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Zara Home UK Limited

Directors’ report and financial statements
31 January 2011

Directors’ report

The directors present their report and the audited financial statements for the financial year ended 31 January 2011

Business review
Company structure

Zara Home UK Ltd (the Company) 1s a wholly owned subsidiary of INDITEX S A, which s listed on the Spanish
Stock Exchange The Company purchases finished goods exclusively from group compames

Trading

The Company operates 1ts own directly operated stores 1 the UK The principal activity of the company 1s the retail
of soft furmishing and home decoration items At 31 January 2011, Zara Home UK Ltd consisted of 7 stores (2010
7) The Company did not open any new store duning the financial year

The year ended 31 January 2011 started on a positive note, with UK retail sales data showing a 1 6% increase on
prior year for the first quarter This trend was helped by weak comparatives from 2009-10

While UK retail sales values continued to show a slight improvement throughout the remainder of the year, trading
was undermined by weak consumer confidence Despite these conditions, total sales increased by 11 0% compared
to prior year Like for like sales exceeded management’s expectations

Gross margin improved to 62 3% of sales for the financial year ending 31 January 2011, compared to 61 3% 1n prior
year, reflecting a better inventory management, but also the use of sourcing 1n proximaity, as well as exceptional
factors such as currency — the Company’s merchandise 1s exclusively purchased from Group undertakings in Spain

Total operating expenses increased by 11 1% compared to the prior year This 1s mostly due to personnel expenses,
as more hours worked were needed to support the sales growth Other operating expenses remained stable compared
o the prior year

The business remains open to nisks and uncertainties prevalent in the retail environment, including the levels of
consumer spending and currency fluctuations

New stores

Barnng any unforeseen circumstances, the directors plan to open further stores as soon as suitable opportunities
anse and for the company to increase profitability as a result of the continuing increase 1n sales

Results and dividends

The audited financial statements for the year ended 31 January 2011 are set out on pages S to 14
The loss before taxation for the year ended 31 January 2011 was £226k (2010 loss £302k)

The directors do not recommend the payment of a dividend (2010 nil)

Directors and directors’ interests

The directors who held office during the financial year were as follows
Eva Mana CARDENAS BOTAS

Vicente CORTIZAS GONZALEZ CRIADO

Jose Manuel ROMAY DE LA COLINA
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Directors’ report (continued)

Disabled employees

Applications for employment for disabled persons are always fully considered, bearing in mind the aptitudes of the
applicant concerned In the event of members of staff becoming disabled every effort 1s made to ensure that their
employment with the company continues and that appropnate traimng 1s arranged. It 1s the policy of the company
that the training, career development and promotion of disabled persons should, as far as possible, be 1dentical with
that of other employees

Employee consultation

The company places considerable value on the mvolvement of its employees and has continued to keep them
informed on matters affecting them as employees and on the various factors affecting the performance of the
company This 1s achieved through formal and informal meeungs, as well as the group magazine distrnbuted
quarterly

Payments to supplers

The company 1s responsible for agreeing the terms and conditions under which business transactions with suppliers
are conducted It 1s company policy that payments to suppliers are made n accordance with these terms, provided
that the supplier 158 also complying with all the relevant terms and conditions Payment terms with suppliers,
wncluding intercompany suppliers, are 30 days (2010 30 days)

Disclosure of information to auditors

The directors who held office at the date of approval of thus directors” report confirm that, so far as they are each
aware, there 1s no relevant audit information of which the Company’s auditors are unaware, and each director has
taken all the steps that he ought to have taken as a director to make himself aware of any relevant audit information
and to establish that the Company’$ auditors are aware of that information

Auditors

Pursuant to section 487 of the Compames Act 2006, the auditors will be deemed to be reappointed and KPMG LLP
will therefore continte n office

By order of the board

120 Regent Street
London
WIB 5FE

Jose Manuel Roma;l de
Director

20 June 2011




Zara Home UK Limited

Directors’ report and financial statements
31 January 2011

Statement of directors’ responsibilities in respect of the Directors” Report and the
financial statements

The directors are responsible for prepaning the Directors' Report and the financial statements in accordance with
applicable law and regulations

Company law requres the directors to prepare financial statements for each financial year Under that law they
have elected to prepare the financial statements 1 accordance with UK Accounting Standards and applicable law
{UK Generally Accepted Accounting Practice)

Under company law the directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affairs of the company and of the profit or loss of the company for that period In
preparing these financial statements, the directors are required to

