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The table below summarises, for 2007 / 2008, each element of the Punch Taverns Total Reward package for Executive Directors, and its  
key features:

Component Size Market posture Purpose Delivery Other key features

Base salary Varies by role  
and individual.

In a range from  
lower quartile 
to median.

To recognise the 
market value of  
the employee 
and the role.

Cash•	
Monthly•	
Pensionable•	

Reviewed annually.•	

Annual  
performance  
bonus plan

Individual maximums, 
but the cap on these  
is 150% of base 
salary.

None paid to  
Executive Directors  
for 2007 / 2008.

Upper quartile 
opportunity.

To drive and reward 
annual performance 
of individuals, teams 
and the Company.

67% cash •	
33% shares •	
(non-matchable)
Annual•	
Non-pensionable•	

Based on annual •	
performance: 
40% personal and 
business unit 
performance; and, 
 
60% Company 
performance.

Long term  
incentive plan

Maximum award 
level of 200% of  
base salary (face  
value of shares).

None vested to 
Executive Directors 
following the end of 
the 2007 / 2008 year.

Upper quartile 
opportunity.

To drive and  
reward sustained 
performance of  
the Company.

Free shares subject •	
to performance 
conditions.
Annual awards •	
vesting after  
three years.
Non-pensionable.•	

Performance •	
conditions  
for awards in  
2007 / 2008  
were weighted:

50% on relative ––
TSR;
50% on EPS ––
growth

Pension Between 12% and 
12.5% of base salary

Lower quartile. To provide a  
threshold level of 
retirement benefit, 
which individuals  
can supplement.

Defined •	
contribution.

The table below shows the relative proportions of pay at risk and not at risk (2007 / 2008 year):

	 Not at risk	 At risk

Component	 Base salary	 Pension contribution	 Annual bonus (max)	 LTIP (max)

% of Total Reward	 22%	 3%	 32%	 43%

	 25% in total	 75% in total

Elements of remuneration
Base salary
Policy: lower quartile to median range
The table below shows the base salaries of each current Executive Director for 2007 / 2008 and salaries that will apply in 2008 / 2009:

Name	 Position	 2007 / 2008	 2008 / 2009	 % increase

Giles Thorley	 Chief Executive	 £525,000	 £525,000	 0%
Phil Dutton	 Finance Director	 £350,000	 £350,000	 0%
Jonathan Paveley	 Group Commercial Director	 £274,000	 £274,000	 0%
Roger Whiteside	 Managing Director – Leased	 N / A	 £400,000	 N / A
Mike Tye	 Managing Director – Spirit	 £400,000	 £400,000 	 0%

Report on Directors’ remuneration 
continued
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Annual bonus
Policy: maximum bonus to be upper quartile
The performance conditions for the Executive Directors were structured as follows:

Key performance area						      Weighting

Company financial results						      60%
Performance of individual’s own business area or function (for the Chief Executive this is the Company as a whole)		  30%
Other personal contribution						      10%

No annual bonus awards were paid to Executive Directors for the 2007 / 2008 year.•	
The maximum annual bonus is 150% of base salary. The bonus opportunity is targeted at the upper quartile level, whilst base salary  •	
is targeted in a range of lower quartile to median and pension is limited to the lower quartile.
The maximum bonus of 150% of base salary is only payable if both individual and Company performance is outstanding.•	
The Committee may award a portion of the annual bonus in shares that must be retained for at least two years, and there will be no •	
matching opportunity on these shares.

Long term incentives
Policy: maximum long term incentive should be upper quartile, for upper quartile performance
Punch Taverns plc Long Term Incentive Plan 2008
This new LTIP was approved by shareholders in January 2008. Awards made during the 2007 / 2008 financial year under this LTIP have  
the following features:

performance shares;•	
performance conditions are 50% relative Total Shareholder Return (TSR) and 50% Earnings Per Share (EPS) growth;•	
maximum award size of 200% of base salary (face value); and•	
performance and vesting periods are normally three years.•	

TSR is measured relative to a peer group of 39 other UK companies in the same band of market capitalisation as Punch Taverns. These are 
20 companies ranked in size immediately above the Company and the 19 companies ranked in size immediately below the Company. The 
base TSR and end TSR are averaged over a three-month period to smooth the effect of unusual price movements. The table below shows 
the vesting scale for the TSR-related element of the award:

Punch Taverns plc ranking against comparator group				    Percentage vesting (of the part of the award 
at the end of the performance period				    subject to the TSR performance condition)

Upper quartile (ranked 10th or higher)						      100%1

Median (ranked 20th)						      25%1

Below median (ranked lower than 20th)						      0%

1 straight line vesting between points.

EPS is measured relative to the change in the Retail Prices Index (RPI), on the vesting scale shown in the table below:

Punch Taverns plc annualised EPS growth rate, compared to the				    Percentage vesting (of the part of 
annualised percentage change in the Retail Prices Index (RPI) 				    the award subject to the EPS condition)

RPI +8% or more				    100%1

RPI +3%				    25%1

Less than RPI +3%				    0%

1 straight line vesting between points.

These two metrics (relative TSR and EPS growth), were selected by the Committee as they are important measures of the value delivered  
to shareholders.

