the standard is concerned with disclosure anly.
The group plans to adopt it in the year to 31st March 2008.

Early adoption

The group has applied IFRS 5 ‘Non-current Assets Held for Sale and Discontinued
Operations’ from 1st April 2004 and has elected to early adopt the option offered by the
amendment to-IAS 19 ‘Employee Benefits', allowing actuarial gains and losses to be taken
direcily to reserves via the staternent of recognised income and expense.
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Foreign currency transactions

Transactions in foreign currency are transtated at the foreign exchange rate ruling at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies
at the balance sheet date are translated at the exchange rate ruling at that date.

Faoreign exchange gains-and-losses are recognised-in the income'statement;

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign
currency are translated using the exchange rate at the date of the transaction.

Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value
adjustments arising on consolidation, are translated into sterling at foreign exchange rates
ruling at the balance sheet date. The resuits and cash flows of overseas subsidiaries are
translated into sterling on an average exchange rate basis, which approximates to the
actual rate for the month,

Exchange differences arising from the translation of the results and net assets of overseas
subsidiaries are recognised in the translation reserve.

When a foreign operation is sold, related exchange differences are recognised in the
income statement as part of the gain or loss on sale.

The cost of the company investment in shares in overseas subsidiaries is stated at the rate
of exchange in force at the date each investment was made.




mw 900z vodas [enuuy

'XB] JO J9U UMOYS aJe pue sucnesado panulluoJsip Wolj 1jold, aul| sleledas e se [1eoA
aallesediwod 8y} Buipnjou)) IUSWSIRIS 2W0JU] 3Y) U0 palussald aJe suonelado panuiuoosiq

"9|es 10} PI8Y SB palIsse|d 8q ol m.:m.Eo 2y} §188W 1O PBUOPUEBQE USB(Q SBY 'JO
pasodsip uaaq sey eyl suonelado jo eale (goiydesboab 1o ssauisng yo aul| 1olew aleledas
e sluasaldal 1Byt sseuIsng s,dnolb ayl jo 1WsUOdWod B 51 Uonesado penunuodsIp

1e3A su0 uiylim ajgeqoad AyBiy
Q 1SNW S|BS SY) PUB 3|8 2lRipaLULLl 10} 3)(BiBAR 8] Isnw (8nolb |esodsip) 1asse ay |
asn Buinunuo yBnouy: ULl Jaylel ucnoesuell 8(es e YBNoIYl palaansal aq ||im Junowe
BulAied 113y §I 9|BS 104 p|ay se paiIsse|o ale sdnolb jgsods|p pue S1asse 1USLIN2-USN

“JUSWBIEIS aWooUl
8} Ul pSpNjau] 0SB BIR SUSWIBINSEBW-8. JUaNbasqns Lo $85$0| 10 SUIRD TULWDIEIS
BUlODU| 81 U) PaPN|aU| 818 a|8S 10} pl@y Se UOIIEDIHISSE|D [BILILI UO S88S0| Jusiutiedu|

3
_
) . tunowe BulAlles pue (j8s 01 S1S00 S59| aN|BA 1B} O J3MO}
'Oyl 1B PAINSESLU S8 9{ES 10} play Se payIsse|d (sdnolb |esodsip pue) S18SSE JUBLIND-UON
! suoflelado panuuodsIp pue a|es JO} PayY SIISSE JUALIND-UON
1
‘JLBLLIBIEIS SLIOIUI Bl Ul papryoul ase 958l ‘JUNOLWE
Burdired yitm spasooid Buledwon Ag pauilLLSsiap ale 5|BS0ds|p U0 S9SS0| pue Sules)

"aleudoidde yt patsnipe pue >=m:c:m

POAMaIAGI 218 SPOUISW UCNEIDSIdap PUE SBAI| DILLIOUDIS NJBSN BUILIBWS! ‘SaN[eA [BnpISay

‘S1BdA (JZ 01 £ — 1ue|d pue saInx4 <
's1e8@A (| O1 £ — S82Y3A JQI0W 1BYI( <
; . 'SIBBA G 10 - SIRD I010WN <
; 'sleah g 01 ¢ - luswdinbs 1e1ndwoy) <
'$188A g uey: §S9) USYm ases| jo pouad Buewsal — sajuadold ployases| Loyg <

51204 05 UBY) SJ0LU 10U JO SSAI| DILIOUGDIS [NJASN JISY] JOAC
San|eA [enpisal palewinsa Jiayl ot paiewasdsp — sbulp|ing pjoyases| Buoj pue pjoysal <
‘peieinardap 10U — UONDNIISUCD JO SIN0D BUY) Ul SI9SSE PUB pue| ployaal] <

dc

1SMOJ|04 SB SBAI| IWIOU0DD [NJasn Pa12adXa 1184l 18AC STUSLLIEISUL [ENDD AQ ‘Bnjea
_m:_u_mm: $59] ‘1802 21 }J0 31m 01 papiacud s) EmEQ.:cm pue wed ‘Auadoid jo ucnepaidag

. “uonepardap palRINWNIIE $53] 1500 18 palels S| Em.Eq._;cm pue jueyd ‘Ausdold ||y

"POYIBW 150 BY) JBPUN JO) PAIUNCDTE 8] (|IM

1uswdinba pue Em_n ‘Alsadoud (12 'F00Z (Mdy 15| W0l "818p UONISUEN 8yl 18 150D PaLIaap
se Suonenjeass snolasid asn o1 P SH4| o suoisiacid jeuonisuel] ay) paldope sey dnolb sy
juawdinba pue ed ‘Apadosg

‘aeudoidde i ps1snipe pue Aj[2nuue pamaiaal 8le SpPoYlaW pue spolad uonesiowy

‘siesA g 0] £ - 51500 Wawde|gasp pasieuden <

'slesd g 0] £ - $1S0D BIEMIOS <
'SIBBA OZ = SAIUBIIT <
s1eah gz 01 dn - s1ybi1onpoy <

SMD||0} SE BB

njasn aly| ‘oSN 104 S|GE(IRAE BIB A3Y) B1ER BY) WOJ) PASILOWE 218 s1asse 8|qiBuelul

JayiQ "81ep 123ys 90UuB|e] YIS 1B lusulijedw] 10} Pa1sal A[RONEBLUGISAS BIE B))| B1IUSPUI
ue Yl s19sse sjqiBuelul ‘eyuyepu) 8.2e SaAl) YoNs Ss3|uUn slasse a|qIBueiul ay) O $3A
INJBSN Byt JB8A0 S)SEQ BulYBIeIS B U WBLIAIRIS BLWODUI Byl 01 pebleyd sI uonesuowy

‘ e

uoljes|owy

"58550| ugwledw pue UOIIESILOWE PAIBINWNDIE SS3( 150D 1R PAIBIS 9.8
sa|qibuelul asay) -siesse s|qibueiul se pasitBoos: are 'dnosfi eyl Ag pajjonuod slonpoid -
2uemijos anbiun pue |qeyauap! jo uononpoid syl yum patejaosse AjlosuIp a1e 1BY) S1S0D

51500 JIBMYOS

"PRLNJUL 1N YA ) Jeah ayl ut suyoud 1suieBe pabieyo s| ainupuadxa

'25IMIBU10 “|BLIIBLL le SIUNCLE U1 PUB Si(ISES) ARIDISWILI0D Uy pasiiended
AJuO 218 SSBUISNQ By} UIYIIM PO1EAID SI9SSE IRILUIS "S8SS0| JUBW.IROLW) pUR UONesILoWE
pale|nWinooe S59) 1509 [BIU0ISIY 18 uMOYs a.e pannboe sa0usdl pue siybu 1anpoly

s29uadi) pue siybu npold

‘plos Auus syl o1 Buneal

tmpooB Jo wunowe BulAused ayl apnjoul AMue ue jo _mmoam_u 9y} UD S9SSO| PuUR Sulen

"$8550] 1UaLLiedwWl PAIBINWNIDE $$) 1SOD 1B PBIILED S) ||IMPOOD)

‘seatasal lsulebe 1o 1as uaaq sey g6 L (Wdy 151 01 Joud suomsinboe

uo BUISIIE [[IMPO0D) 4¢¢S YN [8PUN papiodal JUNOWE 2y} SIUasaIdal yoiym 1502

pauwlasp s JO SIseq ayl uo papnjoul i mpoed 'po0z [Udy sy o) roud suosinboe 104
! > .

JUBWIAIRIS JWIODUI UOIISINbIR

4sod ays 01 pabreyo eie sessauisng pasnboe Buisivebios, pue BuneiBalul Jo $1500 By
"dnoub ayl Jo asoyr yum wawublje o) sassauisng palinboe jo sajoyod Bununodoe ay)
mc._ﬂ 0) $8N|RA 112) 0] BPEWI 3B S1USUNSNIPY PaJINDOR S195SE 31qRILIUSPI 18U 3yl JO
an|ea liej ayl 1aao sBupelapun Aleipisqns Ul STUBWISHAUL 10) SISO PRIRIDOSSE Aue sn|d
UOI1BIBPISUOD Byl %o BN[eA 1B} 3Y1 JO $S83X2 8Y) §85udWOD SUONISINDIE UQ |(IMPoOD)

_ NimpooD)
sjasse aqibueiu|



> Significant accounting policies

Impairment of assels

The carrying amount of the group's assets is reviewed at each balance sheet date 1o
determine whether there is an indication of impairment. [f such an indication exists,
the asset’s recoverable amount is estimated.

Far goodwill, intangible assets that have an indefinite life and intangible assets not yet
“avallable for'use, the recoverable”amount is estimated at 'each balance sheet date’and ™ -

when there is an indication that the asset is impaired.

An impairment loss is recognised for the amount by which the asset's carrying
amount exceeds its recoverable amount. Impairment losses are recognised in the
income statement.

Share based payment transactions

The fair value of the sharesfoptions granted is charged as an employee expense with a
corresponding increase in equity. The fair value is measured at the grant date and spread
over the period during which the employees become unconditicnally entitled to the

*_The group,uses_derivative_financial instruments to_hedge _its_exposure_to foreign exchange

Trade payables

_Trade payables are stated at their amortised cost. They are recognised on the trade date

of the related transactions.

Derivative financial instruments

and interest rate risks arising from operational, financing and investment activities.

In accordance with its treasury policy, the group does not hold or issue derivative financial
instruments for irading purposes. However, derivatives that do not qualily for hedge
accounting are accounted for as trading instruments.

Derivative financial instruments - are recognised initialty at fair value, with movements

on remeasurement recognised immediately in the income statemeni. However, where
derivatives qualify for hedge accounting, recognition of any resultant gain or loss depends
on the nature of the item being hedged (see below).

The fair value of inierest rate swaps is the estimated amount thai the group would receive

sharesfoptions, The fair value'is'based on'market vatue for the-All-Employee Share
Ownership Plan {AESOP) and for the Long Term Bonus Scheme. The fair value of the
options in the Executive Share Option Plan are established using an option pricing model.
The amouni recognised as an expense reflects the estimaied number of shares/options
that are expected to vest except where forfeiture is only due to market-based conditions
not.being.achieved.

or pay to terminate the swap at the balance sheet date, taking into account cutrent interest
rales and the current creditworthiness of the swap counterparties.

The fair value of forward exchange contracts is their quoted market price at the balance
sheet date.

In accordance with the transitional provisions of IFRS 1, no expense is recorded in respect
of grants made under the above schemes prior to 7th November 2002.

Cash and cash equivalents

Cash and cash equivalents comprises cash in hand and short term deposits. Bank cverdrafts
are shown within borrowings in current liabilities on the balance sheet. These are included as
a compenent of cash and cash equivalenis for the purpose of the statement of cash flows.

