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“The strength and flexibility of Howdens’ business model and
the timely steps we took from 2008 onwards in anticipation of
the economic downturn enabled us to deliver a strong set of

results in challenging market conditions.”

Financial highlights

Turnover

— Howden Joinery UK depots*

— Group

Gross margin %

Operating profit
— before exceptional items*

— after exceptional items

Profit before tax from continuing operations
— before exceptional items

— after exceptional items

Earnings per share from continuing operations
— basic excluding exceptional items*

— basic including exceptional items

Depots opened at period end*

Net cash/(debt) at period end

2009
£m

756.4

769.5

56.2%

79.5

79.4

68.7

68.6

8.3p

8.3p

462

2.4

2008
£m

782.9

805.7

53.1%

75.9

80.7

74.3

79.1

8.5p

9.2p

454

61.2)

01



02

HOWDENS

Howdens’ mission statement has remained unchanged since the business was established in 1995:

“To supply from local stock nationwide the small builder’s routine kitchen and joinery
requirements, assuring no-call-back quality and best local price.”

To supply from local stock...

Howden Joinery is a business that has been designed from
scratch around the needs of the small builder. Firstly, we keep
all our ranges in stock in all our depots. This means our 1
customers can be assured of getting the kitchen they want, |
as soon as they want it. We offer nett monthly credit terms
to the trade, so the builder can plan ahead, manage cash flow “ l \ ’

|!

and keep complex schedules on track. The availability of local = ';\ N
stock also means the builder does not have to worry about 1 \y 211 W
— E & 8 - s e i
storage and, because he can collect the product promptly, / 7 N - 4
we get paid on time. /‘:"_"‘:L RIA— "/;}\ =
- a ]' = R i | 1470
// L L -
— e

nationwide...

Over the last 15 years we have built a national network
of 462 Howden Joinery depots. In each one of them,
experienced and knowledgeable local staff provide a
sophisticated kitchen design and planning service, offer
informed advice on products and open credit accounts

for local trade professionals. We think carefully about
new areas when planning depot openings, because
we know that each depot’s success will depend on
how deeply, as well as how fast, it takes root in its
own community. We believe there is scope for at
least 600 depots in the UK.

the small builder’s...

Our customers are professional builders and kitchen fitters and

our business is focused on their needs. We know they only want
to pay for things that are of use to them. So we keep plain, trade-
friendly depots, rather than costly retail showrooms. We only sell

rigid cabinets, not flatpack ones, which saves the builder two or
three days’ assembly time on site. And we provide a complete set
of marketing tools for builders to use with their customers, from

comprehensive catalogues and DVDs to detailed CAD plans and

visuals showing how the kitchen will look once installed.
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routine...

Our ranges are designed to be versatile
and to suit most everyday requirements.
We see our 185,000 credit account
customers very often, so we have
expert and up-to-date knowledge of

= = et ==l what sells well. Our customers rely on
o —_

i il = ) us to provide the right solutions, every

| S ‘ \ ‘ I 4‘ \ i e (ST J day, without delay, which is why we

| S - 11 { w ‘l ‘ ‘ ‘ § > il i‘ ‘l do not offer special finishes or one-off

1 \if — == { ‘ 1 |1”4 products — which would be incompatible

= : — et ! &' with our business model and with our
;P__”/':——:_:’___f,_ | ’ = “’f“’i — customers’ expectations.
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kitchen and joinery requirements...

The ongoing success of Howden Joinery is based on our business model, which

has always been focused on kitchens, joinery and associated products, including
appliances, doors and flooring. Today’s kitchens need to be installed by professionals
and our offer has been developed with a thorough understanding of their priorities.
We are leading new developments in kitchen design and technology as well as in the
use of innovative and sustainable raw materials. We plan to grow our business further
by continuing to serve the dynamic trade kitchen market that we know so well.

assuring no-call-back quality...

Our promise to the builder is that Howden Joinery products look good, are easy to fit
and will not break. We keep this promise by applying the highest quality assurance
standards to the 4 million 18mm rigid cabinets we produce in our own factories every

year. We manage our own packaging and distribution to our depots, where local
managers have the authority to replace any product found to be defective. We have
found this is the best way to control product quality and to minimise the cost and time
involved in rectifying mistakes, and thereby to earn the trust of our customers.

and best local price.

