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HMV Retail Limited

Strategic report
for the penod 29 December 2013 to 3 January 2015

The directors present the strategic report together with therr directors’ report and audited financial statements of
HMV Retail Limited {the company’} for the pencd from 28 December 2013 to 3 January 2016

The company was incorporated in England and Wales on 29 January 2013 as HUK 38 Limited The company
changed its name on 21 March 2013 to HMV Retail Lrmted and commenced trading on 5 Apnl 2013

The directors, i prepanng the strategic repori, have complied with s414C of the Compantes Act 2006

Review of the business

The principal actiity of the company in the penod under review was the retad sale of visual and music recordings
and entertammaent related products in specialised stores As at 3 January 2015, the company operated 129 stores m
the United Kingdom (2013 141 siores)

Dunng the penod, relationships with key suppliers have been consolidated, with further improvements to product
ranges and In-stock posiions The core categones of music and visual continued to account for the majonty of
revenue dunng the penod, with the remainder of revenue generated from the sale of technology products (mamly
headphones and speaker docks), entertainment related merchandise and computer games

The cost base of the business contnues to be tightly controlied, with a number of property leases having been
renegotiated during the year

Key performance indicators

Dunng the 53 week trading penod from 28 Decamber 2013 to 3 January 2015, revenue of £365 7m was achieved,
delivening a gross profit of £128 §m This compares to £311 3m revenus and £108 9m gross profit for the 39 week
trading penod from 5 Apnl 2013 to 28 December 2013

Earmings for the panod (before finance costs, depreciabon, amorbisation, non-trading intra-group expense and
taxation) were £15 2m, which compares to £16 8m for the 39 week penod in the prior year, due to having a seasonal
loss making penod at the start of 2014 (compared to a non-trading penod in 2013}

After non-trading intra-group expense of £11 8m and nen-recurnng restructuning expense of £1 2m, samings before
finance costs, depreciation, amortisation and taxation (EBITDA) of £2 1m (2013 £2 7m} was achieved, with an
overall loss (after finance costs, depreciation, amortisation and taxation) of £8 5m (2013 £4 9m)

As at 3 January 2015, the company had £25 4m (2013 £30 5m) cash in hand, 2t bank and on short-term deposit,
with zero drawn down against the working capital faciity provided by HUK 40 Limited {related parly financing
company) From 29 December 2013 to 3 January 2015, £1 2m net cash inflow (2013 £55 8m infiow) had been
generated from oparating actmtbies, with a further £4m financing cash inflow (2013 £2 3m inflow) Purchase of
property, plant and equipment, related mainly to new store openings and stare layout improvements, generated a net
cash outflow of £5 9m (2013 E5 8m). As at 3 January 2015 the company had net habilites of £13 3m (2013 £4 Om)




HMV Retail Limited

Strategic report (continued)
for the penod 29 December 2013 to 3 January 2015

Princypal risks and uncertainties

Risk Type

Impact

Risk Mibgation

f mark:
HMV cperates in highly competitive
markets, with the mamn competitive
nsk coming from supermarkels and
online only retalers

Potential loss of market share and
revenie if unable to compete
effectively

Regular analysis of HMV's position in
market, using market share data to
mform decisions on ranging and
pricing, and regular discussions with
suppliers to keep our offer relevant
and compettive

n i
HMV's business is highly seasonal,
with the majonty of sales and profit
being achieved in the peak Chnstmas
penod

Poor sales performance at Chnstmas
could mean that profit forecast for the
year might not be achieved

Tight control of cost base in place,
and catalogue promotons run dunng
quietar frading penods to simulate
demand of higher margtn back
catalogue outside peak

Reputational
Negative publicity or loss of customer
confidence in HMV

Damage to reputat:on could lead to
reduced customer loyalty and hence
lower revenue

Staff training and use of third party
custemer data to understand
customer satisfaction levels

Agreements with key suppliers
HMV 15 dependent on strong trading

relationships with its key suppliers

Without these strong relatonships,
HMV would be unable tc source a
high proportion of the products it
stocks, with consequent impact on
sales and profit

Senior management at HMV invest
significant tme i bullding and
maintaining relationships with key
suppliers, including providing regutar
business updates

Store portfolio
HMV's property strategy i1s buiit
around hawving suitably szed stores in

Without appropnate property
amrangements in place, there 15 a nsk
of stores generating a negative

Each store lease has been
renegotiated since HMV Retail began
trading Senior management hald
regular property meetings, reviewing

strang locations at appropnate costs contribution to the company's location strategy and store
operating profit contnbution
The company has a detailed

Major business interruption
Inabity to trade stores or loss of head
office/distribution centre capabiity

Major interruption could impact the
company’s ability to trade, with
consequent loss of revenue and
profit.

busmess continuity and serious
incdent response plan in place In the
event of any senous interruption to
trade Contingency plans exust in the
event of the foss of head office or
distnbution facilities

People
Retaining, motivating and attracting
key staff

Lack of continuity if key staff are not
developed and retained

Regular review of colleague
engagement and communicatton with
team regarding business
performance




HMYV Retail Limited

Strategic report (continued)
for the penod 29 December 2013 to 3 January 2015

Future developments
The directors expect the general level of activity to remain broadly consistent with the penod in the forthcoming year

Approval
Approved by the Board and signed on its behalf by

! —
i
Hane loa 2

lan Topping

Drrector

28 July 2015

7 River Court

Bnghouse Busmness Village
Brnighouse Road
Middlesbrough

TS2 1RT




HMV Retad Limited

Directors’ report
for the period 29 December 2013 to 3 January 2015

Details of pnncipal nsks and uncertainties, future developments and events that have occurred after the balance
sheet date can be found in the Sirategic Report on pages 1, 2 and 3 and form part of this report by cross-reference

Going concern

The directors have a reasonable expectation that the company has adequate resources to continue in operabonal
existence for the foreseeable future Thus they continue to adopt the going concern basis in prepanng the annual
financiat statements

Further detals regarding the adoption of the going concern basis can be found in Note 1 (General information and
significant accounting polices) to the financial statements.