The Committee has the discretion not to allow vesting of either or both elements of any LTIP award, if, in its opinion, either the Company’s 
underlying financial performance or TSR (or both) has been unsatisfactory during the performance period. There is no re-testing of 
performance; if performance conditions are not met, awards lapse.
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Grants made to current Executive Directors during the 2007 / 2008 year, under this LTIP are shown in the table below:

				    Face value	 Face value 
				    at grant	 at grant 
		  % of	 Number	 (at median	 (at upper quartile  
Name	 Position	 salary awarded	 of shares	 performance)	 performance)

Giles Thorley	 Chief Executive	 200%	 183,727	 £262,500	 £1,050,000
Phil Dutton	 Finance Director	 200%	 122,484	 £174,999	 £699,996
Jonathan Paveley	 Group Commercial Director	 200%	 95,888	 £137,000	 £548,000
Mike Tye	 Managing Director – Spirit	 200%	 295,202	 £199,999	 £799,997

It is the intention of the Remuneration Committee to make further awards during the 2008 / 2009 financial year under the 2008 LTIP,  
using performance conditions which are robust and testing, whilst taking account of prevailing industry and market conditions.

Spirit Value Growth Plan (SVGP)
A specific long term incentive plan was approved by the Committee for Mike Tye, Managing Director – Spirit, in June 2008. This was 
implemented in accordance with Listing Rule 9.4.2, to facilitate, in unusual circumstances, the recruitment and retention of an individual 
Director. These circumstances were the need to provide a renewed focus on the performance of the Spirit business. The SVGP is intended 
to provide a direct alignment between the value growth of the Spirit business and the remuneration of Mike Tye, to assist in driving the 
performance of this business and its value to shareholders.

The SVGP has the following features:

limited to one individual Executive Director;•	
linked to the value growth of the Spirit business, as determined by an independent valuation, and valued as an OpCo, whereby all the •	
Spirit pubs are deemed to be leased from a separate entity;
the initial measurement period is the three financial years from August 2008;•	
payment from the Plan is 7.5% of the amount of value growth above a hurdle;•	
the hurdle is 6% compound annual growth per annum;•	
payments from the Plan are in non-pensionable cash, and are phased: 60% after the August 2011 year-end, and the remaining 40% •	
after the August 2012 year end;
the participant is not eligible for payments if he resigns or is dismissed for misconduct; and•	
in the event of leaving for ‘good reason’ with the approval of the Board, or in the event of a change of control of Spirit or of Punch •	
Taverns plc, the participant may be eligible for part of the award, pro-rata to the portion of the performance period that has expired  
and subject to the performance hurdle.

The table below provides an illustration of potential payment from the SVGP:

					     Incremental	  
					     value growth £s	 Payment from 
					     (over three years)	 the plan 

Compound annual value growth is 6% per annum					     £65m	 None
Compound annual value growth is 8% per annum					     £88m	 £1.7m
Compound annual value growth is 10% per annum					     £112m	 £3.6m

The Remuneration Committee may amend the Plan at any time provided that no alteration to the advantage of the participant shall be 
made to the provisions concerning the basis for determining the particpant’s entitlement to, and the terms of, cash provided under the 
Plan, without prior approval of shareholders. The Committee may, without prior shareholder approval, amend the performance condition 
applying to the award if an event has occurred which causes the Committee, acting fairly and reasonably, to consider that it would be 
appropriate to amend the performance condition. The Committee may also make minor amendments to benefit the administration of  
the Plan or take account of changes to tax, legal or regulatory treatment.

Punch Taverns plc Share Bonus Plan
This Plan was approved by shareholders in January 2008, to replace the previous Deferred Share Bonus (DSB) plan. The new Plan enables 
the Remuneration Committee to award part or all of any annual bonus in the form of Punch Taverns plc shares, which the recipient is not 
permitted to sell during a restricted period (normally two years). As no annual bonus awards have been made to Executive Directors in 
respect of the 2007 / 2008 year, Executive Directors have therefore not received any awards under this Plan.

Report on Directors’ remuneration 
continued
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Dilution
In accordance with shareholder guidelines, the Committee applies a limit on the amount of shares than can be issued to satisfy all its 
employee share plan awards of 10% of the Company’s issued share capital in any rolling 10 year period. Of this 10%, only 5% can be 
issued to satisfy awards under the discretionary plans that apply to executives and senior managers only. The current position against 
these limits is shown below. It should be noted that the figures below exclude 3.19% of dilution relating to options granted prior to the 
Company’s flotation in May 2002 and therefore not subject to the ABI guidelines.

 				    Additional dilution during 
				    the 2007 / 2008 financial year  
Limit			   Current dilution level	 (included in the previous column)

10% in ten years				    2.17%	 0.72%
5% in ten years				    1.80%	 0.64%

Shareholding requirement
The Committee requires that all individuals who participate in the Company’s LTIP satisfy a minimum shareholding requirement. The table 
below shows the shareholding requirement for Executive Directors, and their current personal shareholding:

		  Shareholding		  Current actual  
		  requirement	 To be	 shareholding 
Name	 Position	 % of base salary	 achieved by	 % of base salary

Giles Thorley	 Chief Executive	 200%	 August 2009	 159%
Phil Dutton	 Finance Director	 150%	 August 2012	 24%
Jonathan Paveley	 Group Commercial Director	 150%	 August 2009	 27%
Roger Whiteside	 Managing Director – Leased	 150%	 August 2013	 0%
Mike Tye	 Managing Director – Spirit	 150%	 August 2013	 0%

The original target date set in 2004 for achieving shareholding targets was 2009, but for those Directors who have recently joined the Board 
a period of five years from joining has been set. This target is set to encourage Directors to retain shares received from share related incentive 
schemes rather than to create a requirement to make market purchases for cash. The situation will be reviewed following August 2009.

Pension
Policy: lower quartile
Executive Directors are entitled to receive a defined contribution to pension from the Company of between 12% and 12.5% of base salary. 
None of the Executive Directors is accruing benefits under a defined benefit pension plan.

Benefits
Policy: consistent with general market practice
The Company’s policy is to provide Executive Directors with a market competitive level of benefits, including company car or car allowance, 
private medical insurance, lump sum life insurance for death-in-service, and income protection insurance for long term disability.