Howden Joinery’s customers benefit from the fact that our
business is both national and local. We sell more kitchens than
any other player in the UK, so the scale of our manufacturing,
purchasing and distribution activities means we can assure the
lowest cost of fulfilment. At the same time, we believe that depots
should be run locally, with managers responsible for hiring staff,
for fine-tuning product selection to suit their area, for targeted
local marketing and for setting competitive local prices. Howdens
is not promotion-driven. We prefer to build long term relationships
of trust with customers who know that with our help they can plan
and manage their own business throughout the year.
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What we do...

We always try to source wood and timber-based products All our cabinets are made in our factories in Yorkshire
in a way that is good for the environment as well as good and Cheshire using raw material from trees grown in
for our business. managed forests in the UK.

We also buy kitchen frontals, appliances and joinery We have a team of product designers who are

products from specialist suppliers all over the world. responsible for making sure our kitchen ranges look
good, work beautifully and are quick and easy for our
customers to install.

N

5 We operate a fleet of 100 lorries to deliver product to our 462
depots across the country. In the run-up to our peak autumn
trading period a fully loaded lorry leaves our Howden factory
every 20 minutes of every day.
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The depot’s display area is where the builder can
find samples, information and advice on buying
and fitting all Howden Joinery products.

A typical depot occupies around 10,000 square feet. 7
Our lorries unload straight into the warehouse where
our ranges are stocked ready for local trade customers.

N“?é‘dm ' I

9 All our ranges are kept in stock, so the builder can collect
the order directly from the loading bay of his local depot
on the day of the planned installation.

Our experienced kitchen designers use the latest planning
software to create the best possible layout within budget
for each individual home.

1 O Howden Joinery staff are always on hand locally to offer
advice or deal with any queries that arise on site.
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Chairman’s statement

Howdens’ business model has
withstood the challenges of
restructuring and recession. It

is our ability to harness its power

that will drive the business forward.

| am pleased to report that Howden
Joinery performed resiliently in the
very challenging market conditions
that persisted in 2009. In this

difficult environment, contrary to the
expectations of some commentators,
we delivered an increase in gross
margin of over three percentage points
and a reduction in stock of £35m. Cash
generated from operations enabled us
to continue to invest in the business,
to meet our legacy commitments and
significantly to reduce our borrowings.

Howdens’ business model is locally
based, which means it depends on
personal relationships of trust built up
by individual depot staff with the small
builders who are their customers.

It is this model that has withstood

the challenges of restructuring and
recession. It is our ability to

harness its power that will drive the
business forward.

Today, Howdens sells more kitchens

than any other player in the UK market.

The business is strongly positioned
to deliver continuing growth and
value to shareholders. The Board
believes that, in the current economic
climate, Howdens’ resources should
be focused on continuing to seize
opportunities to grow sales, profit
and market share; and therefore that,
although the matter remains under
constant review, the time is not yet
right to recommend the resumption
of dividend payments.

When we sold MFI in October 20086,
we retained responsibilities in respect
of a portfolio of over 100 legacy
properties, with an annual net rent

and rates liability of £30m. Today,
through the skill and determination

of our property team, and thanks to
the cash generated by the Howden
Joinery business, that liability has been
greatly reduced. At the year end, only
55 legacy properties remained in our
portfolio, and our annual rent and rates
payments had decreased to £18m. We
continue to work to mitigate the impact
of legacy property liabilities.

During the year we were pleased to
reach agreement with the Group’s
pension trustees in respect of our
contributions to the Group pension
scheme until April 2012. This
agreement, which is testimony

to the strength of our relationship
with the scheme’s trustees, is
performance-related, which means
our cash liabilities are defined in a
way which takes account of market
conditions, and will decrease should
performance deteriorate.

As a leading supplier of kitchen and
joinery products, we are conscious
that we have a duty to mitigate the
environmental impact of our products
and services. The Board is committed
to improving our performance in this
area through responsible sourcing and
continuous innovation as well as the
vigorous implementation of energy
efficiency measures.
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In 2009, over 96% of all our UK
manufactured product was certified by
the UK Forest Stewardship Council
(2008: 85%) and we recycled over
95% of our manufacturing waste
(2008: 90%). We continue to receive
Energy Efficiency Accreditation from the
Carbon Trust, and are working with our
suppliers to gain Energy Savings Trust
certification for several of our appliances.