Financial risk management objectives and policies

The company's activiies expose it to a number of financial nsks including credit sk, iquidity nsk and interest rate
risk The company does not use any financial denvatives to manage these risks

Credit nsk
The company's principal financial assets are bank and cash balances, trade and other recervables

The company's credit nsk 1s pnmarily attnbutable to its trade receivables An allowance for impaiment 1s made
where there 1s an idenified loss event, which, based on previous experence, 1s evidence of a reduction in the
recoverability of the cash flows

The credit nsk on liquid funds 1s considered to be hmited because the counterparttes are banks with tugh credit
ratings assigned by intemational credit rating agencies

Lrquidily nsk

in order to maintain hquichty and to ensure that sufficient funds are available for meeting the working capitat
requirements, the company may invest any surpius in short-term bank deposits

e, &

The company's interest rate nsk exposure 18 imited to changes in market interest rates applicable o short-terrm barik
deposits when made

Dividends
The directors did not recommend a payment of a dvidend in the penod {2013 £mi)

Directors
The directors 1n office dunng the pericd and to the date of signing the financal statements were as follows

Henry Foster
Paul McGowan

lan Topping




HMV Retall Limited

Directors’ report (continued)
for the penod 29 December to 3 January 2015

Directors' indemnities

The company has made qualifying third party indemnity prowisions for the benefit of ts directors which were made
during the penod and remam in force at the date of this report

Disabled employees

Applications for empioyment by disabled persons are always fully considered, bearing m mind the atilifies of the
applicant concerned In the event of members of staff becoming disabled every effort ts made to ensure that thew
employment with the company continues and that appropnate trairung i1s arranged 1t s the policy of the company
that the tratning, career development and promotion of disabled persons should, as far as possible, be identical to
that of other employees

Employee consultation

The company places considerable value on the involvement of 1ts ernployees and has continued lo keep them
informed on matters affecting them as employees and on the vanous factors afiecting the performance of the
company This i1s achieved through format and informal meetings, the company intranet and regular updates to both
store and head office teams.

Auditor
Each of the persons who are directors at the date of approval of this report confirm that

¢ 50 far as the director 1s aware, there 1s no relevant audit information of which the company's auditor 15 unaware,
and

» the director has taken all the steps that he/she ought to have taken as a diractor in order to make
himselffherself aware of any relevant audi information and to esiablish that the company's audidor is awars of
that information

This confirmation ts given and should be interpreted in accordance with the provisions of $418 of the Comparues Act 2008

Detostte LLP have expressed thewr willingness to be reappomted for another term and appropnate amangements are being
made for them to be deemed reappointed as auditor in the absence of an Annual General Meeting

Approved by the Board and signed on its behalf by:

IV\,\,’lM:.a *

lan Topping

Director

28 July 2015

7 River Court

Bnghouse Business Village
Bnghouse Road
Middiesbrough

T52 1RT




HMV Retaii Limited

Directors’ responsibilities statement
for the period 28 December 2013 to 3 January 2015

The directors are responsible for prepaning the Annual Report including the financsal statements in accordance with
applicable taw and regulations

Company law requires the directors {o prepare financal statements for each financiat year Under that law the direclors
have elecled lo prepare the financial statements 1n accordance with Intemational Financial Reporuing Standards (IFRSs)
as adopted by the European Union Under company law the directors must not approve the financal statements ynless
they are satisfiad that they give a true and fair view of the state of affairs of the company and of the profit or [oss of the
company for that period In prepanng these financial statements, Internationat Accounting Standard 1 requires that
directors

* properly select and apply accounting policies,

« present information, including accounting pokicies, in a manner that prowides relevant, reliable, comparabie and
understandable information,

+ provide addiional disclosures when compliance with the specific requirements in IFRSs are insufficient to enable
users to understand the impact of particular transactions, other events and conditions on the entity’s financial
postion and financial petformance, and

¢ make an assessment of the company’s abiity to continue as a going concem

The directors are responsible for keeping adequate accounting records that are sufficient to show and axplain the
company's transachons and disclose with reasonable accuracy at any time the financial posihon of the company and
enable them to ensure that the financial statements comply with the Companies Act 2006 They are also responsible
for safeguarding the assets of the company and hence for taking reasonable steps for the prevention and detection of
fraud and other iregularnties




HMV Retati Limited

Independent auditor’s report to the members of HMV Retail Limited

We have audited the financial statements of HMV Retall Limited for the 53 week period from 29 December 201310 3
January 2015, which compnse the Statement of comprehensive income, (he Statement of financial position, the Statement
of changes m equity, the Cash flow statement and the related notes 1 to 20 The financial reporting framework that has
been appled in their preparation is applicable law and Intemational Financial Reparting Standards (IFRSs) as adopted by
the European Urion