* select suitable accounting policies and then apply them consistently,
« make judgments and accounting estumates that are reasonable and prudent,

* state whether applicable UK Accounting Standards have been followed, subject to any matenal departures
disclosed and explamed 1n the financial statements, and

« prepare the financial statements on the going concern basis unless 1t 1s mappropriate to presume that the company
will continue 1n business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company's transactions and disclose with reasonable accuracy at any time the financial position of the company and
enable them to ensure that the financial statements comply with the Comparnies Act 2006 They have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the company and to
prevent and detect fraud and other wirregulanties




independent auditor's report to the members of Zara Home UK Limited

We have audited the financial statements of Zara Home UK Lid for the year ended 31 January 2011 which comprise
the Profir and Loss Account the Balance Sheet and the related notes The financial reporting framework that has
been applied in their pteparation 1s applicable law and Umited Kmgdom Accounting Standards (United Kingdom
Generally Accepted Accounting Practice)

This report s made solely to the company s members as a body n accordance with Chapter 3 of Part 16 of the
Compantes Act 2006 Our audit worh has been undertaken so that we might state to the company s members those
maiters we are required to state to them i an auditors report and for no other purpose To the fullest extent
permtted by law we do not accept or assume responsibility to anyone other than the company and the company s
members as a body, for our audit work for this 1eport or for the opintons we have formed

Respective responsibilities of directors and auditors

As explained more fully tn the Directors’ Responsibilities Statement set out on page 3. the directors are responsible
for the preparation of the financial statements and for beng satisfied that they give a true and tair view Our
1esponsibility 15 to audit and express an opmion on the financial statements in accordance with applicable law and
ternavonal Standards on Auditing (UK and Ireland) Those standards require us 10 comply with the Audiing
Practices Board's (APB's) Ethical Standaids for Auditors

Scope of the audit of the finuncial statements

A descuption of the scope of an audit of financial statements 1s provided on the APB's web-site at
www tre org ubh/apb/scope/private cfm

Omnion on financial statements

In ow opimon the financial statements

« wive a true and fan view of the state of the company's affairs as at 31 January 2011 and of s profit for the year
then ended

« have been properly prepared 1n accordance with United Kingdom Generally Accepted Accounting Practice and

+ have been prepared 1n accordance with the requirements of the Coempamies Act 2006

Opinon on other matter prescribed by the Compames Act 2006

In our opinion the information given 1n the Directors' Report for the financial year for which the financial statements
ate prepaied 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to 1eport in respect of the tollowing matters where the Companies Act 2006 requires us to report to
vou 1f 111 our opimnion

- adequate accounting 1ecords have not been hept or returns adequate for our audit have not been received from
branches not visited by us, o1

« the financial statements ate not in agreement with the accounting, records and teturns or

« certain disclosures of directors' remuneration specified by law are not made ot

«we have not recerved all the information and explanations we require for our audit

Richard AchIaTid (Senmior Statutory Auditor) 20 \u~e 2o
for and on belalf of KPAMG LLP, Statutory Auditor

Charter ed Accountants
153 Canada Square
London

El435GL

Urited Kingdom

200 June 2011




Profit and loss account
For the year ended 31 January 2011

Turnover
Cost of sales

Gross profit

Selling and distnbution costs
Administrative expenses
Other operating income

Operating Loss

[nterest receivable and sumilar income
Interest payable and similar charges

Loss on ordinary activities before taxation
Tax credit on loss on ordinary activities

Profit/{Loss) for the financial year

All amounts relate to continuing activities

There are no recogmsed gains or losses other than the amounts stated above

The accompanying notes are an integral part of these statements

Note

15
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2011
£'000

7,999
(3,015)

4,984

4,991)
(2%5)
78

(224)

3)

(226)

282

56

2010

|
|
31 January 2011
£'000 |

7,204 |
2,781) |

(4,450)
(293)

4,423
|
55 |

\

(265)

|
|
!
(38) |

(302)

(302)




Balance sheet
At 31 January 2011

Fixed assets
Tangible assets

Current assets

Stocks

Debtors

Cash at bank and 1n hand
Current asset investment

Creditors amounts falling due within

one year

Net current assets

Total assets less current habilities

Net assets

Capital and reserves
Called up share capatal
Profit and loss account

Shareholder’s funds

The accompanying notes are an tntegral part of these statements

Note

11

12

14

16
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2011 2011
£000 £7000
2,184
578
843
316
825
2,562
(1,375)
1,187
3,371
3,371
4,900
(1,529)
3371