Peter Wallis, who has served as

a non-executive director since 2001,
has decided to step down at the
Annual General Meeting on 19 May.
We thank him for his valuable contribution
to the work of the Board over

nine years. The search for his
successor is underway.

In the spring of 2009 we began
publication of a series of pocket-
sized books entitled “A Truly Local
Business”. These books, which are
distributed to our staff, customers,
suppliers and investors, celebrate

the active role played by our people

in their local communities across the
country. Last year, our staff made
around 1,750 separate donations to
help local causes of all kinds, from
youth clubs to care homes, from life
support machines to lifeboats. The
books also serve to underline the fact
that Howdens is founded on people
and the relationships they make. These
relationships, which depend on honesty,
integrity, openness and trust, are at the
heart of our business. We are grateful
for and proud of the dedication and
commitment shown by all our people
throughout the year.

During the year the Company was
entered for three prestigious awards,
and we are especially pleased to
have our achievements recognised
in all three cases. The scale of

the turnaround of the Company’s
performance was recognised when
we were hamed European Listed
Company Turnaround at the Institute
for Turnaround’s annual awards, and
we went on to win the Turnaround
of the Year prize at the PLC awards
2010. We also reached the Top 25 in
The Sunday Times Best Companies
award, which measures employee
engagement, with an exceptionally
high level of participation from our
staff. On behalf of the Board, | would
like to congratulate all concerned.

Looking ahead, we expect market
conditions in 2010 to remain
challenging and are cautious about
the outlook. As the year evolves, and
we enter the next stage of Howdens’
growth and development, we will
continue to adapt to any changes
in market and economic conditions.
| strongly believe that the actions
taken by the management team
have positioned your company to
rise to the challenges of the current
environment, and to recognise and
take advantage of opportunities that
will undoubtedly arise.

Will Samuel
Chairman

3 March 2010

We will continue to adapt to
any changes in market and
economic conditions.
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Chief executive’s statement

The Howdens’ model has been
the guiding statement of our
business since it was founded
in 1995. It has served us well in
all kinds of economic weather.

Our depot expansion programme
is adaptable. It can be switched
on and off in anticipation of, and

in reaction to, market conditions.

2009 was a very important year for
Howdens. The downturn which began
in 2008 reshaped the economic
landscape. It combined with the
continuing legacy of MFI to present us
with a real test of our business model.

The results we achieved in 2009 bear
witness to the strength and resilience
of the Howdens’ model. This model
has been the guiding statement of
our business since it was founded in
1995. It has served us well in all kinds
of economic weather and it has seen
us through the turmoail that surrounded
the demise of MFI. Last year, we
continued to trust the model in difficult
and unpredictable market conditions,
and our trust was repaid. So

ours is not an inflexible model. It is
inherently responsive to market needs.

There will always be as many kitchens
as there are households. Kitchens are
not about to go out of fashion. They
play an increasingly important role in
our lives; and they are becoming more
sophisticated all the time.

We have always believed that the best
way to get a kitchen installed and
working is to have it fitted by a small
builder. Many people now agree with
our view. One of the main reasons for
the resilience of the Howdens’ model is
that the business serves many sectors
of the market via one channel — the small
builder. From the outset, we designed
our business around his needs.

The small builder is an entrepreneur
who migrates from one sector of the
market to another by recommendation.
Many of his customers are private
landlords or owner-occupiers. Some
may be housing associations or local

authorities. Occasionally, he may work
for a big builder or developer. The
pattern of his work will vary from season
to season and from year to year.

Howdens benefits directly from this
structure. It is the builder who regulates
the mix of end-users. The builder’s
relationship with us is not with a central
organisation but with his local depot.
Once the depot has earned his trust and
loyalty, the builder allows us immediate
access, at no extra cost, to all sectors
of the market. We already have a
significant share of the retail market in
the UK without any of the costs (such as
showrooms, fitters or home delivery) that
are normally associated with retail.