Financiatl instruments
Financial assets and liabilities are recognised on the balance sheet at fair value when the
group/company becomes a party to the contractual provisions of the instrument,

Trade receivables

Trade receivables are stated at their amortised cost as reduced by appropriate allowances
for estimated irrecoverable amounts. They are recognised on the trade date of the related
transactions. .
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Cash flow hedges
Where a derivative financial instrument is designated as a hedge of the variability in cash
flows of a recognised asset or liability, or a highly probable forecasted transaction, the

highly effective part of any gain or loss con the derivative financial instrument is recognised

directly in the hedging reserve.

When the forecasted transaction subsequently resuits in the recognition of a non-financial
asset or nen-financial liability the associated cumulative gain or loss is removed from equity
and included in the initial cost or other carrying amount of the non-financial asset or liability.

If the hedged forecasted transaction subsequently resulis in the recognition of a financial
asset or a financial liability, the associated gains and losses that were recognised directly in
equity are reclassified into profit or loss in the same period, or periods, during which the
asset acquired or liability assumed aifects profit or loss. ’

For cash flow heddes, other than those covered by the preceding two policy statements,
the associated cumulative gain or loss is removed from equity and recognised in the
income statement in the same period or periods during which the hedged forecast
transaction affects profit or loss. The ineffective part of any gain or loss is recognised
immediately in the income statement,
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) Significant accounting policies

Leases, for which the group assumes substantially all the risks and rewards of ownership,
are classified as finance leases, including outsourced assets that are held exclusively for
the use of the group. The cost of assets held under finance leases is included under
property, plant and equipment and depreciation is provided in accordance with the policy
for the class of asset concerned up 1o the length of the lease. The corresponding

rentals is charged to the income statement to produce, or approximate to, a constant
periodic rate of charge on the remaining balance of the outstanding obligations, Lease
premiums paid are treated as prepayments and are amortised over the period of the lease.

Income tax

Income tax on the profit or loss for the year represents the sum of the tax currently payable
and deferred tax. Income tax is recognised in the income statement except io the extent
that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable profit {or the year. Taxable profit
differs.from.net profit.as reported.in.the.income. statement.because.it.excludes.items_of

——— - - —obligations-under-these leases are.shown.as.liabilities..The finance.charge.element.of _ __ .

Additional income taxes that arise from the distribution of dividends are recognised at the
same time as the liability to pay the related dividend.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the
same taxation authority and the group intends to settle its current tax assets and liabilities
on a net basis.

Provisions

Provisions are recognised in the balance sheet when there is a present legal or constructive
obligation as a result of a past event, and it is probable that an cutflow of econamic
benefits will be required to settle the obfigation.

income or expense that are taxable or deductible in other years and it further excludes
items that are never taxable or deductible. The group's liability for current tax is calculated
using tax rates enacied or substantively enacted at the balance sheet date, and any
adjustments o 1ax payable in respect of previous years.

Deferred taxation

Deferred tax is provided in {ull using the balance sheet lizbility method. It is the tax
expected to be payable or recoverable on the temporary.differences between the carrying
amounts of assets and liabilities in the financia! statements and the corresponding tax
bases used in the computation of taxable profit. The following temporary differences are
not provided for: goodwill not deductible for tax purposes, the initial recognition of assets
and liabilities that affect neither accounting nor taxable profit, and differences relating to
investments in subsidiaries to the extent that it is not probable that they will reverse in the
foreseeable future. The amount of deferred tax provided is based on the expecied manner
of realisation or settlement of the carrying amount of assets and liabilities. using tax rates
enacted or substantively enacled at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probabte that future taxable
profits will be available against which the asset can be utilised. The carrying amount of
deferred tax assets are reviewed at each balance sheet date and reduced 1o the extent that
it is no langer probable that sufficient taxable profit will be available to allow all or part of

. the asset to-be recovered. - .-
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» Notes relating to the financial statements

I}
2. Segmental information continued 2. Segmental information continued
Group Total Other dis- Total dis« [ 2006 1 2005
(iii} Group operating profit BTC BCL BRI and other continulng BHI continued continued Total (iv} Aasets by business segment ! Em | £m
£ £ £

before finance costs 2008 & i il m_em  fm  fm M ™M Boois The Chemists [ 39319 ' 37457

Trading profit’ 3884 {3.5) (1.8} (47.2) 33598 85.2 (0.3} 849 4208 Boats Opticians . r 437 | 49.8

Profitfloss) en sale |

of PPE? - .- 03 ©& 84 75 (03 - 03— —T2 e : | 39756 | 3.7%5

Dm_uqmnmmznv: on disposal Boots Retail International #ﬁ B0.7 294

group assets? - - - - - 52 - 52 52 Group and other | 29057 _ 3,2084

Profit on sale and Total assets — continuing operations | 69620 _ 7.033.3

ol —_— - - —_— - Y

_MMMM__“WM”E: (136) 1636 1500 ] 150.0 Boots Healthcare International ! - _, 695.6

reconfiguration® (57.1) _ _ 20 (54.9) B B - [581) Other discontinued operations * 0.5 1.1

IT infrastructure® _ — - @rn @y - - - (37.0) Total assets - discontinued operations ! 05 i 696.7
. Store refurbishment Unallocated assets ,. 924.2 206.6

costs’ (31.0) (2.00 - - {33.0 - - - [331.0) Eliminations | {4,455.6} | (4.541.1)

Operating profit before Total assets _ 34311 ﬁ 3.395.5

finance costs 286.7 (5.8} {24) 907 369.2 90.1 (0.3) 898 4590

"rading prefit is used to measura ongoing operational performance. It is defined as profit before finance costs.

SSuppty chain reconfiguration costs are those relating 1o the centralisation and automation programme anncunced

i
- N ) N 2006 2005
nmxnfa_:m itams the directors deem one-off 2_ unusual, and .uqoq:m.a_omwo& on _._._m .a_mvowm._ of :w:.nc.:ma assets. {v] Liabilities by business segment | £m £m
Profitlloss} on sa'e of property. plant and equipment {including the !actory al Airdrie} and imangible fixed assets. - - -
*Depreciation added back due to BHI assets whilst held as disposal group assets. Boots ﬁ_m.n.:m:a_mﬂm ] {1,037.8) (918.3)
*Prafit on sale and leaseback of 212 stores in July 2005. Boots Qpticians . 162.9) (160.6)
|

(1,1007) | {1.0789)

on-14th March 2006 ———— —

Boots Retail International

(175.4) [ (a2
Group and other

(3.929.2) | (3,745.9)

*Casts associated with fundamentally restructuring contractual arrangements with third-party providers.
TCosts associated with the historic obligations under leases encompassed in the store investment programme

announced on 14th March 2006. Total liabilities - continuing operations - , 15,205.3) 14.967.4)
Boots Healthcare international ” - {223.1)
Group Total Other dis- Total dis- Other discontinued operations i {92.6) | (92.8)
Group oparating profit BTC BOL BRI and other contlnuing BHI continued continuad Total - -
befors finance ecsts 2005 £m £m fm £m £m Em Em £m " £m Total liabilities - discontinued operations { {92.6) | {315.9)
Trading profit 459.0 28 (8.1 (46.2) 4075 84,7 {6,5) 782 4857 Unallocated lizbilities %ﬁ {937.3) {1,032.4)
Loss on sale of PPE - 7 - - {6.6) 6.6} - - - (6.6} Eliminations { 4,455.B 4,541.1
T Profit on sale of " {1,779.6) _ 1,774.6)
intangible fixed assets - - - - - 7.3 - 7.3 73 -
Closure provision - - - - - - (6.4) {5.4) {5.4) Unallocated assets and liabilities include all taxation balances and net debt. Eliminations

Operating profit before include inter-segmental current accounts and interest-bearing balances with subsidiary
finance costs 459.0 28 {8.1) 1{52.8} 4009 920 (119 80.1 481.0 companies.

_ 2006 2005

{vi) Assets by geographical segment . fm | fm

— . \ UK e . . | 31384 | 24502
Rest of Europe ) | 177.2 556.8

Rest of World | 1155 3885

Total assets 34311 | 33955

Included in the UK are assets of £nif (2005 £113.0m} from discontinued operations.
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» Notes relating to the financial statements

3. Non-current assets held for sale and discontinued operations continued 3. Non-current assets held for sale and discontinued operations continued
The results of the discontinued operations are as follows: ! 008 2005
Effect of the disposal of individual azsets and [liabilities of the group ! £m fm
: 2006 2005 Intangible fixed assets . {294.4). -
, £m Em Property, plant and equipment ' {49.3). (29.3)
Revenue : 4438 | 535.2 Inventories . o [55.7) ¢ - )
—_— -Cost of saleg—— - ———~ - - om - = — A 10— —(142.2)7  Tradéreceivables T T - . — {146.1) -
Gross profit . ) . 3411 393.0 Cash and cash equivalents {including overd:afts) ' 40.2 -

ing, distribution and store costs ©oL 193.3), {232.3} Trade payables ;1286 -
Administrative costs C54.6) (82.5) Income and deferred tax (16.8) , -
Other operating expenses : (3.7 - (5.4} Net identifiable assets . [3935] . {29.3)
Other operating income 03 7.3 Related goodwill I _ (1.5}
Operating profit before finance costs ) 898 80.1 Consideration received' , 1.877.6 -
_ Financial income ’ 18 19 Disposal m:a.oﬁzmﬂ termination costs (1257} . (20.0)
Financial expenses s 1.7} (2.8 Exchange gains recycled , 123 . -
Net finance income/{costs) . ' 0.1 (0.9} TOﬁE__ou.u_ on nmm_u.o.«m_ of businesses 1,370.7 {50.9)
" Loss on disposal of joint venture - {0.4)
Share of loss of joint ventures . - (0.6) Attributable. tax credit . 31.4- 154
Profit before taxation . 89.9 86 Profit/(loss) on disposal 14021 {35.9)
Attributable income tax expense . [22.7) 31.3)

Profitfloss) on disposal of discontinued operations © 13707 51.3 i . . o .

Auributable tax credit L N4 154 m°=m_am_m~._o= _mwmzm__ satisfied in cash . _.ﬂ._,..m_ : “m,w_
: osts of disposal pai 5} |

Profit for the year ) 1,469.3 114 posa v :

- Net cash inflow/(outflow) . 1,8545 {3.3)
Consideration received is the cash consideration of £1,926.0m less an adjustment for net debt items in the disposzl
balance sheet of £48.4m.

- For the company, the cash inflow of £1,638.9m is the net proceeds received from the sale

of BHI companies owned directly by Boots Group PLC.

Assets held for sale

Two properties with a net book value of £1.2m have been classified as held for sale in the
‘Group and other’ segment. It is expected that these properties will be sold within the next
12 months, No impairment in the carrying amount was made.

2008 ' 2005
Assets classified as beld for sale tm E£m

' Non-current assets held for sale: ¢ ' .
Property. plant and equipment . 1.2 0.7

—_ . N .. - 4. Acquisitions of businesses , . .
There have been no acquisitions in the current year.