This report 15 made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Comparves Act 2008 Our audit work has been undertaken so that we might state fo the company’s members those
matters we are required {o state to them in an auditor's report and for no other purpose Ta the fullest extent permutted by
law, we do not accept or assume responstbility to anyone other than the company and the company's members as a
body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As expiained more fully in the Statement of directors’ responsibiiity, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair iew Qur responsibility 1s fo audit and express an
opinion on the financal statements in accordance with applicable law and intemational Standards on Auditing (UK and
Ireland) Those standards require us to comply with the Audhing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit Involves obtaining evidence about the amounts and disclosures in the financial statements suffinent to give
reascnable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting poficies are appropnate to the company's circumstances and
have been consistently applied and adequately disclosed, the reasonableness of significant accounting estimates made
by the directors, and the overall presentation of the financial statements [n additon, we read all the financal and non-
financial information i the annual report to identfy matenal inconsistencies with the audited finantal statements and to
iienbfy any information that 1 apparently materially incorrect based on, or materally inconsistent wath, the knowledge
acquired by us in the course of performing the audit. If we become aware of any apparant matenal misstatements or
incensistencies we consider the imptications for our repont

Opinion on financial statements
In aur opivon the financal statements

+ gwe a true and fair wew of the state of the company’s affairs as at 3 January 2015 and of its loss for the
perod then ended,

« have been properly prepared in accordance with IFRSs as adopted by the European Union, and
« have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2008

In our opinton the informaton given in the Strategic report and the Directors' report for the financial penod for which the
firancial statements are prepared i1s consistent with the financial statements.




HMV Retail Limited

Independent auditor’'s report to the members of HMV Retai! Limited

Matters on which we are required to report by exception
We have nothing to report in respact of the following matters where the Comparies Act 2006 requires us to report to you
if, 1n our opinion

+ adequate accounting records have not been kept, or retums adequate for our audit have not been received from
branches not visited by us, or

« the financial statements are not (n agreement with the accounting records and retums, or

= certan disclosures of directors’ remuneration specified by law are not made, or

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

Richard Howa ACA (Senior Statutory Auditor)
for and on behalf of

Deloitte LLP

Chartered Accountants and Statutory Auditor
London, United Kingdom

28 July 2015




HMV Retail Limtted

Statoment of comprehensive income
Penod from 28 December 2013 to 3 January 2015
Period from 29 Penod from 29
December 2013 to January 2013 to
3 January 2015 28 December 2013
{53 weoks trading) {39 weoks trading)
Notes £°000 £000
Revenue 365,746 311,278
Inventory related expense {2385,210) {202,356)
Labour and premises expense {114,297) {92,135)
Earmings before finance costs, depreciation,
amortisation and non-trading intra-group expense 15,238 16,787
Neon-trading intra-group expense {11,905) (9,896)
Non-recurring restruciunng expense 2 (1,203) (4,174}
Earnings before finance costs, depreciation,
amortisation and taxation 2,131 2,717
Financing expense {1,964) (2,365)
Eamnings before depreciation, amortisation and taxation 167 412
Depreciation 6 {5,469) (3,804}
Amortisaton 7 (3,149} {1,402)
Loss before tax 3 {8.451) (4,894)
income tax expense 5 . -
Loss for the financial period {8,451) {4,894)

All the company's activities derived from contnuing operations during the above financial penod

The notes on pages 13 to 30 form an integral parnt of the financial statements




HMV Retail Limited

Statement of changes in equity
for the penod 29 December 2013 to 3 January 2015

3 January 2015 28 December 2013

£000 £'000

Share Capital - -
Retained Deficit (4,894) -
Total comprehensive toss for the penod (8.451) {4,894)
Balance {13,345) {4,894)

The notes on pages 13 to 30 form an integral part of the financial statements

11




HMV Retaif Limited

Statement of financial position
As at 3 January 2015

Assels
Non current assets

Notes

Property, plant and equipment
Suppler and store intangible 7
Other non-current assets

Current assets

Inventones g

Trade and other receivables 10
Cash and cash equivalents 11
Total assets

Equity and liabilities

Capital and reserves attributable to the shareholders in

the company

Share captal 12
Retained defiat 13
Total equity

Non-current liabilities

Bomrowings 14
Other non-current liabilthes 15
Total non-current liabifitles

Current liabilities

Trade and ather payables 16

Total current liabilities

Total liabilities

Total equity and liabilities

03 January 28 December
2015 2043
£000 £000

19,080 20,567
4,793 7,942
248 88
24,121 28,597
11,167 25,920
13,184 21,671
25,369 30494
49,720 78,095
73,841 106,692
(13,345) L
(13,345)  a894)
14,939 15,388
3,555 1,250
16,484 16,638
68,693 94,948
68,693 94,948
87,187 111,586
73,841 106,692

The financial statements of HMV Retail Limited registered number 08380689 were approved and authonsed for 1ssue by
the Board of Directors and signed on its behalf by