We have 185,000 credit account
customers. The average spend per
account in 2009 was £3,500. Our
sales are spread across a very large
number of small accounts, and we do
not have any significant exposure to
one major customer.

Qurs is a low-cost model. Depots are
not retail showrooms. The rent we

pay for them is low, the fit-out costs
are modest, and a new depot can be
up and running very quickly. A typical
depot occupies around 10,000 square
feet, only 10% of which is selling and
office space. The rest is low-cost
storage, because we operate an
in-stock model.

Our depot expansion programme is
therefore adaptable. It can be switched
on and off in anticipation of, and in
reaction to, market conditions. That

is why we were able to resume our
depot opening programme so quickly
last year following strong autumn
trading. We opened eight new depots
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in December 2009, bringing the total
number of depots trading to 462.

Howden Joinery gains in flexibility by
being a truly local business. We know
exactly what sells in each of our 462
depots. We trust our depot managers
to adjust their stockholding, and their
pricing, to suit their local conditions.

We can exercise this trust because

of the role played in Howdens by
incentivisation. In our depots, each
person’s bonus is directly linked to
local margin and profit. Everyone is
personally engaged in the success and
development of the business.

Depots are not the only area in which
we have been able to demonstrate
adaptability. We take a commercial view
of purchasing. We make what we need
to make, and buy what we need to buy.
With security of supply in mind, as well
as cost, we took the decision in 2008
to bring some sourcing back to the UK.

During 2009, our own factories in

the UK produced 3.5 million kitchen
cabinets; 800,000 kitchen worktops
and breakfast bars; and over 2 million
kitchen frontals, which was over 2.5
times more than in 2008.

The inherent adaptability of the
Howdens’ model allowed us to make
early decisions that enabled us to
concentrate on increasing cash.

Given our legacy obligations and the
economic outlook from 2008 onwards,
we recognised that cash was a priority.
So we took a series of actions.

First, we stopped opening depots in
May 2008.Then in July of the same
year we reorganised our banking
arrangements in anticipation of the
need to do so. Next, we looked for
greater efficiency throughout the
business. In the depots we focused
on margin growth, less stock and
better service.

At the start of the year, it was clear
that volumes were going to be lower
than they were in 2008. We decided,
in difficult market conditions, to sell our
product at the right price rather than at
any price. We adjusted to the rhythm
of the market.

The consequent margin growth was
down to a combination of factors.
Each depot can manage its own
sales mix, its discounting policy,

its local stock needs and its staffing
requirements. The results we
achieved were a testimony to what
we call “best demonstrated practice”,
by which we mean understanding
how well we can do things. We
share information about the range

of individual performance throughout
the business, in particular in the
depots, and we measure ourselves
against the very best we can do.
2009 was not a one-off effort.

Since we opened our first depot

in 1995, we have always been
adapting to the changing market,
and encouraging the lower-performing
depots to improve to the standards
set by the best-performing ones.

Margin growth plus greater efficiency
delivered the cash we needed.

Howden Joinery gains in flexibility
by being a truly local business.
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Chief executive’s statement

continued

With one route to market, via the
depots, we can reap the rewards
of focus.

Investors can look to us to check
and re-check our assumptions, and
to make any adjustments that may
be necessary, or to take advantage
of opportunities that arise as the
years advance.

We would not have been able to

find efficiency, however, if Howdens
had not been a completely focused
business. We conceive of Howdens as
an interlocking whole. Supply needs to
have an accurate view of what depots
will require next week, next month,
and even next year, and be able to link
that to the reliable delivery of very large
volumes in order to achieve lowest
cost fulfilment.

Supply also has to deliver the right
quality of product, which means no-
call-back quality for the builder, while
making sure it is available in all of our
depots, and producing it at a lower
cost than anybody else in the sector.

With one route to market, via the
depots, we can reap the rewards of
focus. And because we have a tightly
focused business, in which a whole
kitchen is available on demand
from stock, we can also collect
payment efficiently.