31 January 2011

2010 2010
£7000 £°000
3,009
506
422
323
500
1,751
(1,445)
306
3,315
3,315
4,900
(1,585)
3,315

These financial statements’were approved by the board of directors on 20 June 2011 and were signed on 1ts behalf

by

Jose Manuel Romay de la

Director

Company’s refistered number 4906026
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Notes
(Formung part of the financial statementis)

1 Accounting policies

The following accounting policies have been apphied consistently in dealing with items, which are considered
matenal 1n relation to the company’s financial statements except as noted below

Basis of preparation

The financial statements have been prepared 1 accordance with applicable UK accounting standards and under the
historical cost accounting rules

Under Financial Reporting Standard 1 the company 1s exempt from the requirement to prepare a cash flow statement
on the grounds that its ultimate parent company INDITEX, S A, which 1s incorporated in Spain, prepares a cash
flow statement

As a wholly owned subsidiary undertaking of INDITEX, S A, the company has taken advantage of the exemption
in Financial Reporting Standard No 8 “Related party disclosures” from disclosing transactions with other wholly
owned members of the group headed by INDITEX, S A There were no transactions with non-wholly owned group
undertakings 1n the year ended 31 January 2011 (2010 mil)

The use of the going concern basis of accounting 1s appropnate because there are no material uncertainties related to
events or conditions that may cast significant doubt about the ability of the company to continue as a gomng concern

The financial statements have been prepared on the gomg concern basis, which the directors believe to be
appropriate for the following reasons The company 1s dependent for 1ts working capital on funds provided to it by
INDITEX S A, the company’s ultimate holding undertaking INDITEX S A has provided the company with an
undertaking that for at least 12 months from the date of approval of these financial statements, 1t wall continue to
make available such funds as are needed by the company and in particular will not seek repayment of the amounts
currently made available This should enable the company to continue 1n operational existence for the foreseeable
future by meeting its habilities as they fall due for payment

Fixed assets and depreciation

Depreciation 1s provided to wnte off the cost less the estimated residual value of tangible fixed assets by equal
mstalments over their estimated useful economic lives as follows

Leasehold property - the lesser of 10 years or the lease term
Computer and office equipment - 25% per annum
Furniture and fittings - 10% per annum
Store equipment - 12% per annum

Depreciation 1s charged against the assets from the date a new store commences trading Other pre-opemng costs are
expensed as they are incurred

Leasehold property includes the costs to acquire a store and improvements made to the structure of the store before
it commences trading

Long hived assets are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount of the asset may not be recoverable for stores which have been trading for more than 3 years When
such events or changes in circumstances indicate the asset may not be recoverable, the company estimates the future
cash flows expected to result from the use of assets and their eventual dispositton If the sum of such expected
discounted future cash flows 1s less than the carrying amount of the assets, an impairment loss 1s recognised for the
amount by which the assets net book value exceeds its fair market value

For the purpose of assessing impairment, assets are grouped at the lowest level for which there are separately
identifiable cash flows, fair value can be based on the sale of simular assets, or other estimates of fair value, such as
discounting estimated future cash flows Considerable management judgement 1s necessary to estumate discounted
future cash flows Accordingly, actual outcome could vary sigmificantly from such esttmates
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Notes (continued)

i Accounting policies (continued)

Foreign currencies

Transactions 1n foreign currencies are recorded using the rate of exchange ruling at the date of the transaction
Monetary assets and habilities denominated 1n foreign currencies are translated using the rate of exchange ruling at
the balance sheet date and the gains or losses on translation are mncluded 1n the profit and loss account

Leases

Assets acquired under finance leases are capitalised and the outstanding future lease obligations are shown n
creditors Operating lease rentals are charged to the profit and loss account as incurred over the period of the lease
Benefits received and receivable as an mcentive to sign an operating lease are similarly spread on a straight-line
basis over the penod to the first rent review date on which the rent 1s first expected to be adjusted to the prevailing
market rate

Pension costs

Employees are entitled to join personal defined contnbution pension schemes, to which Zara Home UK Limited and
the employee make contributions The amount charged to the profit and loss account 1n respect of pension costs 1s
the contnbutions payable in the year Dhifferences between contributions payable n the year and contnbutions
actually paid are included as erther accruals or prepayments in the balance sheet

Srocks

Stocks are stated at the lower of cost and net realisable value Net realisable value 1s based on estimated normal
selling price less further costs expected to be incurred to sale