Total compensation
Policy: upper quartile (but with at least two-thirds of total compensation subject to performance)
The Committee’s policy is that Executive Directors should have the opportunity to earn upper quartile total compensation for upper quartile 
performance. The table below shows total compensation for the Company’s current Executive Directors:

					     Approximate 
				    2007 / 2008	 market upper 
				    total actual	 quartile total 
Name	 Position			   compensation1	 compensation2

Giles Thorley		 Chief Executive		  £632,000	 £1,630,000
Phil Dutton		 Finance Director		  £419,000	 £1,028,000
Jonathan Paveley		 Group Commercial Director		  £339,000	 £990,000
Mike Tye		 Managing Director – Spirit		  £407,000	 £990,000

1 �2007 / 2008 total actual compensation is the sum of: base salary, actual bonus, value of LTIP vested following year-end, Company pension contribution and  
other benefits.

2 �Approximate market upper quartile total compensation is calculated using: base salary, target bonus and approximate fair value of LTI awards made,  
Company pension contribution and other benefits.



Governance continued

www.punchtaverns.com

40

Other remuneration matters
All employee share arrangements
The following table summarises the main features of the Group’s all employee share arrangements and their current status:

Name Status Eligibility Main features

Percentage of  
eligible employees 
participating

SIP Operated during 
2007 / 2008 and  
will be operated  
for 2008 / 2009.

All employees  
of Punch Group 
including the 
Executive Directors.

The Plan provides employees with the opportunity  
of purchasing £1,500 of shares a year out of  
pre-tax salary and the Company providing additional 
matching shares on a 1:1 ratio. These matching  
shares will normally be released three years after  
they have been awarded provided that the associated 
shares purchased by the employee have been retained 
and provided the employee is still employed by a  
group company at this time.

4.7%

SAYE scheme The Plan is in the 
run-off stage with  
no new invitations 
since May 2003.
It is not currently 
intended to operate 
the Plan in the future.

N / A Options are granted over Company shares at a  
discount of up to 20% of the market value on the  
date of grant, which subject to the satisfaction of 
conditions can be exercised after either three or  
five years.

N / A

Directors’ contracts
The policy on termination is that the Group does not make payments beyond its contractual obligations. In addition, Executive Directors  
will be expected to mitigate their loss. The Remuneration Committee ensures that there have been no unjustified payments for failure. 
None of the Executive Directors’ contracts provides for liquidated damages. There are no special provisions contained in any of the 
Executive Directors’ contracts which provide for longer periods of notice on a change of control of the Company. Further, there are no 
special provisions providing for additional compensation on an Executive Director’s cessation of employment with the Group.

					     Potential	 Potential payment 
				    Unexpired term of	 termination	 on change of 
Executive Directors		  Company notice period	 Contract date	 contract (months)	 payment	 control / liquidation

Giles Thorley		  12 months	 17 August 2001	 Rolling contract1	 12 months salary	 Nil
Phil Dutton		  12 months	 24 July 2007	 Rolling contract1	 12 months salary	 Nil
Roger Whiteside		  12 months	 5 October 2008	 Rolling contract1	 12 months salary	 Nil
Jonathan Paveley		  12 months	 3 May 2004	 Rolling contract1	 12 months salary	 Nil
Mike Tye		  12 months	 26 June 2007	 Rolling contract1	 12 months salary	 Nil

1 Contract will continue until terminated by notice either by the Company or the Director.

						      Unexpired term 
				    Company	 Contract	 of contract 
Non-executive Directors				    notice period	 date	  (months)

Peter Cawdron				    12 months	 18 June 2003	 9
Mike Foster				    12 months	 3 May 2002	 9
Ian Fraser				    1 month	 22 Sept 2004	 9
Fritz Ternofsky				    12 months	 3 May 2002	 9
Mark Pain				    1 month	 8 Nov 2007	 24
Tony Rice				    1 month	 16 Jan 2008	 26
Ian Wilson				    1 month	 16 Jan 2008	 26

It should be noted that the fees paid for the services of Mike Foster are paid to a third party.

Report on Directors’ remuneration 
continued
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Non-executive Directors’ fees
Policy: median level fees
All Non-executive Directors have specific terms of engagement and their remuneration is determined by the Board based upon 
recommendations from the Chairman and Chief Executive (or, in the case of the Chairman, is determined by the Remuneration Committee 
based on recommendations from the Senior Independent Non-executive Director and the Chief Executive) within the limits set by the 
Articles of Association and based on the median level of fees payable to peers in the same comparator group as that used for Executive 
Directors’ remuneration. Non-executive Directors cannot participate in any of the Company’s share incentive schemes or performance 
based plans and are not eligible to join any of the Group’s pension schemes.

It is the Board’s policy to take into account the following factors in determining the fees of the Non-executive Directors:

the median level of fees for similar positions in the comparator group; and•	
the time commitment each Non-executive Director makes to the Group (through membership of the Audit, Remuneration and •	
Nomination Committees).

The following table sets out the Non-executive fees for 2007 / 2008 and the fees for 2008 / 2009:

					     2007 / 2008	 2008 / 2009

Basic fee					     £42,000	 £42,000
Senior Independent Non-executive Director					     £45,000	 £45,000
Additional fees for chairing the Audit or Remuneration Committee				    £10,000	 £10,000
Additional fees for chairing the Nominations Committee					     £5,000	 £5,000

The fee paid to Peter Cawdron, Chairman of the Company, for 2008 / 2009 will be £155,000 p.a. (2007 / 2008: £155,000 p.a.).

Total shareholder return performance graph
The graph shows the Company’s performance, measured by total shareholder return (TSR), compared with the FTSE 350 Travel and  
Leisure Index and FTSE 100 Index. The Remuneration Committee considers these to be relevant indices for TSR comparison as the  
Travel and Leisure Index members represent a range of UK quoted leisure companies, and the FTSE 100 is the index of the 100 largest UK 
companies by market capitalisation.