During the prior year, Boots The Chemists acquired a number of pharmacy businesses
for £4.7m. All businesses acquired have been accounted {or using the acquisition methed
. . of accounting. None of these were individually significani and they are therefore not

A - shown separately. -

These acquisitions have the following effect on the group’s assets and liabilities:
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> Notes relating to the financial statements

.8. Income tax expense 9. Tax assets and liabilities

: Contlnuing |  Continuing Discontinued | Discontinued _ Group m Group _ Company Company
2006 2005 2006 2005 ' 2008 | 2005 | 2006 2005
Recognised in the i £m £m £m £m ! fm : fm tm fm
Current tax: . ! Current tax assets [ 135 ¢ ns | 122 | 9.4
UK corporation 1ax at 30.0% {2005 30.0%]} 68.0 . 1158 | (2.8} {8.3) Current tax liabilities ! (56.2) _ (95.1) ' - _
Adjustments in respect of prior periods (o8 (100} 14 0 . 1) Mon-current tax liab P L S S
582 1058 1.4) {9.4)
. . I
Relief for overseas taxation : (0.2 , fo.n : - “ 1.0 10. Profit for the year attributable to equity shareholders .
) o 880, 105.7 4 (10.4) The company has not presented its own income statement as permitted by section 230 {4)
Overseas taxation . 5.4 25 1.8 26.6 of the Companies Act 1985,
Total current tax expense ' . 634 | 1082 0.4 16.2 ) . ) . )
Deferred taxation (see note'18): . ‘ y ; Of the profit attributable to equity shareholders, £844.7m (2005 £966.6m) is dealt with
Origination and reversat of timing differences {18.9} ! {3.2) . 9.1} {0.3) in the financial statements of the company.
Total income tax expense/{credit) in ) " Th ! ! . \ .
- : . e tran n from UK P to IFRS incr rofit for the year’ for the year ended
income statement : 445 | 1050 8. 15.9 tr rom UK GAAP to S increased P ¥ ¥

31st March 2005 by £1.3m.
The aggregate of current and deferred tax relating to items credited-directly to equity was

£23Tm (2005 charged £6.0m). ) 11_ Earnings per share
' ]
The tax charge for continuing cperations is lower (2005 lower} than the standard rate in the . iaad ., 2008
UK (30%) because the prafit arising on the sale and leaseback transaction was tax free due ~ Basic eamings per share — total | 29.2p 35.8p
to the utilisation of capital losses previously unrecognised in deferred tax and due to the Diluted eamings per share — totat ! 238.9p : 35.9p
release of a deferred tax liability of £10.2m relating to revalued property which, following ] m.mm_n earnings per share - continuing i 44.5p _ 34.4p
the sate and leaseback transaction, was no longer required. A full explanation of the Diluted earnings per share - continuing : 44.4p 34.4p
differences is shown below: : Basic earnings per share - discontinued 7 214.7p 4 1.5p
. Diluted earnings per share — discontinued L 2145p | 1.5p
Continuing _ Continuing ”aws_.a__:& ' Discontinued Basic earnings per share - continuing trading profit m 33.9p _ﬂ 35.1p
. 2006 2005 2006 2005 ; ; _ i h :
Reconciliation of ive tax rate em tm e | pii Diluted earnings per share — continuing trading profit 1 339 35.1p
Profit before taxation . 3489 : 360.0 . 14606 ! 273 The calculation of basic and diluted earnings per share is based on:
Income tax at UK standard rate of corporation ]
tax of 30.0% 1047 | 1080 | 4382 8.2 ) 2006 A 2005
. : 1 Eamnings { £m £m
Factors affecting charge for the year: ! ' i - . - N . )
Non-taxable income ! (5.9 ! (6.6 ' _ _ Earnings for basic and diluted earnings per share calculation — total V1,713 u 2659
Depreciatian on non-qualifying fixed assets | 15 65 | 03 . 03 Earnings for basic and diluted earnings per share calculation — continuing | 3044 255.0
Net other expensesAincome not deductible for . ! . , mm:__:mm for Ummmn and nm_Smn_ mmsmsmm per share nm_nc_m:mo: - discontinued n 1,469.3 109
tax purposes 8.0 69 24 | 30 Earnings for basic and diluted earnings per share calculation i
{Profityloss on disposal of non-qualifying assets {44.9) - ﬂ 1.2 - —continuing trading profit | 2321 259.8
Other movements in deferred tax 9.4} - {2.3), _. - .
Non-taxable disposal for discontinued operations - - ' (445.2)! - _ g
h . _ i 2006 2005
n:ﬁ.: for overseas taxation . _ 0.7 , = (1.0 Reconciliation of trading prafit _ : em | - —tm
Foreign tax charged at lower rates than UK ! -, —
standard rate {2.6)' 03 (0.4) 45 Continuing trading profit used in earnings per share calculation P23z | 2598
Mavements on unprovided deferred tax in ! f . Add .::m:nm costs ” 203 m 40.9
respect of losses (0.3)° 87 ! .3 45 Add income tax expense . ;445 105.0
Prior year deferred tax adjustments {3.4) | 77 (3.2) (8.6 Add tax on other operating items/inance costs ! 39.0 . 18
Prior year corporation tax adjustments . {9.2) 4 (10.0} 1.6 5.0 Continving trading profit {see note 2) » ioa3s9 ¢ 4075
Total income tax expense/{credit) in : . ’
income statement 44.5 106.0 8.7) 159 , '
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» Notes relating to the financial statements

12. Intangible fixed assets continued

13. Property, plant and equipment continued

Impairment tests for cash-generating units containing intangibles with indefinite ,_“HMM
useful lives ! _m_mq._m.msn Smﬂ_, and tools m_..n“ ol
. . . e o+ . . . . . . S 1 ipmend otal
The following units had significant carrying amounts of intangibles with indefinite useful lives: Group " _qwj mac :Mu_ eap £m £m
— — = e e e At1st-April-2005 55.0 166.8 754.3 976.1
£m £m Depreciation charge for the year 5.3 12.5 129.4 147.2
Impairment losses 1.3 14.3 08 16.4
moomm Hmmnmnnﬂm waﬂm%_m: J ; e _MN.M Disposals (8.6) (59.8) (12.3) (80.7)
oots medinear Y T ’ Effect of movements in foreign exchange G.3 0.2 0.3 08
Boots Healthcare Japan ) - 232
, _ 248.7 At 31st March 2006 : 53.3 1340 8725 1,059.8
A Carrying amounts n
13 P tant and i t At 1st April 2004 609.2 160.5 645.2 1,404.9
- Property, ptant and equipmen At 31st March 2005 802.2 112 739.0 1,452.4
' Fixtures, At 31st March 2006 - 465.6 82.0 7203 1,267.9
ings,
tand and Plant and tools and
buildings machinery equipment Tetal T
Group £m £m fm £m 2006, 2005
Group £m £m
Cost
At 15t April 2004 6605 389.0 1.249.1 22986 Net book value of land and buildings comprises: } !
Acquisitions 3.1 19.0 211.8 2339 Freehold . | 38654 5185
Transfer to non-current assets held for sale {0.9) - - {0.9) Long leasshold {more than 50 years unexpired) ! 791 ) 837
Disposals (5.4} (27.0) (72.8) {105.2} | 4656 | 6022
Reclassifications 0.7) (103.6) 104.3 - ) ) ]
Effect of movements in foreign exchange 06 06 0.9 2.1 The cost of plant and machinery includes £20.4m (2005 £19.3m) in respect of assets held
At 31st March 2005 657.2 278.0 14833 24285 under finance leases cn ézo: the mnn:BEmHma depreciation at the end of the year was £5.9m
At 15t April 2005 572 278.0 14933 24785 {2005 £10.2m) and for which the depreciation charge for the year was £4.1m (2005 £2.8m).
Acquisitions . 41 271 1355 1667 The cost of fixtures and fittings includes £88.4m (2005 £62.8m] in respect of assets held
MMMM_MO non-current assets held for sale ALW,WW (@8 mv 138 M: G%m“ under finance leases on which the accumulated depreciation at the end of the year was
Reclassifications . 07 8”9 aum_ o £32.1m (2005 £15.5m) and for which the depreciation charge in the year was £17.5m
Effect of movements in foreign exchange 06 - 03 0.6 1.5 {2005 £11.5m). ) )
- , At 31st March 2006 . 5188 216.0 1,592.8 2321.7 Property, plant and equipment includes payments on account and assets in the course
Depreciation and impairment losses of construction of £4.4m (2005 £27.3m).
At 1st April 2004 51.3 2385 603.9 893.7 . . . .
Depreciation charge for the year 6.0 19.2 112.2 137.4 Disposals include assets with a net book value of £49.3m {2005 £29.3m) associated
Transter to non-current assets held for sale {0.2) - - {0.2) with the disposal of businesses. :
Disposals {2.2) (16.9) {37.6) (65.7) . . ) . .
Reclassifications _ {75.3) 75.3 _ The disposal of mi_ resulted in the impairment of plant and machinery used by
Effect of movements in foreign exchange 0.1 0.3 085 09 Boots Manufacturing. . |
T T - T T TTesg T ies® T 7sa3 | CepenT T T T T T T T T T -

At 31st March 2005 55.0 166.8
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> Notes B_mnqﬂ..m to the financial statements

16. Trade and other receivables

18. Deferred tax assets and liabilities continued

< ' Group | Group | Company “ Company No deferred tax is provided on unremitted earnings of overseas subsidiaries except where
e e Sl s the earnings are expected to be remitted in the foreseeable {uture, or where the group
. : does not control the timing of the remittance of such eamnings,
Non-current . i . .
Other receivables , 327 586 04 | - Assets Usb Net .
_. . _Derivative financial.instruments —— 4 1.7 = —— ——— —— — e = m : # ,
- i 2008 . 2005 . 2008 2006 2005
344" 58.6 0.4 - Company : £m £m | m £m | Em
Current . ! ) " Financial instruments - 14} 04 ! - 14 ] -
Trade receivables 346.5 4138 - - o p -
. . ! K 4 - K -
Owed by subsidiary undertakings - - 12154 7104 Net tax assets/liabilities} _ 14 | 0.4 14 |
Other receivables _ . 149, 273 42 = The movement in the net deferred tax balance is as follows:
Prepayrments and accrued income ! 99.9 m 858 ! 108 ! 1.1
. . . - i
Derivative financial instruments 0.7 - 1.3 | 0.7 | - “ Group Group | Company ¢ Company
462.0 5222 | 12311 7120 » ol o 2o
, At 15t April Loy (685} | - -
17 Cash and cash eqguivalents . Exchange _differences _ {0.2). 0.2} % -4
Groap Group  Company Company Income statement ¢redit — continuing i 189 | 32 i 14 w -
Nﬁ : uﬂo:m ﬁ N..%m Income statement credit — discontinued : 9.1 03 | - -
. - l Creditedficharged} to equity : 23.1 B0y ! - -
Bank balances ) 825 . 109.4 08 : 217 Disposed of with business ) {215} ! - - ﬁ _
H i _ - - .
Short term deposits ! 7735 ” 19.3 , 773.2 | At 315t March @1.8)| 71.2) ~ 14 _
Cash and cash equivalents . 8860 . 1287 . 7740 27.7
Bank overdrafts } (42.7} § (49.0) ! (1845}} (30.0) o
Cash and cash equivalents in the cash flow statement 813.3 | 79.7 ﬁ 5895 | (2.3} Unrecognised deferred tax assets and liabilities

18, Defarred tax assets and liabilities

The group has only recognised a deferred tax asset on deductible temporary differences,

unused tax losses or lax credils that are likely 10 be utilised in the next five years. The

Recognised deferred tax assets and liabilities

Deferred tax assets and liabilities have been offset where they relate to the same fiscal
jurisdiction and when there is also a legally enforceable right to offset the associated
ies. Deferred tax assets and liabilities are attributable to the

current tax assets and liabi
following after offset;

provisions are after reviewing the financial forecasts of the group’s position, depreciation
and potential capital expenditure for capital allowances. Where it is not considered
probable that taxable profit will arise against which the temporary difference can be
utilised, no asset has been recognised. Unprovided deferred tax on trading losses net of
amortisation is £11.2m {2005 £15.1m} and on capital losses is £44.9m (2005 £160.2m).