During 2009 we also undertook
several major IT projects, all of which
were implemented smoothly. They
included: first, the rollout of a new,
trade-focused computer system to all
depots; secondly, the introduction of a
new warehouse management system;
and thirdly, the latest version of the
SAP manufacturing applications. These
and other IT initiatives have already
been instrumental in helping us reduce
stock and deliver better service. In
particular, we are able to improve stock
replenishment cycles; reduce lead
times; gain access to better information
more quickly; and generally have much
better visibility of the whole supply
chain. This year, there are more benefits
to come from these major projects.

Today, we are looking forward to the
further growth and development of
Howdens. We know the world has
changed, and continues to change.
We do not know what is coming.

It could be bad — or good. But we
know our model is sound, and that it is
adaptable as well as strong. So investors
can look to us to check and re-check
our assumptions, and to make any
adjustments that may be necessary, or
to take advantage of opportunities that
arise as the years advance.

We have many possible routes to growth.

First, we can expect further growth in our
existing depots. A typical depot continues
to increase sales for at least seven years
after opening, and many continue to
achieve further growth after that. As you
are aware, around 200 of our 462 depots
have yet to reach maturity.

Secondly, we plan to open between
20 and 30 new depots in 2010. Our
experienced property team has already
identified suitable low-cost locations in
catchment areas where we see good
opportunities for growth.

Thirdly, we are confident that we

have the best product offer in the
marketplace. We carried out extensive
work on quality and range in the
course of 2009. On the quality front,
this included: improving the build
quality of our cabinets and our joinery
doors; incorporating better-designed,
higher-specification accessories such
as drawer closers and wirework into
our ranges; and re-sourcing product

to suppliers who can guarantee a
reliable, year-round flow of product that
consistently meets our quality demands.
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As Howdens grows, so does our
visibility in the marketplace. Our

scale in itself brings influence. We
lead a market that we have helped

to create. We know that we have a
voice that we can use, for example,
through advertising, to speak to many
more markets. Our current magazine
campaign is designed to help the
builder sell by giving him the tools

to build awareness among his own
customers. Our total advertising spend
in 2009 was £1.6m or less than

a quarter of one per cent of sales.

We have also identified several gaps
and opportunities, in terms of range
and price points, in our current offer.
We know what our customers like, and
more importantly, what they buy. Over
the course of 2010 we will be rolling
out further colour options in some

of our most successful ranges, and
will investigate the possibilities in this
area in more detail as we gather more
information. The new introductions
should make it easier for our planners
to plan and sell, allow us to offer a
better choice to our customers, and
give us more opportunities to continue
to improve margin.

We also have other tools to help

us find further margin opportunities.
These include the latest version of the
kitchen planning software used by our
800 designers, which has just been
rolled out to all of our 462 depots. This
is an important step, which makes it
far easier for our designers to select
and sell our product and should make
it easier for our customers to buy.

As previously reported, we have

ten pilot depots in the North East

of France and the Paris region. We
have recently developed their product
offer to ensure it is more closely suited
to local market requirements, and we

continue to monitor their performance.

Clearly, we would like to be able to
progress further with France, but we
will not make any moves until we are
satisfied that all the necessary criteria
for growth are in place.

In summary, Howdens today is

a relevant business, with strong
foundations, consistent values and
principles and substantial prospects.

We intend to continue to build a
strong and vibrant business, ready
to adapt in uncertain times, ready to
take opportunities when they present
themselves and able to provide value
to all concerned.

Matthew Ingle
Chief Executive

3 March 2010

Howdens today is a relevant
business, with strong foundations,
consistent values and principles
and substantial prospects.
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Review of operations and finance

Group results

The financial performance of the Group
during 2009 benefited from the strength
of the Group’s competitive position and
the characteristics of the end-users of
its products. This includes significant
exposure to the tenanted housing
sector, both public and private, which
are subject to different economic drivers
than the owner-occupied sector, and
very limited exposure to the new housing
market. Performance also benefited
from actions taken during the course of
2008 and 2009 to enable the business
to cope with weaker economic

and market conditions, including
rationalising depot costs and pursuing
opportunities to improve gross profit.

Total Group revenue fell by £36.2m
to £769.5m, primarily reflecting a
decrease of £26.5m through Howden
Joinery UK, and also reflecting

the termination of sales to Hygena
Cuisines early in the year.