The graph shows the value, at 23 August 2008, of £100 invested in Punch Taverns plc on 24 August 2003, compared with the value  
of £100 invested in the FTSE 350 Travel and Leisure Index and £100 invested in the FTSE 100 Index, for the same period. The other  
points plotted are the values at intervening financial year ends.

The graph shows that at the end of the 2007 / 2008 financial year, a hypothetical £100 invested in Punch Taverns plc on 24 August 2003 
would be worth £100.50, compared with a value of £159 if invested in the FTSE 350 Travel and Leisure Index, and £155 if invested in  
the FTSE 100 Index, for the same period.

A
ug

 2
00

3

A
ug

 2
00

4

A
ug

 2
00

5

A
ug

 2
00

6

A
ug

 2
00

7

A
ug

 2
00

8

£0

£100

£200

£300

£400

£500

– Punch Taverns
– FTSE 350 Travel & Leisure Index
– FTSE 100 Index



Governance continued

www.punchtaverns.com

42

Audited Information
The total of Directors’ emoluments in the year was £2,444,000 (2007: £2,646,000), including pension contributions of £201,000  
(2007: £149,000). The remuneration of the Directors at the end of the year, or from the date of their appointment as Directors if they  
were appointed during the year, was as follows: 

Annual Remuneration
	 Basic salary / fees	 Benefits1	 Bonus2	 Total	 Pension

	 2008	 2007	 2008	 2007	 2008	 2007	 2008	 2007	 2008	 2007 
	 £000	 £000	 £000	 £000	 £000	 £000	 £000	 £000	 £000	 £000

Executive Directors
Giles Thorley	 525	 450	 44	 35	 –	 336	 569	 821	 63	 54	
Phil Dutton3	 330	 23	 29	 –	 –	 –	 359	 23	 40	 –
Jonathan Paveley 	 274	 228	 31	 28	 –	 162	 305	 418	 34	 28	
Mike Tye4	 46	 –	 1	 –	 –	 –	 47	 –	 6	 –
Deborah Kemp5	 212	 –	 29	 –	 –	 –	 241	 –	 28	 –
Non-executive Directors
Ian Fraser	 52	 45	 –	 –	 –	 –	 52	 45	 –	 –
Peter Cawdron	 155	 104	 –	 –	 –	 –	 155	 104	 –	 –	
Mike Foster	 47	 39	 –	 –	 –	 –	 47	 39	 –	 –	
Fritz Ternofsky	 55	 52	 –	 –	 –	 –	 55	 52	 –	 –	
Mark Pain5	 33	 –	 –	 –	 –	 –	 33	 –	 –	 –	
Ian Wilson6	 29	 –	 –	 –	 –	 –	 29	 –	 –	 –
Tony Rice6	 29	 –	 –	 –	 –	 –	 29	 –	 –	 –

Former Directors
Randl Shure7	 16	 39	 –	 –	 –	 –	 16	 39	 –	 –
Robert McDonald8	 42	 257	 4	 21	 –	 229	 46	 507	 –	 31
Andrew Knight9	 244	 138	 16	 6	 –	 74	 260	 218	 30	 17

Total	 2,089	 1,375	 154	 90	 –	 801	 2,243	 2,266	 201	 130

In addition, further payments were made to the following individuals under employment contracts, who had previously been Directors  
of the Company, after they had ceased to be a Director of the Company. 
					    Date of resignation	 £000

Robert McDonald					     17 October 2007	 69
Andrew Knight					     7 July 2008	 32

Pension
Giles Thorley, Phil Dutton, Jonathan Paveley, Deborah Kemp and Mike Tye are entitled to receive a Group contribution into their personal 
pension arrangements representing between 12% and 12.5% of their pensionable salary.

Prior to the demerger of the Spirit Group in 2002, Robert McDonald and Andrew Knight were members of the Spirit Group Pension 
Scheme, a defined benefit salary scheme and the Group contributed 23% of Robert McDonald’s and 13% of Andrew Knight’s pensionable 
salaries into the scheme. Pursuant to the demerger of the Spirit Group, the Group ceased to participate in the scheme on 5 April 2003. 
Their pension entitlements under this scheme are as follows:
					     Change in	 Change in 
	 Accrued annual		  Transfer	 Transfer	 transfer value	 accrued 
	 benefit as at	 Change in	 value at	 value at	 over the year	 benefit 
	 23 August	 accrued benefit	 23 August	 19 August	 less Director’s	 in excess 
	 2008	 over the year	 2008	 2007	 contributions	  of inflation 
	 £000	 £000	 £000	 £000	 £000	 £000

Robert McDonald	 89	 –	 1,630	 1,389	 241	 –
Andrew Knight	 28	 –	 315	 249	 66	 –

1 �Benefits include the following elements; health cover, car, fuel, death in service and income protection.
2 �These figures include the amount of the annual performance related bonus (25%) deferred to buy shares (bonus shares) in line with the Punch Taverns plc Deferred 

Share Bonus Plan approved by shareholders at the AGM on 15 January 2004. Full details of the operation of the Plan are contained in the first part of this Report.
3 �Phil Dutton became an Executive Director on 10 September 2007. Prior to this he served as a Non-executive Director from January 2007.
4 Appointed 7 July 2008.
5 Appointed 8 November 2007.
6 Appointed 6 December 2007.
7 Resigned 16 January 2008.
8 Resigned 17 October 2007.
9 Resigned 7 July 2008.

Report on Directors’ remuneration 
continued
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Directors’ interests in the Group’s share plans
Deferred Share Bonus Plan 
The following table sets out the awards of Deferred Bonus Shares made under this Plan. Full details of the operation of the Plan are set out 
in the first part of this Report.