The group obtained a current tax bensfit of £115.4m (2005 £2.3m) from the utilisation

Assota Liabiligias Nat

{ 2006 2005 2006 , 2005 2006 - 2005
Group m £m £m | £m | £m £m ! £m
Accelerated capital allowances - -1 {771 19 (7] (87.9)
Employee benefits 16,9 263 - (12.3) 169 ! 9.0
Leases 38 43 - - 38 43 — - — -
Imangible assets ~ T T -7 288t - nas] St aag
Site fees . - 07 i - - - 0.7
Assets previously revalued - - {14.8) ! (26.4) | [14.8) i (26.4)
Business combinations - - (2.7} (3.4}, {271, {3.4)
Financial instruments 14 04 . (19, - (1.7 {0.5) . (1.3
Rolled over gains - _ - - = -
Other temporary differences 326 | 49 ! -1 15.0 ° 326 19.9
et tax assetsflliabilities) | sa7 654 ' {9651 {1366 (418 (712 -
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of capital losses and a current tax benefit of £2.2m (2005 £2.1m} from utilisation of trading
losses on which no deferred tax asset was recognised at prior year ends.
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> Notes relating to ﬁ..&.z._m_._n_m_ statements

1>

19, Trade and other payables

20. Financial liabilities - borrowings

[ Grouwp | “Group | Company | Company Outlined below is information regarding the contractual terms of the group's borrowings.
_ s M s _ 2008 “ Bﬁo;m Further information on the group’s exposure io interest raie and foreign currency risk is
- - provided in note 22.
Non-currant “ i |
Other payables ” no.qL” 509 | - - The carrying amount of financiat assets/liabilities is as follows:
-Derivative financial instruments H 03] -1 = 7037} 05
I 300 509 | 0.3 | 05 Group Group | Company |  Company
- : 2006 2005 2006 2005
Current : . i < ! { £m Em £m £m
Trade payables . - m 320.9 m 3B44 - - Non-current liab
Due to subsidiary underigkings ! - 1 s 8740 559 Eurobond 2009 301.7)| (3013 | (3033)] (3058
Taxation and sacial security v %2 | 21 23 0.1 €300m floating Eurobond 2007 (2072.3)|  (206.1) | [207.3))  (208.1)
Other payables . 78.4 1 68 [ 74 02 Medium term notes (205) 258) (20.5) {25.8)
Accruals and deferred income 207.3 . 206.1 16.0 15.9 Finance lease | {45.3) {38.1) _ _
Derivative financial instruments “ 03’ 05 | 03 | - Bank Ibans ©.1) | (15.8) _ _
1 o i ag
| 6331, 6589 7536 | 8902 I (s749)] (587.1) | (531.) (537.7)
Current liabilities ‘ - i |
Bank overdrafts repayable on demand @27 (49.0} 1848y (30.0)
Medium term notes 4.8 “ - [4.8) -
! Current proportion of finance lease liabilities {19.8} | {15.5) - -
! Bank loans | (msei (1193 (101.5) (80.2)
i
o . | {183.8) {290.8) {110.2)
' Total borrowings i {770.9) {821.9) (647.9)
i Cash and cash equivatents 856.0 | 128.7 r 774.0 27.7
: Awvailable for sale assets 0.2 02 - -
] Total borrowings net of cash and cash equivalents | 98.2 | (642.0) {47.9] {620.2)
. . -Trade payables (320.9) '(364.4) - -
! Trade receivables 3465 4138 - -
Derivative financial instruments - liabilities {0.6) 10.5) (0.6} (0.5)
Derivative financial instrurments - assets 24 1.3 0.7 -
Leans to subsidiary underiakings - - 707.5 1,089.6
Owed by subsidiary undenakings - - 1,215.4 7109
Due to subsidiary undertakings - - {727.5) (874.0)
- ' Total financial assets/(liabilities) i 1256 (591.8) . | 11476 305.8

Bank overdrafts are repayable on demand.

i\
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» Notes relating to the financial statements

20. Financial liabilities - borrowings continued

20. Financial liabilities — borrowings continued

The group’s main finance lease arrangements are for motor vehicles over three years and
computer equipment over three or five years with options to renew the leases at the end

of the'lease térm.
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Total . Steri E: US Delta Othe . - L. N
2005 . M_w: ' _hm cmﬂ nn .§“ Effective interest rates and re-pricing analysis {group}
Cash and cash equivalents 128.7 417 35.1 B 519 In respect of income-earning financial assets and interest-bearing financial liabilities, the
Available for sale assets 02 0.2 - — _ following table indicates their effective interest rates at the balance sheet date and the
- ___Total cash and.cash equivalems. _ _ _ _ _12B8. 419 351 _ 519 periods in which they re-price, including 1he impact of derivative financial instruments.
Bank overdrafts (49.0) {45.7} {3.3) - - Etfective 8
Short term borrowings {80.0) (80.0) - - - interast months 812 12 23 34 >4
Bonds (507.4) (301.3) {206.%) - - iate Total or less months years years years years
Medium term notes {25.8) - (6.9) - (18.9) fm m £m £m £m fm fm
Bank loans 55.1) (35.0) Q.1) - {20.04 Cash and cash equivalents  4.5% 856.0 856.0 - - - - -
Finance lease liabilities 53.6) {53.6) - - - Available for sale assets . 4.5% 0.2 0.2 - - - - -
Total borrowings {7709} {515.6) (216.4) - {38.9) Unsecured bank lcans;
Eurobond 2009 - -
Trade payables (364.4} {354.2) {7.6) {0.1) {2.5) - .
Trade receivables 413.8 403.7 6.7 1.0 24 fixed at m..mo\a 55% (301.7) B - - - B0 -
Derivative financial instruments Effect of interest
— assets 13 13 _ B _ rate swaps (0.4%) 1.7 {150.0) - - - 151.7 -
liabilities (0.5) {0.5) - ~ - €300m floating
Net financial {liabilities)/assats (591.8)  (4234) (1822 0.9 129 gurabond 2007 2.9%  (207.3) (2073 - - - - -
Euro floating rate notes . 2.9% {6.9} (8.9) - - - - -
Finance lease liabilities (group) Jpy floating rate notes 0.3% 9.7 9.7) - - - - -
* Minimum © Minimum Jpy fixed rate notes 0.5% (8.8) - 4.9 - (3.9 - -
! lsase ' lease Effect of currency swaps 4.4% - (8.8} 4.9 - 3.9 - -
[ [ Principal ! I Principal
v e . e aoes e Finance lease fabilities 64%  (65.1) (100) (88 (178 (138 (79 (63
! £m £m £m £m £m £m Fixed rate bank toans 82% {1570 (157 - - - - -
Less than one year % 3.9 198 ¢ 183 28 155 Floating cate bank loans  50%  {1427) (142.7) - - - - -
Between one year and five years | 494 8.0 4.4 45.0 6.9 381 Net cash/Adebt) 100.0 3054 (9.8} {17.5) {13.6) ({157.9) {8.3)
More than five years : 4.4 0.5 39 i - - - Trade payables —  (3209) (3209 _ _ _ B B
i 7718 124 65.1 . 633 9.7 536 Trade receivables - 3465 3485 - - - - -
. Net financial
m . n ntingent rents are payable.
Under the terms of the lease agreements, no co 9 payable assets/({liabilities) 1256 330.7 (9.8) {17.5) {13.6) ([157.9) (6.3)
ﬂ.ﬂdhﬁn&%ﬁ-é ! u_mo.m 8%% The Euro and Japanese Yen (Jpy} floating rate notes have been swapped to sterling floating
Less than one year 7 232 178 rate debt using ¢ross currency swap contracts. The effective interest rate at the balance
Between one year and five years ; am.w 407 sheet date including the effect of these currency swaps is 4.8% for the Euro notes and
! X .
More than five years i 3.1 - 4.9% for the Jpy notes. ”
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» Notes relating to the financial statements

. /
20. Financial liabilities - borrowings continued 21. Analysis of group net cash/{debt) movement
. . N . . N As at Other As at
Effective interest rates and re-pricing analysis (company) 1t April non-cash 31st March
In respect of income-earning financial assets and interest-hearing financial liabilities, the 2005 Cash flow changes  Cunency 2008
" . . . . . £m £m fm £m £m
following table indicates their effective interest rates at ihe balance sheet date and the P e 2851 s 925
. in which _orice. -Cash at bank and in han X k - . E
periods in which they reprice. o Bank overdratts repavableondemand_ (490} 63 - ____ - (427)
Effoct Short term deposits 193 753.7 - 0.5 7735
active §
interast menths &12 12 23 34 Net cash and cash equivalents 79.7 7315 - 21 8133
rate qn%,_ or _N” 38% yeors veors yoars Obligations under finance leases (53.5) 12.6 24.1 - {65.1}
- Other borrowings {668.3) 18.0 {0.4) 0.5 (650.2}
Cash and cash equivalents 4.5% 7740 7740 - - - - Available for sale assets 0.2 _ _ _ 0.2
’ Unsecured bank loans: Derivative financial instrements 0.8 - 1.0 - 1.8
Eurobond 2008 - Total (641.2y 7621 (235} 26 100.0
fixed at 5.5% 5.5% {303.3) - - = - {303.3)
€300m floating
eurobond 2007 2.9% {207.1y (2071 - - - - ' As a1 Other As al
n 15t April noncash 318t March
Euro floating , : 2004 Coshllow  changes  Currency 2005
rate notes 2.9% 6.9} {6.9) - - = = £m £ £m e em
Jpy floating rate notes 0.3% 9.7} (9.7} - - - - Cash at bank and in hand 110.5 1.7) - 06 109.4
Jpy fixed rate notes 0.5% (8.8} _ 4.9} _ (3.9} _ Bank overdrafts ﬂum,..mc_m on demand (112.9) 64.0 - {0.1) {49.0)
Effect of currency swaps __ 4.4% - t8.8) 49 - 39 - Short term deposits 2390  (219.7) - - 193
Floating rate bank loans 5.0% {286.0} {286.0) _ _ _ _ Zmﬁ.nwm.: and cash .mnc_quEm 236.6 (167.4} - 05 79.7
— Chligations under finance leases {35.8} 17.7 {35.5) - (53.6)
Loans to subsidiary Other borrowings 376.7)  (293.3) 13 04 (6683
undertakings 47% 707.5 707.5 - - - - Available for sale assets 0.2 - - - 0.2
Due from subsiciary Derivative financial instruments 3.1 - (2.3} - 08
undertakings 55% 12154 12154 - - - -
Due to subsidiary Total . {172.8} {433.0} 136.5) 09 (841.2)
undertakings 3.3% (727.5) (727.5) - - - -
Total financial
assaets/(liabilities) 1,147.6 1,450.9 - - - {303.3}

The Euro and Japanese Yen (Jpy} floating rate notes have been swapped to sterling floating
rate debt using cross currency swap contracts. The effective interest rate at the balance
sheet date including the efiect of these currency swaps is 4.8% for the Euro notes and
4.9% for the Jpy notes.
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» Notes relating to the financial statements

22. Financial instruments continued

22, Financial instruments continued

The effect of currency swaps and foreign exchange forward contracts on borrowings is
shown below: !

Net investment hedge (group) : .

The group has designated €50m (after the effect of derivative financial instrurnents) of
its Euro denominated debt {2005 €225m) as a hedge against the translation of its foreign
operations. Exchange movements are taken to reserves 1o offset the gain or loss on the

' Before After Befora After

- - T - s e - hedging—  — hedging ———— hedging— — hedging
| 2008 2006 2005 2005

fm £m fm £m

Sterting } » {520.8) (719.0} (5156 {595.2)

Euro : {218.3) (38.7) {216.4) {155.7)

Other ~ {18.8) (0.3} (38.9} 120.0)

Total barrowings . {758.0) (758.0) {770.9) {770.9)

Forward axn:namo”noi«moﬁm {group)

At 31st March 2006, the fair value of the group’s outsianding forward exchange contracts
is £0.7m (2005 £nil). The amounts comprise £0.7m assets included in trade and other
receivables. .

underlying assets. As the hedge has been highly effective in the year £0.6m (2005 £(4.9)m}
is reported in equity.