Taxation

Current tax, including UK corporation tax and foreign tax, 1s provided at amounts expected io be paid (or recovered)
using the tax rates and laws that have been enacted or substantially enacted by the balance sheet date

Deferred tax 1s recogmsed 1n respect of all ttming differences that have onginated but not reversed at the balance
sheet date where transactions or events that result in an obligation to pay more tax n the future or a nght to pay less
tax n the future have occurred at the balance sheet date Timing differences are differences between the company’s
taxable profits and 1ts results as stated 1n the financial statements that arise from the inclusion of gains and losses n
tax assessments 1n periods different from those 1n which they are recognised in the financial statements

A net deferred tax asset 1s regarded as recoverable and therefore recogmsed only when, on the basis of all available
evidence, 1t can be regarded as more likely than not that there will be suitable taxable profits from which the future
reversal of the underlying ttming differences can be deducted

Deferred tax 1s measured at the average tax rates that are expected to apply n the periods in which the timing
differences are expected to reverse based on tax rates and laws that have been enacted or substantively enacted by
the balance sheet date Deferred tax 1s not discounted

Turnover

Revenue 1s recognised when the sigmficant nsks and rewards of ownership of the goods or services have passed to
the buyer, 1t 1s probable that the economic benefit will flow to the company and the amount of revenue can be
measured reliably

Turnover represents the amounts (excluding value added tax) denved from the provision of goods to customers, net
of discounts

The Company sells gift vouchers to the public Turnover 1s recogmised when vouchers are redeemed 1n stores




Notes (continued)

2 Loss on ordinary activities before taxation

Loss on ordinary activities before taxation is stated after charging
Auditors’ remuneration
Audit fees
Other services
Depreciation of tangible fixed assets
Impairment of tangible fixed assets — new impairment charge
Operating lease rentals
Property

Store equipment

3 Remuneration of directors

Zara Home UK Limited
Directors’ report and financial statements
31 January 2011

2011 2010

£000 £7000

12 13

1 1

461 456

411 -
1,380 1,350

3 3

All directors are paid by a fellow group undertaking They have recerved no remuneration for therr services to Zara

Home UK Ltd (2010 mil)

4 Staff numbers and costs

The average number of persons employed by the company dunng the financial period, analysed by category, was as

follows

Sales
Administration

Number of sales employees relate to full tume equivalents

The aggregate payroll costs of these persons were as follows

Wages and salanes
Social security costs
Other pension costs

Number of Number of
employees employees
2011 2010
55 54
3 3
58 57
2011 2010
£000 £000
1,143 1,095
93 88
5 4
1,241 1,187
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Notes (continued)

5 Interest receivable and similar income
2011 2010
£'000 £°000
Recervable from banks 1 1
6 Interest payable and similar charges
2011 2010
£°000 £°000
On bank loans and overdrafts 2 4
[nterest on loan from Zara Financien BV - 29
Foreign exchange differences 1 3
3 38
7 Taxation
Analysis of charge in penod
2011 2010
£°000 £000
Current tax
UK corporation tax - -
Group relief adjustment - -
Total current tax - B
Deferred tax (see note 13)
Ongination and reversal of tming differences {103) (2)
Adjustments in respect of prior years 22 &)
Adjustments 1n respect of change of tax rate 14 -
Tax losses (recogmsed)/utihised dunng the year (215) i1
Total deferred tax (282) -
Tax credit on loss on ordinary activities (282) -

The difference between the total current tax shown above and the amount calculated by applying the standard rate of
UK corporation tax to the loss before tax is as follows

10
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Notes (continued)

7 Taxatwon (continued)
2011 2010
£000 £°000
Current tax reconciliation
Loss on ordinary activitics before tax (226) (302)
Current tax at 28% (2010 28%) (63) (85)
Effects of
Captal allowances for period less than depreciation 103 2
Depreciation on non quahifying assets 65 34
Adjustment 1n respect of prior year 22 (9)
Tax losses (utihised)/carned forward (127 58

Total current tax credit - -

The rate of UK corporation tax that was enacted at the balance sheet date was 27% Subsequently, the UK
government announced that the UK corporation tax rate will reduce further to 26% on 1 Apnl 2011 It 1s expected
that the corporation tax rate will change to 23% over the following three years There are no other factors that may
significantly affect future tax charges

Deferred tax assets and lLiabihities on all tuming differences have been calculated at 27% being the rate of UK
corporation tax that was enacted at the balance sheet date, includmg those expected to reverse m the year ended 31
January 2012 (the overall average rate for which would otherwise be 26 1%) The umpact of this on the financial
statements 1s not considered to be material Based on current capital expenditure plans, the company expects to
continue to be able to claum capital allowances 1n excess of depreciation 1 future years