‘ —
lan Topping
Director
28 July 2015

The notes on pages 13 to 30 form an integral part of the financial statements

10




HMV Retail Limited

Statement of cash flows
for the penod 29 December 2013 to 3 January 2015

Period from 29 Period from 29
December 2013 to January 2013 to
3 January 2015 28 December 2013
Notes £'000 £'000
Cash flows from operating activities
Net cash flow from operating activities 17 1,238 55,754
Cash ftows from financing activities
Proceeds from borrowings, net of arrangement fee 36,868 24131
Repayment of borrowings (32,899) {21,795)
Net cash flow from financing activibes 3,868 2,336
Cash flow from Investing activities
Purchase of property, plant and equipment {5,924) (5,946)
Acquisition of trade and certamn assetls, net of cash acquired {4,417) {21,679}
Proceeds from disposal of property, plant and equiprment 11 29
Net cash used in investing activities {10,330} _ {27,596)
Net increase in cash and cash equivalents
Cash and cash equivalents at beginmng of penod 30,494 -
Cash and cash equivalents at end of period 11 25,369 30,494
{5,125) 30,494

The notes on pages 13 to 30 form an ntegral part of the financial statements

12



HMV Retail Limited

Notes to the financial statements
for the period 29 December 2013 to 3 January 2015

1

General information and significant accaunting policies

General information

HMV Retay Limited is a private imited company incorporated in England and Wales under the Compantes Act
2006 The address of the registered office and ds principal place of trading 1s 7 River Court, Bnghouse Business
Viiage, Bnghouse Road, Middlesbrough, TS2 1RT The pnincipal actvity of the company Is descnbed in the
Strategic report The company was incorporated in England and Wales on 28 January 2013 as HUK 38 Limited
The company changed its name on 21 March 2013 to HMV Retail Limited and commenced trading on 5 Apni
2013

Basts of preparation

The financial statements are prepared on the histancal cost basis and the accounting policies set out below
have been applied The preparation of financial statements in conformity with IFRSs requires the use of certain
criical accounting estmates i also requires management to exercise its judgement in the process of applying
the company’s accounting polices

Significant accounting policies

Statement of compliance

The financial statements have been prepared in accordance with International Financiat Reporting
Standards (IFRSs) as adopted by the European Union IFRIC interpretations and the parts of the
Companies Act 2006 appiicable to companies reporting under iFRSs

Going concem

The directors have a reasonable expectation that the company has adequate resources to continue its
operational existence for the foreseeable future The directors have considered cash flow forecasts for 12 months
from the date of this report and reasonable sensdvities thereon The directors consider that the business has
access to sufficient funding from a £32m workmng capital facility provided by HUK 40 Limited to continue m
operation if required HUK 40 Lumited, which 15 a subsidiary of Hilco Trading LLC, has provided a wntten
commitment of its intentton to provide financial support for at least twelve months from the signing of these
accounts

Revenue

Revenue represents the value of goods supplied, less discounts gven and is recognised when goods are
delivered and fitle has passed Revenue excludes value added tax {"VAT") and simiar sales-related taxes
Revenue s reduced for estimated customer retums

A loyalty card programme is operated which allows members to accumulate points on purchases and gat
exclusive offers and other special benefits The value of points issued 1s recognised i ne with IFRIC 13as a
discount to revenue

13




HMV Retail Limited

Notes to the financial statements
for the peniod 29 December 2013 to 3 January 2015

1

General information and significant accounting policies (continued)

Gift cards and vouchers

Revenue from gift cards and git vouchers sold by tha company Is recognised on the redemption of the gift
voucher or gift card Monies received represent deferred revenue pnor to redemphion and are disclosed wathin
accruals The vatuation of the hability 1$ adjusted to release amounts that are unlikely to be redeemed based
on histoncat redemption

interest payable
Interest payable 1s charged in the income statement as incumed

Interest income

Interest mcome 1s accrued on a time basis, by reference to the principal outstanding and the applcable
effective interest rate

Current and deferred income tax

The current tax payable Is based on taxable profit for the year Taxable profit differs from net profit as reportad in
the income statement because it excludes items of tncome or expense that are taxable or deductible In other
years and 1t further excludes tems that are never taxable or deductible The company liability for current tax 1s
calculated using tax rates and laws that have been enacted or substantively enacted by the balance sheet date

Deferred income tax is provided in full, using the hablity method, on temporary differences ansing between the
tax bases of assets and habilities and their carrying amounts in the financial statements However, tha deferred
income tax 15 not accounted for if it anses from initial recogmition of an asset or hability in a transaction other
than a business combination that at the tme of the transaction affects neither accounting nor taxable profit or
loss Defamed income tax s determined using tax rates (and laws) that have been snacted or substanbally
enacted by the balance sheet date and are expected lo 2pply when the related deferred ncome tax asset is
realised or the deferred income tax hability 1s settled

Defesrred income tax assets are recognised to the extent that it is probable that future taxable profit wili
be available against which the temporary differances can be utiised.