Interest rate risk (group)

The group has a £150m interest raie swap in place to manage its exposure to interest raie
movements on its borrowings. The interest rate swap has fixed interest receipts of 5.5%
for the period up to 2009, and floating interest payments of LIBOR plus 0.175%.

The fair value of the swap at 31st March 2006 is £1.7m. The interest rate swap is designated
and effective as a fair value hedge of £150m of the £300m bond. The movement in the fair
value of the interest rate swap and bond are reported in the income statement.

At 31st March 2008, the group had outstanding £16.3m of currency exchange contracts
that are designated and effective as cash flow hedges of committed transactions. Fair
value movements arising from these contracts are deferred in equity until the hedged
transaction takes place.

Where derivatives hedge committed acquisitions, the initial measurement of the underlying
asset will be adjusted for the recognised gain or loss.

No amounts have been deferred in equity as at 31st March 20086 {2006 £nil). An amount
of £{0.8)m has been transferred to the income statement in respect of contracts that have
matured during the period. .

All contracts outstanding at 31st March 2006 that have been designated as cash flow
hedges will mature within 12 months of the balance sheet date.

Movements in fair value of ail forward exchange contracts other than ihose designated and
effective as cash flow hedges are reported directly in the income statement.

Cross currency swaps {group)
The group has a number of cross currency swap contracts in place to manage the currency
and interest rate risk of foreign currency denominated debt. At 31st March 2006, the fair
value of the group’s cross currency swaps is £(0.6)m (2005 £(0.5)m). Movements in fair

- -value are-reported directly-in-the-income-statement-along-with the exchange gain or loss
of the hedged item.

BE Annual report 2006

A more detailed explanation of the group's interest rate risk policy is detailed in the
Operating and Financial Review on page 35.

Hedge accounting {group) .
Achieving hedge accounting under IAS 39 is based on measuring the effectiveness of

the derivative as a hedge instrument as well as fulfilling hedge documentation rules.

The effectiveness test compares the change in fair value of the designated derivative and
the change in the fair value of the hedged itern, to determine whether the ratio falls within
the permitted range of 80% to 125%. Any derivative that falls outside the permitted range
shoutd be reclassified as held for trading. Where a derivative does fall within the permitted
range but is not 100% effective, the ineffective portion is recognised in the income
statement immediately. This gives rise 10 a gain or loss which is recognised with financial
income or financial expense as appropriate.

Gains or losses on derivatives are recognised immediately in the income statement except
where the derivative is designated as an effective cash flow or net investment hedge, in
which case the gains or losses are deferred within equity and are recycled through the
income statement when the hedged item is recognised in the income statement.

Trade credit risk (group} - .

Concentrations of credit risk with respect 1o trade debtors are limited due to the group's
customer base being large-and unrelated: Due to this;"management believe that there is no
further credit risk provision required in excess of the normal provision for impairment

of trade debtors.
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» Notes relating to the financial statements

24._ Capital and reserves

Group Retained earnings
Other Capital

Own  Asvaluation profit and Share Share  Translation Hedging Fair value  redemption Marger Minority Total
Reconcilistion of movement In shares resarva loss Toal capital premiurn rasene reserve rgsang resane resarve Total interest equity
capital and resarves £m £m £m £m fm £m £m £m f£m £m Em £m £m fn
AUISUANI 200477 T T T T T T T T T (1893 217,77 T15252.0 13304 193.9 0.3 = (0.3} 0.4 15.2—3108—1.850.4 1:2—1.851.6
Profis for the year - - 265.9 265.9 - - - - - - - 265.9 0.5 266.4
New share capital of Boots Group PLC issued - - - - - 2.0 - - - - - 20 - 20
Unrealised gains on cash flow hedges - - - - - - - 0.3 - - - 0.3 - 0.3
Disposal of own shares 207 - (13.0} 7.7 - - - - - - - 77 - 7.7
Repurchase of shares - - (300.0) (300.0} {11.3} - - - - 1.3 - (300.0} - {300.0)
Revaluation surplus realised on disposals - {1.2) 1.2 - - - - - - - - - - -
Revaluation resarve element of depreciation charge - {1.0) 1.0 - - - - - - - - - - -
Share based payments - - 5.8 5.8 - - - - - - - 58 - 5.8
Actuarial gain, net of tax - - 1.4 1.4 - - - - - - - 11.4 - 1.4
Dividends to shareholders - - {226.1) {225.1) - - - - - - - {225.1) {0.6) (225.7)
Currency adjustrments - - - - - - 1.4 - - - - 14 - 1.4
At 31st' March 2005 {1186}~ 21557 999.271.0961 1826 23 1.4 = 0.1 265 310.8——1.619.8 T:1—1,620.9
At 1st April 2005 {118.6} 2155 999.2 1,096.1 182.6 23 1.4 - 02 265 3108 16198 1.1 1.620.9
Profit for the year - - 1773.7 1.773.7 - - - - - - - 1,773.7 - 1.773.7
Disposal of own shares 0.1 - {0.3) {0.2) - - - - - - - (0.2} - {0.2}
Repurchase of shares - - (50.1) (50.1} (2.0} - - - - 21 - 50.0} - {50.0}
Revaluation surplus realised on disposals - {54.5} 54.5 - - - - - - - - - - -
Revaluation reserve element of depreciation charge - T 0.8} [#X21 - - - - - - - - - - -
Share based payments - - 5.3 53 - - - - - - - 53 - 5.3
Actuariat loss, net of tax - - {54.3) (54.3) - - - - - - - (54.3) - (54.3)
Dividends to shareholders - - {1,640.3} {1.640.3) - - - - - - - {1.6403) - {1.840.3)
Dispaosal of business - - - - - - (12.3) - - - - {12.3) (1.1 {13.4)
Currency and other adjustments - - 1.0 1.0 - - 88 - - - - 98 - 9.8
At 31st March 2006 [118.5) 160.2 1,089.5 1,131.2 180.6 2.3 {2.1} - 0.1 28.6 3108 1,651.5 - 1,651.5

Translation reserve

r

The translation reserve comprises all foreign exchange differences arising from the translation of the financial statements of foreign operations that are not integral to the operations
of the company, as well as from the translation of liabilities that hedge the company’s net investment in foreign subsidiaries.

Hedging reserve

The hedging reserve comprises the efiective portion of the cumulative net change in the fair value of cash flow hedging instruments related to hedged transactions that have not

yet occurred.

—Fair.value reserve. . -

The fair value reserve includes the cumulative net change in the fair value of available for sale investments, until the investment is derecognised.
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» Notes relating to the financial statements

26. Share based payments continued

26. Share based payments continued

Under an Executive Share Option Plan, executive directors and certain senior executives
have been granted options 10 subscribe for ordinary shares subject to a performance
condition based on the group’s Earnings Per Share growth. Further detaits of the Plan are

The terms and conditions of the grants made after 7th November 2002 whereby. all rights
will be satisfied by the delivery of shares are as follows:

|
set out on page 49 in the Directors’ Remuneration Report. The fair value of options on the Nurmbor of Vesiing Contaciue! |
——— — —date of grant-has-been-estimated-by-an.independent.third. party.using.a.proprietary— - _ Grant date instruments condilions shares/options _
valuation mode!. The inpuis into the model were aption price {(£56.76-£7.10), expected Executive options 7
volatility (21-23%) based on historic volatility, expected dividend yield {5%). a share price of 29/11/2002 63.842 EPS performance target 10 years
£6.50, a risk-free rate of 5.5% and a term of 10 years with no exercise possible during the m:mq. three years
first three years. This fair value has been spread over the expected vesting period based on {retested if necessary
. . . attheend of 4,5
estimates of future EPS performance and adjusted {or leavers. New shares are issued to and 6 years)
satisfy ms.maw under this mo:mam {none have so far vested). Latest estimates of future EPS 23/6/2003 1,568,547 £PS performance target 10 years
performance in March 2006 predict that none of the awards granted after 7th November - after three years
2002 are likely to vest. Amounts charged to the income statement in relation to these {retested if necessary
schemes (£1.5m) have therefore been released in 2005/2006. attheend of 4,5
«  and 6 vears)
Under-a coinvestment plan,.executive.directors.are.entitled.to.invest.up.t0.50%.of their. 18/8/2003 272,925 10.years
short term bonus for the previous year in Boots shares in return for a matching opportunity 41212003 50,385 10 years
of up to 2:1, depending on Eamings Per Share performance over a three-year period. 14/6/2004 1,444,474 EPS performance target 10 years
Further details of the scheme are set out on page 47 of the Directors’ Remuneration m:mq.pzsa years
o . (retested if necessary
Report. No short term bonus was paid in respect of the year ending 31st March 2005, at the end of 5 years}
and the plan was therefore not operated during the year ended 31st March 2008. 8/11/2004 35,981 10 years
A number of grants under the schemes listed above and also under a Save As You Earn AESOP shares
{SAYE] option scheme were made before 7th November 2002. The recognition and 27162003 1225378 mao_oﬁﬂm_w “:ch_wsoc” -
measurement principles have not been applied to these grants in accordance with the prior to Ma_“wmwﬁ. M._W.M
transitional provisions of IFRS 2 ‘Share based payment'. a further 3 years from
: grant and profit target
2712004 1,021,063 -
16/6/2005 1,107,830 —

90 Annual report 2006

The terms and conditions of performance cycles for the Long Term Bonus Scheme (LTBS)
commencing after 7th November 2002, whereby all rights will be satisfied by the delivery
of shares are as follows:

LTBS cycla commencing

Number of instruments

Vesting conditions

1/4/2003 1,857,986 Total shareholder return ranking
against a peer group of
10 other companies
. - . 1ana004 1,085,170
Performance ;
share plan Number of
commencing instrumenis Vsting conditions
1/4/2005 1,321,810 Total shareholder return

relative 10 a UK Retail
index (FTSE 350)
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> Notes relating to the financial statements

27. Share capital continued

29. Commitments and contingent liabilities

Share options

Under a savings-related scheme, options have been granted enabling employees to
subscribe for ordinary shares at approximately 80% of market price. In 1999, a QUEST
was established to acguire shares in the company as a means by which shares would

be delivered to employees exercising the options granted. At 31st March 2008, options
exercisable from 20086 to 2007 at between 624p and B0Bp per share were outstanding in
respect of 0.4m shares {2005 0.9m). Under an executive share option plan, certain senior
executives have been granted options to subscribe for ordinary shares after a period of
three years from date of grant as long as performance targets are met. At 31st March 2008,
options exercisable from 2006 10 2015 at between 576p and 710p per share were
outstanding in respect of 3.7m shares {2005 4.6m).

Own shares
At 31st March 2006 the number of own shares held by the group was 8.4m (2005 14.4m}.

—These were-held-in-the various-employee share-ownership- trusts-The-market-value of these—,

shares is £67.6m {2005 £90.1m}.

28. Operating leases '

Non-canceilable operating leass - 4 2006 2005
rantals are payable as follows: , £m £m
Less than one year : 204.7 182.2
Between one and five years ! 776.6 677.5
More than five years ' 1,385.7 , 1,259.5

| 2,367.0 2,119.2

The group leases a large number of its properties under operating leases. The leases run
predominantly for pesiods from 1 to 25 years, with options to renew the leases at the end
of the period. Lease rentals are increased in regular intervals to reflect market rentals. None
of the leases include material contingent rentals.