	 Value of shares conditionally awarded	 Value of shares released

						      Number				    Number 
			   Share price		  Awarded	 as at	 Released	 Market	 Gain on	 as at 
	 Date of	 Date of	 at date of		  during the	 18 August	 during	 price at date	 release	 23 August 
Executive Directors	  award	 release	 grant (£)	 £000	 period	 2007	 the year	 of release (£)	 £000	 2008

Giles Thorley	 17.11.04	 17.11.07	 5.55	 70	 –	 12,589	 12,589	 9.03	 114	 –
	 10.11.05	 10.11.08	 7.46	 48	 –	 6,451	 –	 –	 –	 6,451
 	 13.11.06	 13.11.09	 11.28	 77	 –	 6,815	 –	 –	 –	 6,815
	 12.11.07	 12.11.10	 9.36	 84	 8,966	 –	 –	 –	 –	 8,966

Total						      25,855				    22,232

Jonathan Paveley	 17.11.04	 17.11.07	 5.55	 7	 –	 1,249	 1,249	 9.03	 11	 –
	 10.11.05	 10.11.08	 7.46	 22	 –	 2,895	 –	 –	 –	 2,895
	 13.11.06	 13.11.09	 11.28	 25	 –	 2,232	 –	 –	 –	 2,232
	 12.11.07	 12.11.10	 9.36	 41	 4,333	 –	 –	 –	 –	 4,333

Total						      6,376				    9,460

Deborah Kemp	 17.11.04	 17.11.07	 5.55	 15	 –	 2,690	 2,690	 9.03	 24	 –
	 10.11.05	 10.11.08	 7.46	 8	 –	 1,011	 –	 –	 –	 1,011
	 13.11.06	 13.11.09	 11.28	 10	 –	 907	 –	 –	 –	 907
	 12.11.071	 12.11.10	 9.36	 23	 2,404	 –	 –	 –	 –	 2,404

Total						      4,608				    4,322

1 Only award made whilst a Director of the Company.

Awards of Deferred Bonus Shares will only be released if the Group’s average EPS before non-recurring and exceptional items (tax 
normalised) growth is equal to or exceeds RPI +5% p.a. over the three year holding period from the date of grant and the associated 
Bonus Shares are retained by the Executive Director over this period. Full details of the performance conditions are contained in the first 
part of this Report.
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Long Term Incentive Plan (LTIP)
The following table sets out the grants made under this Plan. Full details of the operation of the Plan are set out in the first part  
of this Report. 

	 Value of shares conditionally awarded	 Value of shares released

			   Share		  Percentage		  Number				    Number 
			   price at		  of salary	 Awarded	 as at	 Released	 Market price	 Gain on	 as at 
	 Date of	 Date of	 date of		  at date	 during	 19 August	 during	 at date of	 release	 23 August 
Executive Directors	 award	 release	 grant (£)	 £000	 of award	 the period	 2007	 the year	 release (£)	 £000	  2008

Giles Thorley	 18.11.04	 17.11.07	 5.55	 466	 133	 –	 84,076	 84,076	 9.03	 759	 –
	 16.11.05	 16.11.08	 7.67	 547	 133	 –	 71,273	 –	 –	 –	 71,273
	 13.11.06	 13.11.09	 11.28	 900	 200	 –	 79,787	 –	 –	 –	 79,787
	 22.01.08	 22.01.11	 5.71	 1,050	 200	 183,727	 –	 –	 –	 –	 183,727

Total							       235,136				    334,787

Phil Dutton	 07.09.07	 07.09.10	 10.31	 350	 100	 33,947	 –	 –	 –	 –	 33,947
	 22.01.08	 22.01.11	 5.71	 700	 200	 122,484	 –	 –	 –	 –	 122,484

Total							       –				    156,431

Jonathan Paveley	 18.11.04	 17.11.07	 5.55	 107	 67	 –	 19,217	 19,217	 9.03	 173	 –
	 16.11.05	 16.11.08	 7.67	 190	 100	 –	 24,772	 –	 –	 –	 24,772
	 13.11.06	 13.11.09	 11.28	 440	 200	 –	 39,007	 –	 –	 –	 39,007
	 22.01.08	 22.01.11	 5.71	 548	 200	 95,888	 –	 –	 –	 –	 95,888

Total							       82,996			   	 159,667

Deborah Kemp	 18.11.04	 17.11.07	 5.55	 58	 50	 –	 10,370	 10,370	 9.03	 94	 –
	 16.11.05	 16.11.08	 7.67	 55	 44	 –	 7,185	 –	 –	 –	 7,185
	 13.11.06	 13.11.09	 11.28	 169	 125	 –	 14,978	 –	 –	 –	 14,978
	 22.01.081	 22.01.11	 5.71	 548	 200	 95,888	 –	 –	 –	 –	 95,888

Total							       32,533			   	 118,051

Mike Tye	 07.07.08	 07.07.11	 2.71	 800	 200	 295,202	 –	 –	 –	 –	 295,202

Total							       –				    295,202

1 Only award made whilst a Director of the Company.

Awards under the LTIP will only be released if the Group’s comparative total shareholder return (‘TSR’) is equal to or greater than the 
median level of performance of the comparator group over the three year holding period from the date of grant at which point 25% of 
the award will be released (30% for grant made in November 2004). Full release of the award will occur for upper quartile performance 
with straight line release between the median and upper quartile positions. Full details of the performance conditions are contained in the 
first part of this Report.

Inland Revenue Approved Share Incentive Plan (SIP)
The SIP is the current all employee share plan operated by the Group. The following table sets out the shares purchased and awarded 
under the Plan in respect of the Executive Directors. Full details of the operation of the Plan are set out in the first part of this Report.