Supplier and store intangible

The excess of the fair value of the consideration paid over the farr value of the tangible assets acquired and the
liabiiies assumed upon the business combination 1s recogrised as an intangible asset In the balance sheet. Thig
represents the value of the established HMV store network not covered by the fair value of leased premises as
well as the supplier relationships which formed part of the trade and certain assets of HMV Group plc that were
acquired out of administration This asset is being amortised over the life of the related leases

Inventories

Inventones are stated at the lower of cost and net realisable value Net realisable valug 1s based on
estimated selfing pnces less further costs to be incurred to disposal

14




HMV Retail Limited

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

1

General informatien and significant accounting policies (contnued)

Trade receivables

Trade recewvables are recognised inutially at fair value and subsequently measured at amortised cost A
provision for imparment of trade recevables s established when there is objective evidence that the company
will not be able to coliect all amounts due according to the onginal tarms of the recevables

Trade payables

Trade and other payables are oblggations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers Accounts payable are classiied as current liabiliies if payment s due within
one year or less (or in normal operating cycle of the business if longer) If not, they are presented as non-
current habibtes

Trade payables are recognised initially at farr value and subsequently measured at amortised cost

Financial Liabilities
Financal habilibes are recognised inibally at farr value and subsequently measured at amoriised cost

Borrowings

Borrowings are recognised tnitially at farr value, net of transaction costs incurred Borrowings are
subsequently stated at amortised cost, any difference between the proceeds (net of transachon costs) and the
redemption value s recognised in the mcome statement

Bormowings are classified as current iabilibes uniess the company has an unconditional nght to defer
settlement of the Hability for at least 12 months afier the balanca sheet date

Foreign currencies

The directors believe Pounds Sterling best represents the functional cumrency of the company Therefore the
books and records are maintained m Pounds Sterling and, for the purpose of the finantial statements, the
resulls and financial position are presented in Pounds Sterling

Monetary assets and liabilites in foreign cummencies are translated into steriing at the rates of exchange at the
balance sheet date Transactions i foreign currencies are translated into sterling at the rate of exchange at the
date of the transaction Exchange differences are recogmised i profit or loss in the penod in which they anse

15



HMV Retall Limited

Notes to the financial statements
for the penod 28 December 2013 to 3 January 2015

1 General information and significant accounting policies {continued)

Business combinations

Acguisitions of businesses are accountad for using the acquisiion method The consideration for each
acquisition 1s measured at the aggregate of the fair values (at the date of exchange) of assets given, habiltiies
incurred or assumed, and equity instruments 1ssued by the company in exchange for contro! of the acquiree
Acguisihion related costs are recognised in profit and loss as necurred

Where applicable, the consideration for the acquisition includes any asset or hability resuiting from a contingent
consideralion arrangement, measured at its acquisrtion date far value Subsequent changes in such far values
are adjusted against the cost of acquisition where they qualify as measurement penod adjustments (see below)
All other subsequent changes in the fair value of contingent consideration classified as an asset or habiiity are
accounted for in accordance with relevant IFRSs Changes i the fair value of contingent consideraton classified
as equity are not recogrised

The acquiree's identifiable assets, habilites and contingent habiiies that mest the condition for recognition under
IFRS 3 (2008) are recognised at thesr far value at the acquistion date

Provisions

A provision is recogrised when the company has a legal or constructive obligation as a result of a past event
and it rs probable that an outfiow of economic benefits will be required to setile the obligation K the effect 1s
matenal, axpected future cash flows are discounted using a current pre-tax rate that refiacts the nsks specific to
the liabthty Calculations of these provisions require judgements to be made, which include forecast consumer
demand and inventory loss trends

Leases

Leases in which a significant portion of the nsks and rewards of ownership are retained by the lessor are
classified as operating leases Payments made under operating leases (net of any incentivas received from
the lessor) are charged to the income statement on a straight-ine basis over the panod of the lease

Lease premum payments made an the acquisition of stores have been capitaised in the balance sheet and are
included in Business properties under Property, plant and equipment, These assets are being depreciated over
the ife of the relevant lease

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at calt with banks and all other cash amounts
with matunties of three months or less

16




HMV Retait Limited

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

1

Genera! information and significant accounting policies (continued)

Property, plant and equipment

Property, plant and equipment are staled m the Statement of financial posthon at cost, being the onginal
purchase pnce and the costs atimbutable to bringing the asset to its working condition for its intended use

Property, plant and equipment are stated at cost less accumulated depreciation, and accumulated
imparment losses Business properties include lease premium payments on the acquisition of stores

Deprecation 1s recognised so as to wnte off the cost or valuation of assets less their residual values over theirr
useful lives, using the strarght-hine method The estimated useful lives, residual values and depreciation
method are reviewed at each year end, with the effect of any changes in esimate accounted foron a
prospective basis

The gam or loss on the disposal or retirement of an tem of property, plant and equipment I1s deternuned as
the difference between the sales proceeds and the carrying amount of the asset as is recognised in the

income statement ,

Depreciation 1s provided to write off the costs less estmated residual value of alf property, plant and equipment
over thewr expectad useful lives at the following annual rates

Business properties - over lesser of useful Iife and the penod of lease
Fixtures & fittings - over lesser of useful ife and the penod of lease
Store computer & other equipment - over lesser of useful life and the penod of lease

Head office computer & other equipment - over useful bfe of 3 to 5 years

Share capital

Ordinary shares are classified as equity Any Incremeantal costs directly attributable to the rssue of new shares
are shown In equity as a deduction, net of tax, from the proceeds

17




HMV Retail Limited

Notes to the financial statements
for the period 29 December 2013 to 3 January 2015

1 General information and significant accounting policies {continued)

Critical accounting judgements and key sources of estimation uncertainty

In the application of the company's accounting policies, management s required to make judgements,
eshmates and assumphons about the carmying amounts of assets and habilties that are not readily apparent
from other sources The estmates and associated assumptions are based on expenence and other factors that
are consulered 1o be relevant Actual results may differ from these estmates

The estimates and undertying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recogmsed m the penod in which the estimate s revised f the revision affects only that penod or in the penod

of revision and future periods If the revision affects both current and future penods

Significant stems subgect to such assumpbons and estimates nciude the useful kves of assets, the
measurement and recognibion of provisions, the recognition of defemed tax assets and habilities for potential
corporation tax The most cntical accounting policies in determining the financial condition and results of the
company are those requintng the greatest degree of subjective or complex judgements These indude

»  Taxation, including the assessment of future earnings fo determine the extent to which deferred tax
can be recognised and the assessment of qualdying deductions,

»  The valuation of inventory in respect of any obsolescence provision required These are assessed
based on the cost of each stock item campared to its net realisable value, and .