A £298m sale and leaseback deal on 312 stores was completed in the year. The stores
were mainly freehold High Street Shops in small towns and represented around a third of
Boots freehold portfolio by value and two thirds by the number of properties. The leased
properties are held as operating leases. The properties have been leased back at an initial
rental of £16m per annum with fixed annual uplifts of 1.5%. The average annual rental
charge over the full 15-year lease pericd will be £18m.

During the year ended 318t March 2006, £233.7m was Tecoghised as an expenseg in'the
income statement in respect of operating leases {2006 £198.7m).

92 Annual report 2006

{i} Futurs capital sxpenditure spproved by the directon “ 2008 2005
and not provided for in thesa fi ial is as foll H Em Em
Contracts placed ! 613 | 16.9

—{ii} Contingent liabilities ——
Knoll Pharmaceutical Co. ('Knoll'} has been a defendant in a number of consumer class
actions in 30 states of the USA, Canada and Puerto Rico. Knoll was the successor to Boots
Pharmaceuticals Inc., formerly an indirect subsidiary of the company, which was sold to the
BASF group under agreements made by the company in March 1995. The company was
named as a defendant in some of these actions, which allege that the marketing of the
product Synthroid did not comply with consumer protection and business practice laws. A
settlement by Knoll of consumer actions and claims of insurers and state attorneys general
in the United States has heen approved, and a settlement of most of the actions in Canada
has been approved. The company asserted that the relevant courts in North America had
no jurisdiction over it in these cases and this was approved by a state court in lllinois. In the

ight of current information, the directors believe thar the company Has good defences 1o
such claims as may arise concerning Synthroid including any that might be brought by
BASF and, while the outcome of such claims as may arise remains uncertain, they believe
that it should not have a material adverse impact on the group.

30. Employee benefits

The group operates pension schemes throughout the world, most of which are final salary
(defined benefit} schemes.

Boots Pension Scheme and other defined benefit plans
The principal UK pension scheme is Boots Pension Scheme. The independent scheme
actuary carried out the latest valuation of the scheme as at 1st April 2004.

The group also operates defined henefit plans for a number of small overseas schemes.
The following disclosures relate primarily to the Boots Pension Scheme. The company does
not participate in, or sponsor, any of the group schemes.

2006 '

: 2005 ,
Amounts recognised in the balance shaet _ tm , Em
Present value of funded obligations _ {3524.2)1 (3.096.4)
Fair value of plan assets , 34680 | 30588
Recognised liability for defined benefit obligations P (56.2) |
Amounts recognised in the balance sheet T - "7 is6.2) ] {37.5) ’

The plan assets include bonds with a fair value of £2,918.7m, equities with a fair value of
« £405.9m and other net assets-with a fair value of £143.4m. Of the £56.2m-deficit, £27.6m
relates to the principal Boots Pension Scheme. The £86m additional contribution from the

{37.6) A
|
BHI disposal proceeds was completed on 7th April 2006 with a payment of £42.6m. !
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> Notes S_mzrm to the financial statements

31. Employee numbers and costs

32. Related parties

H

The group has a related party relationship with tis subsidiaries, and with its directors and

2006 2008 2005 2005
Tha average number of persons smployed by the group: Number of s_.__"u_“_,h._ﬂ Humbar of SH”“_H__” executive officers. Transactions between the company and its subsidiaries have been
_— - eliminated on consolidation and are not disclosed in this note.
Continuing operations
Boots The Chemists 57,478 33698 . 50,538 35,384 During the year ithe group had no material transactions with refated parties.
oo — —-Boots.Opticians -3,722 —2,629- F——4;171 2,938 T
Boots Retail International 1,050 989 960 927 The company has a nhumber of toans with its subsidiary companies. All of these loans are
Group and other 735 675 , 918 852 interesi-bearing and are repayable within one year. The balance of these loans owing to
Continuing operations 62,985 37,991 ° 65,586 40,10 the company at 31st March 2006 was £639.6m {2005 £817.4m). The company alsoc has
Boots Healthcare International 2,829 n? 3.270 3.165 interest-bearing balances with subsidiary companies which are repayable on demand.
Other discontinued operations 27 23 776 608 The net amount owing to the company at 3ist March 2006 is £554.2m (2005 £20.2m),
Total ' 65,841 40,731 ¢ 69,631 43872 ‘
Interest receivable on the interest-bearing loans and balances was £268.4m (2005 £262.8m)
Total number of persons employed by continuing operations at 31si March 2006 was and interest payable was £184.1m (2005 £175.1m).
62,663 heads, 38,867 fuli time equivalents {2005 65,700 heads, 41,620 full time . . . . .
equivalents). ) During the year, and also in the prior year, the company received a dividend of £1bn from
) a subsidiary company, The Boots Company PLC. In the prior year, the company acquired a
2006 | 2005 subsidiary Boots Healthcare International {Holdings) Lid from another subsidiary, The Boots
Personnel expenses £m ! m Company PLC, for consideration of £805m. .
Wages and salaries 864.0 839.5 .

. Social security costs 68.8 ' 875 During the year, the company made ¢charges of £4.8m {2005 of £6.3m) to other group
Pension costs — defined contribution plans 38 8.4 companies for the costs of various employee benefit arrangements which it operates on
Current service costs — defined benefit plans 617 | 758 behalf of the group. Additionally, it received charges from another group company for the
Equity settled ransactions : 53 | 51 provision of management services of £15.5m {2005 £17.2m).

10036 . 996

JRp—Y

There are no persannel expenses in the parent company.
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The remuneration of the directors and members of the executive committee, who are the

key managerant persennel of the group, is set out below in aggregate for each of the
categories specified in JAS 24 ‘Related Party Disclosures’. Details of the remuneration, long

term incentive plan interests, shareholdings, share options and pension entittements of
individual directors are included in the Directors’ Remuneration Report on pages 46 to 55.

2006 | 2006

£m ! - fm
Short-term employee benefits . 5.2 39
Post-employment benelits , : -, -
Qther long term benefits 0.5 0.6
Termination benefils . 13! -
Share based payment . 0.3 0.3
Total 7.3 4.8
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> Notes relating to the financial statements

34. Explanation of transition to IFRS (group) continued

34, Explanation of transition to IFRS (group) continued

1st April 2004 31st March 2005 1st April 2004 st March 2005
Effect of Effect of Etfect of Effect of
2004 under vansitionto 2004 under 2005 under  transitionto 2005 under 2004 under  transitionto 2004 undar 2005 under  transition 1o 2005 under
Reconclliation of equity UK GAAP IFAS IFRS UK GAAP IFAS IFAS Rsconcillation of squity UK GAAP IFRS IFRS UK GAAP IFRS IFRS
. Group _ Nota | _fm cm fm Em £m £m |||D=E_u Nota £m £m fm Em fm Em ‘
ASSETS EQUITY
Non-current assets Called up share capital 1939 - 193.9 182.6 - 182.6
Goodwill 8 240 {22.0) 20 254 125.0) 0.4 Share premium account 0.3 - 0.3 23 - 23
Other intangible assets ab 2575 114.4 371.9 258.0 183.8 4418 Capital redemption reserve 15.2 - 15.2 265 - 28.5
Property, plant and Hedging reserve o - {0.3) {0.3) - - -
equipment bt 1.499.4 (94.5) 14049 1,593.1 140.7) 1,4524 Fair valua reserve [ - 0.1 01 - 0.1 LR
Other receivables b.d 163.9 111.6) 52.3 147.6 88.0} 58.6 Translation reserve . i - - - - 1.4 1.4
Deferred tax assets K 3.0 49.7 527 49 60.5 654 Merger reserve 3108 - 3108 3108 - 310.8
. ) 190478 {64.0) 18828 2.029.0 (104) 2.0186 Retained earnings 1 1,286.4 - 440 1,330.4 1,087.2 89 1,086.1
Current assets Equity shareholders’ funds ~ ~  1,806.6 438 18504  1,6094 04 16198
Inventories , 650.8 - 690.8 7136 - 713.6 Equity minority interests 1.2 - 1.2 11 - 11
Trade and othet receivables ™ bd.o 5015 {30.3) 471.2 0694 (47.2)—~522.2— Total equity 1,807.8 43.8—1,851.6—1,610.5——10.4—1,6209
Current tax asset 135 - 135 115 - 115
Available for sale assets e 0.1 0.1 0.2 0.3 0.1 0.2 I .
Cash and cash equivalents 3485 - 3495 1287 - 1287  Notes to the reconciliation of equity
Non-current assets The impact on deferred tax of the adjustments described below is set out in note k.
held f I 1 - 1, 1.2 - 07 07 . L
©c lorsa® 2 a. Boots has elected not to apply IFRS 3 to all business combinations that occurred before
15554 {290) 15264 14233 (464) 13769 1st April 2004, however, goodwill of £22.0m in the opening balance sheet and £25.0m
Total assets 3.503.2 930) 34102 34523 (568) 3.3955 at 31st March 2005 has been reclassified into ‘other intangible assets’. This relates to
LIABILITIES licences that meet the broader definition of intangible assets under IFRS.
Current liabilities
Short term borrowings b. Capitalised software costs of £92.4m at 1st April 2004 and £158.8m at 31st March 2005,
and overdrafts c {156.5) {11.2} {167.7) {173.1} {10.7) {183.8) that are not an integral part of the related hardware, have been reclassified as intangible
Current wax liability 103.2} - 1032 {95.1) - 195.9) fixed assets. Premiums paid on short term leases of £26.7m at 1st April 2004 and
#ma..m.m:n_ other pavables  c.egh {875.5) 154.4 (721.2) (B805.9) 147.0 (658.9) £29.4m at 31st March 2005 have been reclassified as current and non-current
Provisions {10.9} - {10.9) (12.2) 05 1.7 .
receivables.
(1,148.2). 143.2 {1,003.0) (1.086.3) 136.8 (949.5) .
Non-current liabilities c. Under UK GAAP certain leases were classified as operating leases. IFRS makes a number
Borrowings ce (341.6) 1161} (357.7) {549 8) (37.3} (587.1) of changes to accounting for leases and as a consequence a number of computer
Other payables cde,i {41.3) {8.0) {49.3) (38.3) {12.6} (50.9) equipment and vehicle leases have been reclassified as finance leases. In addition .
Deferred tax liabilities k (150.9) 287 121.2) {154.5) 179 {136.6) all property lease incentives have been re-phased.
Non-current tax liability ~ - - (0.6} - (0.6)
Retirement benefit obligations o - 112.0) {12.0) - {37.6) {37.6) The effect is to increase propeny, plant and equipment by £25.8m at 1st April 2004 and
Provisions {15.4) - {15.4) (¥2.3) - (12.3) by £48.2m at 31st March 2005 and to increase borrowings and overdrafts by £39.4m at A
—_— - —T T T T (54927 (B4) (555.6) {755.5) {69.6} {825.1) ist April 2004 and-by £61.9m at 31st March 2005. The effect is also 10 increase selling, '
(1,695.4) 1368 {1.558.6) {1.8418) 672  (1.774.6) distribution and store costs by £0.5m, decrease administrative costs by £2.8m and _
Net assets 1.807.8 43.8 1,851.6 16105 104
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1.6209

increase financial expenseas by £2.4m for the year ended 31st March 2005,
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> Notes relating to the financial statements

34. Explanation of transition to IFRS (group) continued

34, Explanation of transition to (FRS (group) continued

. The effect of the above adjustments on retained earnings is as follows:

. Etoct of
2005 under transition 2005 under
) Reconcillation of profi for 2005 UK GAAP to IFRS IFRS
15t Apnil 31st March
2004 2005 Group Nota tm fm Em
Group Note - £m £m Continuing operations
Dafived benefit Pensions — STt T T T TETT T T T(12413) {138:5)" Revenua = TTTTT Tt T T 4SS — 48385
Adoption of IAS 32/39 o 49 30 Cost of sales ) h_ (28102) 10 (28092
Deferred tax K 2341 15.7 Gross proiit 21253 1.0 2,126.3
Dividends g 158.6 150.1 Selling, distribution and store costs c.di {1,502.8) {11.2) (1.514.0)
Finance leases and lease incentives c {9.5) (9.4} Administrative costs cd {202.0 2.8 {204.8)
Fee income h 25 (1.8} Other operating income 4.3) 92 49
Overseas pensions i (6.3 (8.8 Other operating expenses - {11.5} (11.5)
Reclassification tc transiation reserve i - (1.4} Group operating profit befora finance costs 416.2 (15.3) 400.9
Total adjustment 1o retained earnings 44.0 B89 Financial incoma 101 143.2 1533
Attributable to: Financial expenses . (20.0) {165.2} (1942}
Equity holders of the parent 44.0 8.9 Net finance costs T ede (18.9) (22.0) (40.9)
Minorjty. interast = d = B - .
240 89 Profit before taxation 3973 {37.3) 360.0
i - Income tax expense K (116.4) 11.4 (105.0}
Profit after taxation from continuing operations 2809 {25.9) 255.0
Discaontinued operations
Profit from discontinued operations dik 220 (10.6) 114
Profit for the year 3029 136.5) 266.4
) Attributable to:
Equity holders of the parent 3024 (36.5) 26569
Minority interest 05 - 05
. 302.9 (36.5) 266.4

‘mm Annual report m‘n_cm‘ '

=

Explanation of material adjustments to the cash flow statement for 2005
Current asset investments of £19,.3m comprising deposits repayable on demand were

classified as liquid resources under UK GAAP and are reclassified to cash and cash

equivalents under IFRS. There are no other material differences beiween the cash flow

statement presented under IFRS compared to thal presented under UK GAAP
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Significant investments

in subsidiaries

Group financial record - IFRS

. Percentage H 2006 2005
- Percentage held by Incomo staternent M £m £m
held by subsidiary e : .
Company Principal activities company undertakings Continuing operations:
B G PLC | = Revenue 5,027.4 49355
mm”mm.aco Aartakinci - Investing Operating profit before finance costs 369.2 4009
Subsidiary undertakifigs Nat finance costs {20.3) —(40.8)
{incorporated in Great Britain) ' Profit before taxation 348.9 360.0
The Boots Company PLC Manufaciuring, marketing and 100 Income 1ax expense (44.5) (105.01
distribution of healthcare Profit after taxation from continuing operations 304.4 255.0
and consumer products D "
- - - iscontinued operations:
Boots d_m.n._._ma_ma Ltd mma.__ .nrma_m_m. o, ) 100 Profit from discontinued operations 1,469.3 1.4
Boots Opticians Ltd Provision of opticians’ services 100
Boots Beauty Intemational Ltd Sale of Boots branded products werldwide 100 Profit for the year 1.773.2 2664
Boots Properties Ltd Property holding company 100 Attributable to:
. . . Equity holders of the parent 1,773.7 265.9
Percentages relate to holdings of ordinary share capital. Equily minority inerests - 05
| 1,7737 266.4
' _ 2006 2005
S of gnised i and axp tm £m
Foreign exchange translation differences {3.6} 1.4
Actuarial {loss)gain on defined benefit pension schemes (54.3) 1.4
Effective portion of changes in fair value of cash flow hedges - 0.3
Net {expense}/income recognised directly in equity {57.9) 13.1
Profit for the year 1,7737 266.4
Total recognised income and expense for the year * 1.715.8 _ 2795
2006 2005
Statement of changes In squity . Em £m
Total recognised income and expense for the year 17158 2795
Dividends [1,640.3) {225.1)
Dividends to minarity interest - " 0.8
MNew share capital issued {net of expenses) - 20
Repurchase of shares . {50.0) {300.0)
. Exercise of options and charge for scheme awards 5.1 135
Net increase/{decrease] in shareholders’ funds _ 306 | {230.7)

100 Annual report 2006




-

L0l '900Z Heds: enuuy

‘uonexe) pue
$1502 32UeUl) 13U Jate 1joid Buipen Buinuiuos Buisn palenajes sy Janod puspial(g

dsgg dgggg 15eMaT
agoL dige . . 158yBIH

:aoid aleys
'L [N J8aA0D puapiag
diog dioe aieys 1ad puapiag
5002 H 9002 _ . oryRA JepoyMRYS

‘spuny siapjoyaieys Buluado 1o sbriusdiad e S8 UGHEXE] PUB S1S0D
aoueuy 1au Jeye woid Buipen Bununuod Buisn paleNdjEY S1 SPUN) SIBSPIOYSIRYS UO LINISY

geee EMZ {3} sunupuadxs eude)
{zeg) 000l . {W3) (19a3pYySED 18N
dg'se dz'6sz aseys 1od sBujuies si1seg
9%0'%L %EPL Spunj sJap|oyaleys uo wniay
%E6C %6} sucnesado Buinunuos woyy yimoib sojeg
5002 | 00z i . sopspEIs
o'L8r _ 065t _ 51500 aaueuy aiojaq wyoid Bupessdo dnoigy - S
1’08 | 868 suonesado panupuoasi] '
{8'za) L06 1aylo pue dnoigy - - —
g | b2 [euonewaiy| ejay siaog {51} | see | Sluajeanba YSed pue YSeo ul (8Seardapyaseaioul 1aN
819t ; 6082 | oZe £E68'L SuoNneIado PAaNUNILOISIP WO YSED 18N

- - (sezd {rzee's) SaIHIANOR BuIDUBUY Ul PBSN YSEd 19
m.w S.m_ suerrdg sioog 0'652) EBpL samande Busaaul ul paSN YsED 19N
o'esv L9z SISIUBYD 34) S1009 £65E EZEY saanoe Bunemedo wosy yses 1ap
w3 _ ug. - — - s = = 61302 li 84094 3youd Bupesedo dnosgy — —— ———- -~ —F - -~ — -t - = - o T iguonessdo Buinuuen T
5002 | s00z !

: w3 § w3 WALINS MOY YsED

) - o T 5002 w 8002 w

L'OLY'S fzurs | |esuswBas-1aiu Buipnioxa anueas) dnorg

(7'oE) (L L2} _ anuaaal |euswbas-isny)| 6029l [ 189 |
1'L0S'S 6'86V'S . 'L -, - . S1SUAU ATUOUIN
L'E98 669V “ suoliessdo panunuodsic 2'619°1 §159°L spun} siapjoyaleys Aunbg
FAFA®] 8'v9 _. Jayglo pue n_:O._mu :Aq paluasalday}
By 6LS i [ELONELIIUY| IR13Y 1004 5029'1 51891 _ 51ASSE 19N

v LESt £'906'Y - -

- - v ores'ty  [teeee’y) | samngen (eIoL
o8 P. Evil suenndo sioeq {1628} {1°'5¢8) SONIAR WSLNI-UON
L1G9'P 02EL’Y | ‘ SisIwaY) sy] s1009 {6606} {5vE8)
yoCL L'8LL . ajAisayn S'46E'E LLEP'E . : sjasse [ejap
L'vG0'7 SroL'z 58U18|10] pue Alneag 6'9LE'L €426 §1955€ JUeun}
¢'098’L '606°L yuea a9'8l0'T F'E05'L ~ 519S5E JUBLIND-UCN
ury w3 ! enusAes [HuswBes-19iy Buipnpu) ‘enueasy w3 w3 WOyS 0IUR|RT
5002 9002 5002 _ 5002 _

SH4| - p10231 |eloueuly jejudWBaS




Group financial record - UK GAAP

The information presented below is based on UK GAAP This information would be different

under IFRS for the reasons set out in note 34,

Profit and loss accoumnt i

Group turnover from continuing ovn_.nu_o:%
Discontinued operations .

Total group tumover

Operating profit from continuing operations
Discontinued operations

Group operating profit before exceptional items
Share of operating loss of joint ventures

Total operating profit before exceptional items
Operating exceptional items

Total operating profit including share of
joint ventures

Otner exceptional items (hon-operating)

Profit on ordinary activities before interest
and taxation
Nei interest {payable)/receivable and similar items

Profit on ordinary activities before taxation
Taxation

Profit on ordinary activities after taxation
Minarity interests

Profit for the financial year attributable
to shareholders
Dividends paid and proposed

Retained profit for the financial year

'Restated for BHI reated as a discontinued operaticn.
’Includes inter-segmental turnover,

.

Statement of total recognised gains and losses

Profit for the financial year atiributable to shareholders
Surplus on revaluation of properties
Currency translation differences

Total recognised gains and losses for the year

2005 2004 2003 2002
Reconcillstion of movements in shareholders’ funds Em fm £m Em
mmmwﬂwmmd mmmwﬁwﬂ_ mamﬁm.m, mmmw%m_ Total recognised gains and losses for the vear 3039 396.7 330.1 401.9
£m £m m £m Dividends {216.6) {226.3) {230.7) {240.6)
- oo . " New share capital issued (net of expenses) 20 03 {0.3) 0.7
u.www.w u_mww.w T opurchass of shares 0000 (2599 (46281 459
. - : : Exercise of oplions and charge for scheme awards 1356 1.3 135 16.4
5.469.1 5.325.0 5.3203 5326.5 Goodwill released on disposal of business - - 349.3 224
4204 4895 509.0 568.3 Net {decrease)/increase in shareholders’ funds {192.2) (78.1) 0.9 154.9
81.3 60.6 51.3 76.8
501.7 550.1 560.3 645.1
{0.6} 1.1 113.2) (20.9) 2005 2004 2003 2002
5011 549.0 5471 624.2 .Balance shest fm fm Em £m
- - - {16.4) intangible fixed assets 283.4 2815 3013 298.2
Tangible fixed assets 1,683.1 1,499.4 15165 17277
Investments - - - 18.0
.ﬂmmw.w, mmm..m %Mw.w. mmw.mv Net current assets 501.7 5687.0 530.1 488.2
. - - . Creditors: Amounts falling due after
mara than ong year (588.7) {382.9) {401.8) (480.0)
4474 585.4 384.5 581.3 Provisions far liabilities and charges {179.0} 17720 . (1809} (165.8)
{198) 55 1034 132 Netassets 16105 18078 18852 18863
4276 5789 497.9 5945 Represented by:
t247) Q677 {191 9} (1908)  Equity shareholders’ funds 16094 18066 18847 18855
3029 a412.2 306.0 4037 Minority interests i1 1.2 05 0.7
(0.5) 0.7) (0.5 ©03) 16105 18078 1852 18863
302.4 4115 305.5 - 403.4
{218.6) (226.3} 230.7) {240.6) . 2005 2004 2003 2002
858 185.2 748 i62.8 Cash flow statement fm £m Em £m
Cash inflow from operating activities 5147 637.8 £582.3 7224
Returns on investment and serviging of finance {20.4) (22.6) 750 40.7
Taxation {128.8) [166.2) {196.7) (139.2)
* Capital expenditure and financial investment {282.9) {44.6) (27.2) {100.9)
Acquisitions and disposals 9.0} 2.2} 358.1 - 38
s 0o xm e Equity dvidends paid (2251)  (2290) (2383  (2345)
302.4 24115 305.5 403.4 Cash [outflow)inflow before use of liquid )
- - 171 15 resources and financing {151.5) 17341 553.2 2834
15 (14.8) 75 (3.0) ?”_m:mm.mﬁsm:n of liquid resources 219.7 ww.m am.w _“mww.m_
303.9 3967 301 2019 Financing 5.9} (278.9) (608.7) {47.5)
Increase/(decrease) in cash in the year 623 {52.3) 60.3 ‘18
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Shareholder information

Registrar and transfer office : Dividend payments

Capita Registrars, Northern House, Woodsome Park, Fenay Bridge, Huddersfield, HD8 OLA, The proposed final dividend (if approved} will be paid on 4th August 2006 to shareholders

Telephone 0870 162 3130. _registered on 2nd June 2006. Members of the Boots Share Account and Crest Members
will have the opportunity 1o reinvest their cash dividend in existing shares bought on the

Company secretary and registered office London Stock Exchange through a dividend reinvestment plan. All applications to join that

M. J.Otiver,.Boots.Group.PLC,.1.Thane.Road.Wast,.Nottingham NG2 3AA. plan.or.amend existing.instructions. under.it, must be_received by.the Administrator_by

Tel: 0115 950 6111, 5.00 prm on 7th July 2006. -

Boots Group-PLC is registered in England and Wales (No. 4452715), Following completion of the proposed merger with Alliance UniChem, Boots intends to pay
a dividend in respect of the period elapsed since the end of the financial year, based on the :

Analysis of shareholders at 31st March 2006: current dividend policy. The decision to pay is expected to be taken prior to the merger

Shareholding range Number %  Totalhalding | % becoming effective.