Report on Directors’ remuneration 
continued
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			   Share 
			   price at 
			   date of 
			   purchase of		  Matching			   Partnership				     
			   Partnership	 Partnership	 shares	 Dividend		  or Dividend	 Matching	 Market	 Gain on	  
			   shares and	 shares	 conditionally	 shares	 Number	 shares	 shares	 price at	 release of	 Number 
			   award of	 purchased	 awarded	 acquired	 as at	 released	 released	 date of	 Matching	 as at 
	 Date of	 Date of	 Matching	 during	 during the	 during the	 18 August	 during	 during	 release	 shares	 23 August  
Executive Directors	 award	 release	 shares (£)	 the period	 period	 period	 2007	 the period	 the period	 (£)	 £000	 2008

Giles Thorley	 31.01.05	 31.01.08	 6.64	 –	 –	 –	 5	 5	 –	 6.96	 –	 –
	 27.06.05	 27.06.08	 7.10	 –	 –	 –	 422	 211	 211	 3.10	 1	 –
	 01.07.05	 01.07.08	 7.40	 –	 –	 –	 3	 3	 –	 2.80	 –	 –
	 27.01.06	 27.01.09	 8.97	 –	 –	 –	 8	 –	 –	 –	 –	 8
	 19.06.06	 19.06.09	 8.44	 –	 –	 –	 356	 –	 –	 –	 –	 356
	 30.06.06	 30.06.09	 8.61	 –	 –	 –	 6	 –	 –	 –	 –	 6
	 30.01.07	 30.01.10	 11.45	 –	 –	 –	 11	 –	 –	 –	 –	 11
	 15.06.07	 15.06.10	 13.16	 –	 –	 –	 228	 –	 –	 –	 –	 228
	 29.06.07	 29.06.10	 12.31	 –	 –	 –	 5	 –	 –	 –	 –	 5
	 23.01.08	 23.01.11	 6.37	 –	 –	 26	 –	 –	 –	 –	 –	 26
	 27.06.08	 27.06.11	 3.17	 –	 –	 29	 –	 –	 –	 –	 –	 29
	 30.06.08	 30.06.11	 3.11	 483	 483	 –	 –	 –	 –	 –	 –	 966

Total						      	 1,044					     1,635

Jonathan Paveley	 31.01.05	 31.01.08	 6.64	 –	 –	 –	 5	 5	 –	 6.96	 –	 –
	 27.06.05	 27.06.08	 7.10	 –	 –	 –	 422	 211	 211	 3.10	 1	 –
	 01.07.05	 01.07.08	 7.40	 –	 –	 –	 3	 3	 –	 2.80	 –	 –
	 27.01.06	 27.01.09	 8.97	 –	 –	 –	 8	 –	 –	 –	 –	 8
	 19.06.06	 19.06.09	 8.44	 –	 –	 –	 356	 –	 –	 –	 –	 356
	 30.06.06	 30.06.09	 8.61	 –	 –	 –	 6	 –	 –	 –	 –	 6
	 30.01.07	 30.01.10	 11.45	 –	 –	 –	 11	 –	 –	 –	 –	 11
	 15.06.07	 15.06.10	 13.16	 –	 –	 –	 228	 –	 –	 –	 –	 228
	 29.06.07	 29.06.10	 12.31	 –	 –	 –	 5	 –	 –	 –	 –	 5
	 23.01.08	 23.01.11	 6.37	 –	 –	 26	 –	 –	 –	 –	 –	 26
	 27.06.08	 27.06.11	 3.17	 –	 –	 29	 –	 –	 –	 –	 –	 29
	 30.06.08	 30.06.11	 3.11	 483	 483	 –	 –	 –	 –	 –	 –	 966

Total							       1,044					     1,635

Deborah Kemp	 31.01.05	 31.01.08	 6.64	 –	 –	 –	 5	 5	 –	 6.96	 –	 –
	 27.06.05	 27.06.08	 7.10	 –	 –	 –	 422	 211	 211	 3.10	 1	 –
	 01.07.05	 01.07.08	 7.40	 –	 –	 –	 3	 3	 –	 2.80	 –	 –
	 27.01.06	 27.01.09	 8.97	 –	 –	 –	 8	 –	 –	 –	 –	 8
	 19.06.06	 19.06.09	 8.44	 –	 –	 –	 356	 –	 –	 –	 –	 356
	 30.06.06	 30.06.09	 8.61	 –	 –	 –	 6	 –	 –	 –	 –	 6
	 30.01.07	 30.01.10	 11.45	 –	 –	 –	 11	 –	 –	 –	 –	 11
	 15.06.07	 15.06.10	 13.16	 –	 –	 –	 228	 –	 –	 –	 –	 228
	 29.06.07	 29.06.10	 12.31	 –	 –	 –	 5	 –	 –	 –	 –	 5
	 23.01.08	 23.01.11	 6.37	 –	 –	 26	 –	 –	 –	 –	 –	 26
	 27.06.08	 27.06.11	 3.17	 –	 –	 29	 –	 –	 –	 –	 –	 29
	 30.06.08	 30.06.11	 3.11	 483	 483	 –	 –	 –	 –	 –	 –	 966

Total						      	 1,044					     1,635
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Discretionary Share Plan
The Discretionary Share Plan is a legacy option scheme. The Company does not intend to make any future grants under this Plan.  
The last award under the Plan was made in January 2006.