= The valuation of intangible assets, pnncipally supplier and store intangible This is sensitive to the
assessment of the fair values of assets and habilihes ansing from the acquisition The directors have
eshimated that the useful econcmuc Wfe of this asset 15 5 years, with the amortisation calculaton bang
carned out on a store by store basis and accelerated in the case of store closures or resifes where
trading space has reduced

= The recognitian of supplier rebales, including marketing support and sales-related reiro discounts.
These are recogrised only when the income has been recaived, or the company has a contractual
entilement to the income

Financlal risk management

The company's activities expose 1t to a vanety of financial nsks market risk (including currency nsk, fair
value interest rate nsk, cash flow interest rate nsk and price nsk), credit nsk and liquidity risk

Risk management 1s overseen by the Board of Directors The board prowvides written principles for overafl risk
management, as well as written policias covenng specific areas, such as foreign exchange nsk, interest rate
nsk, credit nsk, use of dervative financial instruments and non-denvative financial instruments, and investment
of excess hquidity
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HMV Retait Limited

Notes to the financial statements
for the penod 28 December 2013 to 3 January 2015

1

General information and significant accounting policies (continued)

Adoption of new and revised standards

The financial slatements are prepared i accordance with applicable Infermnabonal Financial Reporting
Standamis (IFRSs) as adopted by the EU The particular accounting policies adopted are descnbed below

The preparation of financial statements in conformity with IFRS requires the use of estimates and assumpiions
that affect the reported amounts of assets and habilibes at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period Although these estimates are based on
management’s best knowledge of the amount, events or actions, actual results ultimately may differ from those
eshmates

Al the date of authonsation of these financial statements, the foliowang Standards/revisions to Standards and
Interpretations which have not been applied m these financial statements were in issue but not yet effective

IFRS 8 Financial Instruments

IFRS 15 Revenue from Contracts with Customers

IFRIC 21 Levies

IFRS 10, IFRS 12 and IAS 28 (amended) Investment Entites Applying the Consolidation Exception
IFRS 10 and IAS 28 {(amended) Sale or Contribution of Assets between an Investor and its Associate or
Joint Venture

IFRS 11 (amended) Accounting for Acquisitions of Interest in Joint Operations

IAS 1 {amended) Disclosure inttiative

IAS 16 and 1AS 38 {amended) Clanfication of Acceptable Methods of Depreciation and Amorhization
IAS 18 (amended) Defined Benefit Plans Employee Contnibutions

s |AS 27 (amended) Equity Method in Separate Financial Statements

The directors anticipate that the adoption of these Standards/revisions to Standards and interpretations in
future penods will have no material impact an the financial statements of the company
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HMV Retall Lirmted

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

2

Non-recurring restructuring expense

The company presents non-recurring restructunng expense on the face of the income statement due to the nature
and expected infrequency of events gning rise to these costs These cosis were incurred as a result of
restructunng the store property portfollo They are presented separately fo allow users of the accounts to better

understand the financial performance n the penod These costs are broken down as follows

Store closure expense

Redundancy and other employment related expense
Property restructuring expense

Total non-recurring restructuring expense

Loss before tax

(a) This s stated after charging/{crediting)

Depreaation

Amortigation

Gan on disposal of property, plant and equipment
Wrte-down of inventones recogrised as an expense
Auditors remuneration

Fees payable to the company's auditer for the

audit of the company’s annual accounts

Operating lease charges - land and buildings
Foreign exchange differences

Period from 29 Period from 29
December 2013t03  January 201310 28
January 2015 December 2013

(53 weeks trading) {39 weeks trading)
£000 £000

63 731

871 2,966

264 477

1,203 4,174

Penod from 29 Period from 29
December 2013t0 3 January 2013 to 28
January 2015 December 2013

(53 weeks trading) {39 weeks trading)
£'000 £000

5469 3,904

3,149 1,402

432 (5)

2,520 3,592

73 78

30,752 28,282

2 2

There were no other audit related or non-audit services provided dunng the penod
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HMV Retail Limited

Notes to the financial statements
for the penocd 29 December 2013 to 3 January 2015

4 Staff costs and average number of employees

The aggregate remuneration comprnsed

Wages and safanes
Sociai secunty costs
Other pension costs

Period from 29 Penod from 29
December 2013 t0 3 January 2013 to 28
January 2015 Decembaer 2013

{53 weeks trading) (39 weeks trading)
£000 £000

39,904 32,318

2,701 2,324

358 226

43,043 34,868

The average monthly number of employees (including executive directors) dunng the year was 2,561 (2013
2,833) This is split between 2,422 sales and store (2013 2,688) and 139 admumstration (2013 145)

Dunng the period, no director recaved remuneratien from the company
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HMV Retail Limited