2009 2008
Revenue £m £m
Howden Joinery UK
depots 756.4 782.9
Howden Joinery
French depots 12.0 1.7
Hygena Cuisines* 1.1 111
Group 769.5 805.7

* ceased in H1 2009

Howden Joinery UK depot revenue

fell by 3.4% to £756.4m, declining
4.6% on a same depot basis. Trading
conditions were stable throughout the
year, with evidence of improving market
sentiment emerging in the second

half. Comparative sales performance
improved as 2009 progressed,
reflecting the deteriorating sales pattern
seen during 2008 (see chart above
right). In the last three periods of the

Howdens revenue % change
15
2008
0
5
0
Q1 Q2 Q3 Q4
2000

year, from early October, underlying
sales were around 4% higher than in
the comparable periods in 2008.

Sales by our French depots of £12.0m
were down 8% in constant currency terms.

Gross profit rose by £4.6m to £432.1m.
This reflected an increased focus in
our depots on gross profit margin and
the benefit of a small price increase
implemented early in the year. In addition,
gross profit benefited from purchasing
and manufacturing efficiencies. These
were partly offset by the impact of the
lower underlying sales volume and the

Gross profit £m

Change

+
s

009 | &
321 3

427.5
« I <
Curre[\% . &
-

Cost
savings

2008
Other
e | €
2
4

Volume
+18

Revenue gains
= I >

£11.7m adverse effect of the exchange
rate on the cost of goods purchased
from overseas suppliers.

As a result, the gross profit margin for
the year was 56.2% (2008: 53.1%).

Selling and distribution costs and
administrative expenses increased
slightly to £852.6m (2008: £351.7m).

Within this, operating costs in Howden
Joinery depots opened before 2008 fell
as a result of changes to resource levels
made in the middle of 2008. In addition,
logistics (warehouse and transport) costs
were reduced. However, these and other
cost savings were partly offset by the
impact of inflation on certain other costs
(e.g. payroll, property and energy), the
costs of newer depots and the reversal
of one-off cost savings made in 2008.

It should be noted that within operating
costs there were certain cost savings
totalling around £4m that were one-off
in nature.

There has been no material increase

of bad debt write-offs at this stage.
However, the provision for bad debt has
increased, reflecting delays in our ability
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to recover debt through the judicial
system and the consequent increase
in the ageing of the debtor book.

Operating profit before exceptional
items rose by £3.6m to £79.5m.

The net interest charge rose £9.2m

to £10.8m, mainly due to the £8.0m
finance expense in respect of pensions
(2008: £3.3m income). The net result
was profit before tax and exceptional
items of £68.7m (2008: £74.3m).

Profit before tax
and exceptional items £m

Change
-£5.6m

Vv

2008
74.3

Gross profit -
+4.6 9

Operating costs I
2o 1 €

2009
68.7

Interest
-9.2

There was a small exceptional

charge before tax of £0.1m in

respect of continuing operations and
an exceptional charge before tax of
£4.4m in respect of discontinued
operations. The latter was reported in
the first half of the year and related to
the rent and other obligations payable
on nine properties which had been
occupied by Sofa Workshop prior to it
going in to administration early in 2009.

Taxation

The tax charge on profit before
exceptional items from continuing
operations was £18.5m, an effective
rate of tax of 26.9%. This was a result

of one-off adjustments, our underlying
effective tax rate being around 32%.

Basic earnings per share excluding
exceptional items from continuing
operations were 8.3p (2008: 8.5p)

and including exceptional items were
8.3p (2008: 9.2p). Basic earnings per
share including exceptional items from
continuing and discontinued operations
were 7.6p (2008: loss of 8.6p).

Cash
Net cash inflows from operating
activities were £71.4m.

Within this, stock levels at the end of
the year were £35.0m lower than at
the end of 2008. The reduction was
achieved by bringing stock levels into
line with current trading in the early part
of the year and realising the benefit of
a more sophisticated replenishment of
stock in depots. The net movement in
creditors and debtors was £11.8m.

As a result, “underlying” working capital
fell by £46.8m. However, payments
relating to legacy properties totalling
£46.3m, including rent & rates and
payments in respect of early termination
of leases, meant that reported working
capital was virtually unchanged.