	 Exercise period

						      Number of	 Number of	 Number		   
						      options at	 options at	 of options	 Number of	  
					     Exercise	 18 August	 23 August	 already	 options not	 Performance 
Executive Directors		  Date of grant	 From	 To	 price (£)	 2007	 2008	 vested	 yet vested	 condition

Giles Thorley		  01.12.01	 27.05.02	 25.05.12	 1.98	 1,251,230	 1,251,230	 1,251,230	 –	 –
		  03.12.01	 27.05.02	 25.05.12	 2.05	 344,780	 344,780	 344,780	 –	 –
		  05.12.02	 05.12.05	 05.12.12	 1.94	 154,639	 154,639	 154,639	 –	 C1
		  02.03.04	 02.03.07	 01.03.14	 5.19	 63,355	 63,355	 63,355	 –	 C2
		  17.11.04	 17.11.07	 17.11.14	 5.51	 42,470	 42,470	 42,470	 –	 C3
		  16.11.05	 16.11.08	 16.11.15	 7.67	 35,637	 35,637	 –	 35,637	 C3

Total						      1,892,111	 1,892,111	 1,856,474	 35,637

Jonathan Paveley		  17.11.04	 17.11.07	 17.11.14	 5.51	 9,707	 9,707	 9,707	 –	 C3
		  16.11.05	 16.11.08	 16.11.15	 7.67	 12,386	 12,386	 –	 12,386	 C3

Total						      22,093	 22,093	 9,707	 12,386

Deborah Kemp		  02.03.04	 02.03.07	 01.03.14	 5.19	 4,918	 4,918	 4,918	 –	 C2
		  17.11.04	 17.11.07	 17.11.14	 5.51	 3,468	 3,468	 3,468	 –	 C3
		  16.11.05	 16.11.08	 16.11.15	 7.67	 3,592	 3,592	 –	 3,592	 C3

Total						      11,978	 11,978	 8,386	 3,592	

No options were granted, lapsed or exercised during the period

Performance conditions for option vesting are shown in the table below:

Reference 	 Condition

C1	 Vests if EPS growth is at least RPI +3% p.a.

C2	 40% of options vest if EPS growth of RPI +12% p.a., 100% vests if EPS growth of RPI +15% p.a.

C3	 40% of options vest if EPS growth of RPI +8% p.a., 100% vests if EPS growth of RPI +12% p.a.

Spirit Value Growth Plan (SVGP)
The Spirit Value Growth Plan is a long term incentive scheme awarded to one individual Executive Director, Mike Tye, in July 2008.  
The SVGP is intended to provide a direct alignment between value growth of the Spirit business and the remuneration of Mike Tye  
to assist in driving the performance of this business and its value to shareholders. Payment of the award, should performance conditions  
be met, is in non-pensionable cash. Full details of the operation of this plan, including an illustration of potential payment from the plan, 
are included in the first part of this Report.

Executive Director Date of award First release date Performance period Potential award

Mike Tye 
 

07.07.08 Beginning of 2011 / 2012 
financial year

Three full financial years 
following date of award

Payment in cash of 7.5% of the 
amount of value growth above  
hurdle rate staggered over two years 
following year end 2010 / 20111

1 The performance hurdle is 6% compound annual growth per annum. 

The share price at the close of business on 23 August 2008 was £2.84, during the period the highest share price was £11.17 and the 
lowest was £1.77. 

Report on Directors’ remuneration 
continued
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The Directors are responsible for preparing the Annual Report and Financial Statements in accordance with applicable United Kingdom law 
and those International Financial Reporting Standards (IFRS) as adopted by the European Union.

The Directors are required to prepare financial statements for each financial period which fairly present the financial position of the 
Company and of the Group and the financial performance and cash flows of the Company and of the Group for that period. In preparing 
those financial statements, the Directors are required to:

select suitable accounting policies and then apply them consistently;•	
present information, including accounting policies, in a manner that provides relevant, reliable, comparable and understandable information; •	
provide additional disclosures when compliance with specific requirements in IFRS is insufficient to enable users to understand the impact •	
of particular transactions, other events and conditions on the entity’s financial position and financial performance; and 
state that the Group has complied with IFRS, subject to any material departures disclosed and explained in the financial statements.•	

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the financial 
position of the Group and enable them to ensure that the financial statements comply with the Companies Act 1985 and Article 4 of the 
IAS Regulation. They are also responsible for safeguarding the assets of the Group and hence for taking reasonable steps for the prevention 
and detection of fraud and other irregularities.

Directors’ responsibility statement
The Directors confirm to the best of their knowledge:

a) �the financial statements prepared in accordance with IFRS, as adopted by the European Union, give a true and fair view of the assets, 
liabilities, financial position and profit of the Company and the Group; and

b) �the management report includes a fair review of the development and performance of the business and the position of the Company 
and the Group, together with a description of the principal risks and uncertainties faced.

On behalf of the Board

Giles Thorley	 Phil Dutton
Chief Executive	 Finance Director
3 November 2008	 3 November 2008

Statement of Directors’ responsibilities 
in relation to the financial statements
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Financial statements

	 	53 weeks to 23 August 2008			  52 weeks to 18 August 2007

		  Before	 Exceptional		  Before	 Exceptional
		  exceptional	 items		  exceptional	 items 
		  items	 (note 6)	 Total	 items 	 (note 6)	 Total
	 Notes 	 £m	 £m	 £m	 £m	 £m	 £m

Revenue	 2	 1,560.6	 –	 1,560.6	 1,704.9	 –	 1,704.9
Operating costs before depreciation  
and amortisation		  (940.3)	 (16.7)	 (957.0)	 (1,042.9)	 (20.3)	 (1,063.2)
Share of post-tax profit from joint ventures		  3.1	 –	 3.1	 1.6	 –	 1.6

EBITDA1	 2	 623.4	 (16.7)	 606.7	 663.6	 (20.3)	 643.3
Depreciation, amortisation and impairment		  (62.5)	 (294.7)	 (357.2)	 (56.5)	 –	 (56.5)