Notes to the financial statements
for the peniod 29 December 2013 to 3 January 2015

5 income tax expense

The tax charge on the loss on ordinary actvities for the penod was as follows

Analysis of charge in penod
Current Tax

Deferred Tax

Income tax expense

Period from 29
December 2013103
January 2015

{53 weeks trading)
£000

Period from 29
January 2013 to 28
December 2013
{39 weeks trading)
£'000

The tax rate used for the 2015 reconcihation above 1s the corporate tax rate of 21% payable by corporate
entities tn the UK and on taxable profits under tax law in the UK The differences are explained below

Loss before tax

Tax at the apphcable rate of 21% (2013 23%)

Tax effect of expenses that are not deductible in determining
profit

Non quaiifying depreciation

Effect of capital allowances less than/(in excess of)
depreciation

Movement in shott term trming differences
Tax losseas arising in period not recognised
Income tax expense

Period from 29 Period from 29
December 2013 to 3 January 2013 to 28
January 2015 December 2013

{53 woeks trading) (39 weeks trading}
£'000 £'000

{8.451) (4,894)

{1,775) {1,126)

17 614

167 524

203 26

232 53

1,158 462

No deferred tax asset has been recognised on deductible temporary differences and unused tax losses
because in the opinion of the directors it ts not probable that sufficent sutable profits will be generated against
which the temporary differences can be utfised The temporary differences are attnbutable to the following

Tax [osses (revenue 1n nature)
Accelerated capital allowances
Shoert term tmmg differences

Period from 29
December 2013t0 3
January 2015

£
7.443,158

1,066,710

Penod from 29
January 2013 to 28
December 2013

£
2,009,000
115,000
228,000
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HMV Retail Limited

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

6 Property, plant and equipment
Business Fixtures & Computer &
properties fithings other equipment Total
£000 £000 £000 £000
Cost
At 29 December 2013 6,294 16,123 2,052 24,469
Additions* (392) 3,898 918 4,424
Disposals {11) {580) {1} {591}
Total 5,802 19,441 2969 28,302
Accumulated Depreciation
At 29 December 2013 419 3,155 328 3,902
Depreciation charge 1,061 3,727 681 5,469
Disposals (1) (147) (1) (149)
Total 1,478 6,735 1,008 9,222
Carrying amount
At 3 January 2015 4,412 12,707 1,961 19,080
At 28 December 2013 5875 12 968 1,724 20,567
* Included in this number 15 the reversal of an accrual in reiation to a lease premwum of £15m
7 Supplier and store intangible
£000
Cost
Opemng Balance at 20th December 2013 9,344
Total 9,344
Amortisation
Opening Bafance at 28th December 2013 1,402
Amortisaton Charge 3,148
Total 4,551
Net book value at 3 January 2015 4,793
At 28 December 2013 71,942
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HMV Retail Limited

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

10

Other non-current assets
3 January 2015 28 December 2013
£'900 £000
Rent deposits 248 88

These rant deposits represent amounts held under charge in favour of the company’s landlards  These deposits
are not recoverable until completion of the lease term all of which are mere than 1 Year

Inventories
3 January 2015 28 December 2013
£'000 £'000
Finished good heid for sale 11,167 25,930

The directors consider that the replacement cost of inventores 1s not materiatly different from the cost amount

The inventory prowision as at 3 January 2015 13 £2 1m which 1s the difference between cost of inventory and the
net realisable value (2012 £4 9m)

Trade and other receivables

3 January 2015 28 December 2013

E'C00 £000
Trade recelvables 767 878
Prepaid expenses and accrued income 2,913 3,350
Other receivables 10,104 17,443
Total trade and other receivables 13,184 21,671

The direclors consider that the camying value amount of financial assets recorded at amortised cost in the
financial statements approximate their far value

The maximum exposure o credit nsk at the reporting date is the camying value of each class of receivable
menboned above

The trade recervable disciosed above does not include any amounts which are past due at the reporting date
(2013 £nil)
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HMV Retail Limited

Notes to the financial statements
for the peniod 28 December 2013 to 3 January 2015

11 Cash and cash equivalents
3 January 2015 28 December 2013
£'000 £'000
Cash at bank and in hand 25,369 30,484
The credit nsk on iquid funds 1s considered 1o be imited because the counterparties are banks with an investment
grade credit rating assigned by intemationat credit rating agencies
12 Share capital

Allotted, calied up Allotted, called up
and fully paid 3 and fully paid 28

January 2018 December 2013
£ £
1 ordinary share of £1 1 1

No shares were ssued during the penod ended 3 January 2015

Each share entitles the hotder to one vote The authonsed share capital is 1 ordinary £1 share

13 Retalned deflcit

3 January 2015 28 December 2013

£000 £000
Loss brought forward {4,894) .
Loss for the period (8.451) {4,894)
At 3 January 2015 (13,345) (4,894)
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HMV Retail Limiited

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

14 Borrowings

Total
£000
Long-term horrowings
Al 29th December 2013 16,025
Additional borrowings in penod 4417
At 3 January 2015 20,442
Repayments
At 28th December 2013 .
Repaid in penod (5.149)
At 3 January 2015 {5,149)
Amrangement fee
At 26th December 2013 (637}
Expensed in pariod 283
At 3 January 2015 {354)
Carrying value at 3 January 2015 14,829
At 28 December 2013 15,388