1-500 X 46.824 56.37 9,337,438 1.92

501-1.,000 17.160 2066 12,016,124 247 Results

1,001-10,000 17,919 2158 40,297,951 B.30 For the year to 31st March 2007:

10.001-100,000 808 0.97 24,089,400 4.96 Interim resutts announced November 2006

o o TE 0% B 7% e rspor unisne Noiomber 200

Preliminary announcement of full year results May/June 2007 :

Unsolicited mail Annual report circulated June/July 2007

The company is obliged by law to make its share register publicly available and as a
conseqguence some shargholders may receive unsolicited mail, including from unauthorised
investment firms. For more information on unauthorised investment firms targsting UK
investors, visit the website of the Financial Services Authority at www.fsa.gov.uk/consumer.
If you wish to limit the amount of unsolicited mail you receive contact:

Capital gains tax .
For capitai gains tax purposes, the equivalent market price of the company’s ordinary
shares of 37%sp each on 31st March 1982 was 187.31p.

Low cost share dealing services
-The Mailing Preference Service . Details of special low cost dealing services in the company’s shares may be obtained from:

HMMM%mq 28 [LON 20771) - O.m_u:m Share Dealing {Tel: 0870 458 4577)

W1E 0ZT . . Capita are regulated by the Financial Services Authority and are a member of the Londen
Stock Exchange and have approved the references to themselves solely for the purposes

Te _”A 020 7291 3310 i -li 1 . anline.org.uk. )
© . .10 orregister on-iine at www.mpsen 9 . of section 21{2)(b) of the.Financial Services and Markets. Act 2000 only.

Alternatively, shareholders may wish 1o consider joining the Bocts Share Account.
The Boots Share Account register is not available for inspection by the public. )
) : Hoare Govett Limited are regulated by the Financial Services Authority and are a member of

Hoare Govett Limited (Tel: 020 7678 8300}

Annual genera! meeting the London Stock Exchange and have approved the references to themselves solely for the
The annual general meeting will be held at 11.00 am on Thursday, 20th July 2006 at The purposes of section Z1(2)(bj of the Financial Services and Markets Act 2000 only.
Albert Hall, North Circus Street, off Derby Road. Nottingham NG1 5AA. Each shareholder .

is entitled to attend and vote at the meeting, the arrangements for which are described
in a separate notice.

104 Annual report 2006 -




\

501 8002 uoda |enuuy

EOL 'Z0L "66-56 ‘PL ‘P9 JVVO N

GE S|021u0D pue Adjod Ansealy

88 ‘29 9AIBSH) UONEISURI]

L 0L 'Z€ Wwoud Buipes)

58 ‘28

‘08 "8L "99 '£9 ‘79 SejqeAiadal Jaylo pue apes)
58 ‘78 "08 ‘99 '€9 ‘29 sa|qeAed Jsylo pue apes
001 08 ‘b£ '89 'Z9 ‘L9 '2E uonexet

00L ‘€6 *19 asuadxa
Pu® awoou pasiuBoday |20} 10 JUSLLIBIELS

GY SJB11BW [EDIY1S PUR |RIUSLWLIOIIAUS '(BIDOS
0ClL S9UBIPISQNS U] SJUBLIISBALN Juedipubig
29 SYeIpIaA0 pue sBUMOLINg wia) poys
Z WIn1a) 1sployaleys

001 'L6 "69 ‘€9 '8S 'PE aseyiundal aleyg
79 wniwaid sieyg

Z6 ‘06 ‘LS suopdo aieyg <

LOL "2 S921d 1samo)1saybiy <

roL sBuip|oy jo sisAjeuy <

UOIBWLIOL BIBYS

16 "85 ‘EE 'ZE UCIePOSUOD Breysg

85 siapjoysieys

16 29 ‘8% (endes sseysg

L 'QL ‘69 uOBRLLIOW [eluswBag

56 'Z6 'pL 'EL '0L '8S 'TE 'T A0e9asea| pue ajeg
9f wawabeuew ys1y

LOY ‘004 "69 *£9 ‘L9 '8S ‘ZE "L2-E7 SNUBAIY
z9 :ozmm__nm Wauag uawaInay

Z9 youd pauelay

€4 W3aWdo|aAsp pue ydigasoy

6 saunsc|osip Aped pale|ay

POL AIe12109s5 Auedw0d/adiyo paisisibay
oL Jensibay

£8 '89 ‘29 suoISIAOLg

G6 ‘85

YE ‘9 ' Waymun asuel|y yum Jebiaw pasodorg
65§ suonen|ea Auadosg

85 sallaloe |ediduy

001 'v6

‘E6 26 '[9 19 'SS &b "LE ‘VE ‘2€ ‘Z suoisuay

65 Ssa1ddns jo JuatuAey

26°68 'GL '99 ‘89

'GG-ES ‘1S "By JOSIV/JOSI/LSIND/SaRYS UMQ
Z9 S01QeAl1a03) JBYI0

€4 ‘0L "19 sesuadxs/awooul Bunesado Jayip

{Z seouag woddng pue Alddng <
LZ |euoclieuisiy| |lBlay 51009 <

gz sueiondy 5008 <

9Z [euoneussiu| 21eayljeay s100g <
E¢ SISnayn Sy sjoog <

L mM3Inal |euoiieIad()

LOL ‘001 ‘0L ‘Z€ Woud Bunesadp

26 sasea| BunesadQ

ZE swan Buipes-uon

04 SAYSI0LIBIIP SAINDBXB-UON

9¢ '2L ‘59 '79 9|ES 10} P|3Y S19SSE 1USLINI-UON
84 '9L 'SL 99 ‘69 ‘29 Iqibuely| <

LL°9L'59 €9 'Z9 B1qibuey <

LL ‘29 SIUBWISAAY| <

$18SSE 1UaLINI-UON

L0L ‘v8 “2E 1g8p 19N

Z9 siesse 1aN

00L ‘69 '29 'L SiSaidpu Alsou)py

68 ‘29 daJsasal sebiap

0L 201A3s Bulleap B1BYS 1502 MO

¥E Burpuny pue Aypinbn

- pb SUONE(D1 J01SAAL|
L4978 sauoluaau|

LDL-%6 ‘VL "99 '#9 ‘95 ‘€€ (SH4|) sprepuels
Buinoday |eloueuly [euoneulalu|

P |0IUOD jRUIDILY

gz ABojouydal uonewloju)

£§ uodas ssolpne Juapuadapu)

L4-GL "99 SlUawnedus)

88 ‘29 aniasa1 Bulbpay

£9 ‘99 BujBpay

85 suoielado pue aimangs dnoag

69 Aunba ul sabueyo jo vonenauoses dnolg
85 synsay dnoin

£6 ‘L9 JU3LWBIELS AW OdU dnoJg

S uis0uod Bulog

[8 'S8 s19eNU0D abueyaxa ubieiog

g SausLng ubsiog

ZE M31A8l (elaueUY

00t piodal jeduURLL

£8 'v8-08 '29 'SE SBuimoLIOg - samNqE] |RI3UeUIY

£8-08
‘BL 99 SIANBALIAPD pUE SIUIWNISUI [BIDUELIY

GE 518558 |RIOUBULY

G8 VB ‘78 ‘08 ‘84 9L 89 L9 ‘PE SO5ED) vIULUY
££ 49 'E9 L9 '2E $1500 pOUEL

88 ‘29 aAIS53) BnjeA Jleq

00L ‘64 '8Z ‘€L P9 19 (s8s50|}/5meb abueyox3
£6 ‘26 '65 o|dosd/saarn|dwy

6 S1S02 pUB SJaqunu 3aA0idw3

LOL ‘Sz ‘PL ‘49 EE 4seys 1od sBuiuieg

¥01 ‘001 ‘68 ‘69 '€9 ‘85 ‘¥YE-ZE ‘T Spuapiag

LOL ‘00L "¢6 26 ‘L6 ‘BL-9L '¥L-69 ‘49 'E9

‘19 °85 "BE ‘ZE€ "9 ‘T suoneiado panuiuoasig
pS ‘€6 suolldo aseys pue sBuipjoyaieys si01os00Q

95 Jwawsles SaNfiqIsuodsal sioloang
849 voda. sioloeag

op wodal uoleJaUNWAL SI0103.10]

05 931AISS JO §)DRIUOD siclo841g

65 SJ01384Q

£4-GL °L£ ‘69 uonesibowe pue uonedaidag
L6 ‘6L ‘8L 'PL '89 ‘79 uclexel pauajag

9 L9 uone[sues) Aduging

LL ‘g ‘s AYpgisuodsal |e0os aleiodion

ot ssuewanoh aricdion

z6 ssiqey| wabunuoy

+0) ‘0f AR12108S Auedwog

BE Ho-ubis s,3AnN39xs 21y

¥ MAIAGE §,3AND3X8 JaIYD)

6% suoneuop |eoijod pue a|geILeY)

Z uswaies suewey?)

Z0L "LOL 'E9 "EE MOy yse)

96 'L8

'GE-08 ‘8L '99 '£9 'Z9 sluajeanba yses pue ysen
€€ 21M2nus jenden

68 ‘88 ‘79 8a9sad vondwapal jeuden

L0t 9L ‘LL €9 sinpusdxas jeyded

68 ‘88 S0AI853. pue jglden

86 SIUSLWLO|aAaP SININJ PUB MaIAD) SSBUISNG
Q€ S40108.41p 0 preog

9t 'z¥ LP 599NMLWLOD preoy

29 Auedwog <

2oL ‘10l ‘29 dnoig <
$199Ys aouejeg

S8 ‘P8 ‘78 ‘08 'T9 S18SSE 9(ES 10} 3|qE|IeAY
{5 ‘2§ Wodal Sionpny

£{ UOIRIBUNWAI S10)IpNY

09 sioHpny

85 suonendoisddy

ol ‘g5 sBunaaw (eisuab jenuuy

EL°ZL ‘€9 SS8uISNg Jo uo

¥9 '€€ $2101/0d Bununcooy

inboy

66 SiuswbBpnl pue mm-mi_“mm Buntunoooy

Xapu)




Boots Group PLC

1 Thane Road West
Nottingham NG2 3AA
Tel: 0115 950.6111
www.boots-plc.com
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people photography by Patrick Harrison
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L 30%

FSC minimum

At taast 309% of the fibre used in making Revive Special Silk comas from well-managed
forests independently certiflad according to tha rules of the Forest Stewardship
Councll, and 30% is from post-consumer recyctad waste paper.

F5C Trademark © 1896 Forest Stewardship Councll A.C. 5GS-COC-0912