Also included within net cash flows
from operating activities was a cash
contribution to the Group’s pension
schemes, in excess of the operating
charge, of £20.9m (the “pension
deficit contribution”) and tax paid
totalling £5.0m.

Payments to acquire fixed and
intangible assets totalled £8.1m
(2008: £19.4m).

As a result of the above, there
was a net cash inflow of £63.6m

in 2009, resulting in Group net cash
of £2.4m at 26 December 2009

(27 December 2008: £61.2m

net borrowings).
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Review of operations and finance

continued

Excluding the payments relating to
legacy properties and the pension
deficit contribution, there was a net
cash inflow of £130.8m.

At 26 December 2009, the pension
deficit shown on the balance sheet
was £196.3m (27 December 2008:
£122.2m). The increase in the deficit has
been driven by the impact of changes in
actuarial assumptions used to calculate
liabilities, principally with respect to the
discount rate and inflation. This has been
partly offset by better than expected
asset returns and the Company’s
contribution to clear the actuarial
deficit. As announced in July 2009, the
Company has agreed with the trustees
of the Group’s defined benefit pension
scheme the deficit funding contributions
for the three years ending April 2012.

Operational review

The overriding strategic goal of
Galiform was first set out in the original
Howden Joinery business plan and
remains unaltered. It is “To supply
from local stock nationwide the small
builder’s routine kitchen and joinery
requirements, assuring no-call-back
quality and best local price”.

Against the background of weak
consumer confidence and general
concerns about economic prospects,
the Group continues to focus on
opportunities to grow sales through
improving its products and service, and
increasing awareness of Howdens.
We continue to work to increase
profitability through greater efficiencies
and to manage cash flow prudently.
Operations throughout the Group are
continually reviewed so as to ensure
appropriate resourcing levels.

In pursuing these goals, numerous
actions have been taken, the most
significant of which are as follows.

Depot development

Following satisfactory trading in the
key autumn trading period (Period 11)
of 2009, the decision was taken to
recommence our UK depot opening
programme, and eight new depots
were opened in the last four weeks of
the year. During the course of the year,
two depots were also extended. This
meant that 462 depots were trading
at the end of 2009.

During the course of 2008, we
commenced the introduction of a new
front-end IT system in our UK depots.
The rollout of this new point-of-sale
system, K8, was completed in the
first half of 2009.

More recently, we have introduced a
new version of the “Fusion” kitchen
CAD tool that we use in our depots.
This should help our designers to
select products and plan kitchens
for our customers.

Product development
Investment in product development
remains key to our continued success.

In the first half of the year, we
introduced the new “Lamona”
brand name for our range of kitchen
appliances. This move brings a
number of competitive advantages.

Last November, we said that we were
at the early stages of reviewing our
range of kitchens. The review has
been completed.

We have now begun the phased
rollout of the new kitchens we
selected, which will enable us to

offer customers improved choice

and service. Our selection process
included the engagement of depot
managers and designers in a series

of major events that have been held
nationwide, incorporating displays of
the new kitchens being introduced. The
changes we are making will not affect
the number of kitchen options we offer.

Raw materials and finished
products, manufacturing and logistics
We continually look to minimise the
cost of raw materials and finished
products that we buy in, without
compromising the quality of our
products, their acceptability to our
customers and the need to purchase
responsibly. We regularly benchmark
the cost of existing suppliers against
alternatives, and we also look for

ways to improve the efficiency of our
manufacturing and logistics operations.
If necessary, we change product design
and specifications, so that lowest cost
can be accessed. In doing this, we look
not just at the direct purchase costs of
raw materials and products but also
the indirect costs incurred. In 2009,

we generated sourcing gains of over
£18m and non-volume related logistics
savings of £7m.

During the year, new IT systems

for manufacturing and warehouse
management were successfully
implemented in our operations in
Runcorn, where we manufactured
some 3.5 million kitchen cabinets

in 2009. These facilitate improved
production planning and stock control.
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Group developments

Banking arrangements

The Group has successfully
renegotiated the terms of its banking
facility, which is provided by Burdale
Financial Limited (a member of the
Bank of Ireland Group) and Lloyds TSB
Commercial Finance Limited.