] Tangible fixed assets
Leasehold Compauter Furniture Store Total
property and office and equpment
equipment fittings
£'000 £000 £'000 £000 £000
Cost
At beginning of financial year 2,169 37 1,162 984 4,352
Additions 7 7 11 22 47
At end of financial year 2,176 44 1,173 1,006 4,399
Depreciation
At beginning of financial year 588 25 419 311 1,343
Charged 216 7 117 121 461
Impairment losses 224 1 123 63 411
At end of financial penod 1,028 33 659 495 2,215
Net book value
At 31 January 2011 1,148 11 514 511 2,184

At 31 January 2010 1,581 12 743 673 3,009

11
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Notes (continued)

8 Tangible fixed assets (continued)

The impairment losses represent the difference between the carrying amount of the fixed assets and their recoverable
amount The recoverable amount has been determined based upon a value m use calculahon Cash flow projections
for the next 10 years, discounted at 7 5%, were used 1n this calculation Based on the historical performance of the
brand 1n the UK and in other European markets, management have assessed cash flows to year 10 No growth has
been assumed after 5 years

9 Stocks
2011 2010
£7000 £000
Fimished goods and goods for resale 578 506
Stock consists of soft furmshing and home decoration items for resale
10 Debtors
2011 2010
£7000 £7000
Amounts owed from group undertakings 11 4
Other debtors 16 52
Prepayments and accrued income 534 366
Deferred taxation (see note 13) 282 -
843 422
11 Current asset investment
2011 2010
£7000 £'000
Current asset investment 825 500
Current asset investment 1s an AAA Liquidity Fund account
12 Creditors: amounts falling due within one year
2011 2010
£000 £'000
Trade creditors 47 81
Amounts owed to group undertakings 591 53t
Taxation and social secunty 263 229
Accruals and deferred income 474 604
1,375 1,445
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Notes (continued)

13 Deferred tax
2011 2010

£000 £°000
Deferred tax at the beginning of year - -
Ongnation and reversal of tming differences (103) ()
Tax losses (recogmsed)/utilised during the year (215) 11
Adjustment 1n respect of change of tax rate 14 -
Adjustment 1n respect of prior year 22 ()]
Deferred tax (asset) at the end of the year (282) -
The elements of deferred taxation are as follows
Capital allowances 1n excess of depreciation 111 219
Tax losses camed forward (393) (219
Net deferred tax (assct) (282) -

As at 31 January 2011, all amounts 1n respect of potential deferred tax asset n respect of trading losses have been

recogmised (2010 unrecogrused £316k) Unrecogmsed amounts are recogmsed when it becomes more likely than
not that they witl be realised 1n the foreseeable future

14 Called up share capital

2011 2010
£000 £7000
Authornsed, allotted, called up and fully pard
4,900,000 ordinary shares of £1 each 4,900 4,900

15 Reserves
Profit and loss
account
£°000
At beginning of year (1,585)
Profit for the year 56
At end of the year {1,529)




Notes (coniinued)

16 Reconciiation of movements in shareholder’s funds

Retained profit/(loss) for the financial year
New shares i1ssued

Net addition to sharcholder’s funds
Opening sharcholder’s funds

Closing shareholder’s funds

17 Commitments

Annual commttments under non-cancellable operating leases are as follows

Land and building operating leases which expire

Within one year

In the second to fifth years inclusive

More than five years

Zara Home UK Limited
Directors’ report and financial statements
31 January 2011

2011 2010
£'000 £000
56 (302)
. 1,000
56 698
3315 2,617
3,371 3,315
2011 2010
£°000 £000
964 -
511 1,460

Leases of land and buildings are typically subject to rent reviews at specified ntervals and require that the lessee

pay all insurance, maintenance and repair costs

18 Ultimate parent company and parent undertalung of larger group of which the company 1s a

member

The directors regard Industnia de Disefio Textil , S A (INDITEX, S A ), registered tn Spain, as the ulumate parent

company and the ultimate controlling party

The parent company of the largest consolidated group of which the company 1s a member and for which group

financial statements are drawn up 1s INDITEX, S A

The parent company of the smallest consolidated group of which the company 1s a member and for which group

financial statements are drawn up i1s Zara Home Espafia S A

Coptes of consolidated financial statements of INDITEX S A are available from Registro Mercantil, La Coruiia,

Spamn