The long-term borrowings above relate to a single loan which i1s secured by a fixed charge over the assets of the

company which matures on § Apnt 2017 The loan cames interest rate at 8%

The company also has a working capital facility available There was nothing outstanding in relation to this
period end date (2013 £nil} The faciity 1s repayable on demand and cames interest at 3% plus one month
LIBOR at the date of drawdown

at the
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HMV Retail Limited

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

15 Other non-current liabilities

Rent free accruals

16 Trade and other payables

Current {iabilities

Trade payables

Accruals

Deferred revenue

Deferred contingent consideration
Social secunty and other laxes
Other payables

Total trade and other payables

3 January 2045 28 December 2013
£000 £000

3,555 1,250

3 January 2015 28 Dacember 2013
£000 £000

41,144 52,285

10,350 18,167

4,740 4,376

- 5,917

7.5 10,849

4,888 6,353

68,693 94,948

Trade payables and accruals relate to amounts payable at the balance sheet date for services received dunng the
year and are non-interest bearing Settlement terms vary from 14 to 75 days

‘The company has financial risk management policies in ptace to ensure that all payables are paid within the

credit imeframe

The dwrectors consuder that the camying amount of financial habiities recorded in the financial statements

approximate thetr fair value
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HMV Retail Limited

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

17 Cash used in operations

Loss before tax
Adjusted for
- interest
- Depreciation
- Amaorisation
- Amortisation of lease mcentives
- LossKgain) on disposal of property, plant and equipment
- Change i inventones
- Change in trade and other receivables
- Change in other non-current assets
- Change in trade and other payables
Net cash flow from operating activity

Period from 28 Period from 29
December 2013t0 3 January 2013 to 28
January 2015 December 2013

(53 weeks trading) (39 weeks trading)
£'000 £000

(8,451) {4,894)

1,964 2,305

5,469 3,904

3,149 1,402

{1334} {328)

432 {5)

14,763 (14,801)

8,487 {21,671)

(180} (88}

(23,081) 90,028

1,238 55,754




HMV Retail Limited

Notes to the financial statements

for the penod 29 December 2013 to 3 January 2015

18

Related party transactions

Dunng the penod repaymants were made to Goodmans Capta) Investments of £2,546,489 (2013 £nil) againsta
ioan provided in the prior financial penod leaving £15,282,605 (2013 £17,839,084) outstanding at 3 January
2015 Interest of £1,102,746 (2013 £863,964) was payable on this loan No arrangement fees were charged

duning the penod (2013 £849 481)

During the penod, HUK 40 Limited provided worlung capital facihies 1o the company of £32,000,000 (2013
£25,000,000) interest of £574,516 (2013 £230,574) was payable on the facilty No amangement fees wera
charged dunng the pened (2013 £1,000,000)

Dunng the penod the company was charged/ {recharged) costs in relation lo operation of the loyalty scheme,
committed licencing agreements, inventory, property and other management sernces as follows

Hiico Property Limited

Hilee Wholesale Limited

HMV Onlinge Limited

Palm Green Capital Limited

Pure HMV Loyalty Limited

Retanl Agents 260 Limited

Retall Procurement Services Lamited

In retation to

Property services

Inventory

Website services

Committed licencing agreements
Loyaity scheme operation
Managemant and property sesvices
Procurement services

3 January 2016 28 December 2013

£'000 £'000
1,054 1,155
448 -
200 -
8,247 7,004
968 112
1,423 1,675
1,484 129

At 3 January 2015, the following amounts were owed by/(to) the company

Hilco Property Lumited

HMV Online Limitad

HUK 40 Limited

Paim Green Capital Limited

Pure HMV Loyalty Limited

Retall Agents 260 Limrted

Retal Procurement Services Limited

In relation to 3 January 2015 28 December 2013

£000 £1000
Property services - 530
Website services 200 -
Working capital faciity 805 Fall
Committed licencing agreements 2,428 1,004
Loyalty scheme cperation 219 79
Management and property services in 1,675
Pracurement services {2,379} 128

Goodmans Capital Investments Limuled, Hilco Capital Limited, Hilco Profit Recovery Limited, Hilco Property
Limsted, Hilco Wholesale Limited, HMV Digital Limited, HMV Online Limited, HUK 40 Limited, Palm Green
Capital Lmnted, Pure HMV Layaity Limited, Reta! Agents 260 Limted, Retal Procurement Services Limited
and Twice2Much Linuted are considered related parties by virtue of being commonly controfled by Hilco

Trading LLC
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HMV Retail Lirited

Notes to the financial statements
for the penod 29 December 2013 to 3 January 2015

19 Ultimate parent undertaking and controlling party

The immediate parent undentaking of HMV Retail Limited 1s HUK 39 Limited, a company incorporated 1n England
and Wales

The directors consider the ultmate controlling party of the company to be Hilco Trading LLC, a company
ncorporated in the United States of Amenca

The largest and smallest group of undertatungs for winch group accounts have been drawn up, including the
company, s that headed by Hilco Trading, LLC Copies of the group financial statements can be obtamned from
that company's registered office, 5 Revera Dnive, Suite 206, Northbrook, lllinos, 60062

20 Commitments
The future aggregate mirimum lease payments under operating leases are as follows

3 January 2015 28 December 2013

£'000 £'000

No iater than 1 year 27,372 12,176
Later than 1 year and no later than 5 years 69,438 38,251
36,860 50,427
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