Under the new terms, the facility will
run for an additional three years, until
May 2014. The facility will enable the
Group to borrow up to £160m.

As before, any loan under the facility
carries interest at a rate of LIBOR plus
a margin. The minimum margin has
increased by 25 basis points to 200,
while the maximum of 300 basis points
is unchanged.

Apart from a slight amendment to the
fixed charge covenant, the existing
covenants will apply for the additional
three years.

Pensions

In July, the triennial actuarial review of
the pension schemes as at April 2008
was completed and deficit funding
contributions for the three years
ending April 2012 were agreed with
the schemes’ trustees.

Under the agreement, Galiform’s
contributions to the pension deficit are
shown in the following table.

Pension funding contribution

Year ending 2010 2011 2012
5 April £m £m £m

19 28 33

An element of each of the annual
contributions is, however, contingent
on the attainment of an agreed level
of performance of the Group in the

financial year that ends during the
relevant pension year. The contingent
payments are shown in the table below.

Contingent pension funding payments

Year ending 2010 2011 2012
5 April £m £m £m

5 8 8

If payable, these contingent payments
will be made shortly after the relevant
audited accounts have been signed.
All other amounts are payable in equal
monthly instalments during the relevant
pension year.

Legacy properties

When MFI was sold in 2006, the
Group retained liability for a number of
vacant properties that had previously
been utilised by MFI Retail operations.
Following MFI ceasing to trade in 2008
and Sofa Workshop doing likewise in
2009, the Group became liable for a
number of other properties that had
been occupied by these businesses.

During the course of 2009, the Group’s
liability for these legacy properties

was significantly reduced. Agreement
was reached with the landlords of 16

properties to release Galiform from all
obligations in respect of the leases, the
Group incurring costs totalling £16.5m
In addition, our liability for five other
properties ended, either because the
landlord took the lease back at nil cost
or because the lease expired.

As a result, total future costs of over
£70m have been mitigated.

Since the end of 2009, the lease of one
further property has been terminated, at
a cost of £2.9m, mitigating total future
costs of over £12m.

Currently, Galiform retains liability
for 54 legacy properties, the current
net annual rent and rates of these
properties totalling £17.6m.

Current trading and outlook

In what is the quietest time of year

for the business, Howden Joinery UK
depot total sales fell by 3.7%* in the first
two periods of the year (to 20 February),
with sales on a same depot basis down
by 4.1%*. This result reflects the impact
of the heavy snowfall and the prolonged
period of cold weather seen in January
and February.

Reducing our legacy property liabilities

n
o

£31.0m

o
o

o]
o

I
o

Number of properties
o
o

n
o

*Week 1 sales excluded because of distortion arising from New Year’s Day falling on different days of the week
(Thursday in 2009, Friday in 2010), which meant there was no trading in the first week of this year (2009: £0.8m).

£24.5m
£18.2m £17.6m
Oct Dec
2006 2008

Dec Mar
2009 2010

£16.5m
£8.5m
£6.5m £0.5m
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Review of operations and finance

continued

For the rest of 2010, we expect
market conditions to continue to be
challenging and we are cautious about
the outlook. As in recent years, we

will continue to adapt our business
model to the market and economic
conditions we encounter.

The Group remains committed to its
view that the number of depots in the
UK can be increased to more than 600
in the longer term. During the course
of 2010, we are planning to open
between 20 and 30 depots as part

of our investment in the next stage of
Howdens’ growth and development.

Since its inception in 1995, Howden
Joinery’s share of the UK kitchen market
is estimated to have grown to almost
one-fifth in just 14 years and it now sells
some 400,000 kitchens a year. Even in
these challenging market conditions, we
would expect our market share growth
to continue, as the business continues
to benefit from the growth of its depots
that have yet to reach maturity and we
open new depots.

Key financial performance
indicators

The Group uses a number of financial
performance indicators to measure
operational and financial activity in
the business. These are shown in the
financial highlights on the first page
of this Annual Report. Non-financial
indicators are discussed further in the
corporate and social responsibility
report on pages 20 to 25.

Total sales growth

Growth in sales of the UK Howden
Joinery depots is obviously key to
enhancing sharehold