Operating profit	 3	 560.9	 (311.4)	 249.5	 607.1	 (20.3)	 586.8
Profit on sale of non-current assets		  0.4	 –	 0.4	 3.0	 –	 3.0
Finance income	 4	 18.9	 –	 18.9	 20.2	 –	 20.2
Finance costs	 5	 (317.9)	 –	 (317.9)	 (348.6)	 (10.9)	 (359.5)
Movement in fair value  
of interest rate swaps	 6	 –	 (31.1)	 (31.1)	 –	 54.2	 54.2

Profit / (loss) before taxation		  262.3	 (342.5)	 (80.2)	 281.7	 23.0	 304.7
UK income tax (charge) / credit	 8	 (48.8)	 64.3	 15.5	 (57.7)	 31.4	 (26.3)

Profit / (loss) for the financial period 
attributable to equity shareholders		  213.5	 (278.2)	 (64.7)	 224.0	 54.4	 278.4

Earnings / (loss) per share	 9
Basic (pence)		  80.2		  (24.3)	 84.4		  104.9
Diluted (pence)		  79.5		  (24.2)	 82.6		  101.2

Dividend per share paid or proposed 
in respect of the period (pence)	 10			   5.5			   15.3
Total dividend paid or proposed 
in respect of the period (£m)	 10			   14.6			   40.7

1 �EBITDA represents earnings before depreciation, amortisation and impairment, profit on sale of non-current assets, finance income, finance costs, movement  
in fair value of interest rate swaps and UK income tax.

Consolidated income statement
for the 53 weeks ended 23 August 2008
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					     53 weeks to	 52 weeks to
					     23 August	 18 August
					     2008	 2007
				    Notes 	 £m	 £m

Income and expense recognised directly in equity:
Actuarial (losses) / gains on defined benefit pension schemes			   32	 (20.1)	 26.1
(Losses) / gains on cash flow hedges					     (64.0)	 34.0
Transfers from / (to) the income statement on cash flow hedges				    2.4	 (1.9)
Tax on equity component of convertible bonds				    8	 –	 9.0
Tax credit related to indexation on revalued properties				    8	 8.4	 15.3
Tax on items taken directly to equity				    8	 33.1	 (17.5)

Net (loss) / gain recognised directly in equity					     (40.2)	 65.0
(Loss) / profit attributable to shareholders					     (64.7)	 278.4

Total recognised (losses) / income for the period attributable to equity shareholders	 	 (104.9)	 343.4

Consolidated statement of 
recognised income and expense
for the 53 weeks ended 23 August 2008
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				    	 23 August	 18 August
					     2008	 2007
				    Notes 	 £m	 £m

Assets
Non-current assets
Property, plant and equipment				    11	 6,274.7	 6,495.5
Operating leases				    12	 124.2	 151.5
Goodwill				    12	 556.2	 556.2
Other intangible assets				    12	 7.1	 5.8
Retirement benefit assets				    32	 11.3	 10.4
Deferred tax assets				    16	 99.6	 123.7
Investments in joint ventures				    35	 41.2	 38.1
Other investments					     –	 3.5
Derivative financial instruments				    22	 1.4	 16.1

					     7,115.7	 7,400.8
Current assets
Inventories				    17	 8.5	 7.9
Trade and other receivables				    15	 82.8	 101.8
Current income tax receivables					     –	 37.5
Cash deposits used as security for loan notes				    18	 14.4	 14.7
Cash and cash equivalents				    18	 321.2	 267.7

					     426.9	 429.6
Non-current assets classified as held for sale				    19	 20.1	 8.2

Total assets					     7,562.7	 7,838.6

Liabilities
Current liabilities
Trade and other payables				    20	 (351.4)	 (364.5)
Short term borrowings				    21	 (62.7)	 (62.2)
Current income tax liabilities					     (5.0)	 –
Provisions				    23	 (13.4)	 (18.1)

					     (432.5)	 (444.8)
Non-current liabilities
Borrowings				    21	 (4,681.7)	 (4,771.1)
Convertible bonds				    21	 (264.8)	 (253.1)
Derivative financial instruments				    22	 (181.1)	 (113.0)
Deferred tax liabilities				    16	 (366.6)	 (467.7)
Retirement benefit obligations				    32	 (6.2)	 (3.7)
Provisions				    23	 (35.2)	 (41.7)
Other liabilities				    24	 (1.7)	 (6.6)

					      (5,537.3)	 (5,656.9)

Total liabilities					     (5,969.8)	 (6,101.7)

Net assets					     1,592.9	 1,736.9

Shareholders’ equity
Called up share capital				    25	 0.1	 0.1
Share premium				    27	 455.0	 454.7
Equity component of convertible bonds				    28	 30.0	 30.0
Hedge reserve				    28	 (57.4)	 (15.2)
Share-based payment reserve				    28	 8.7	 6.3
Retained earnings				    27	 1,156.5	 1,261.0

Total shareholders’ equity				    	 1,592.9	 1,736.9

On behalf of the Board

Giles Thorley	 Phil Dutton
3 November 2008	 3 November 2008

Consolidated balance sheet
at 23 August 2008
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					     53 weeks to	 52 weeks to
					     23 August	 18 August
				    	 2008	 2007
				    Notes 	 £m 	 £m

Cash flows from operating activities
Operating profit				    	 249.5	 586.8
Depreciation and amortisation					     62.5	 56.5
Impairment					     294.7	 –
Share-based payment expense recognised in profit					     2.4	 2.0
(Increase) / decrease in inventories					     (0.6)	 4.5
Decrease in trade and other receivables				    	 19.2	 11.0
Decrease in trade and other payables					     (11.9)	 (76.0)
Difference between pension contributions paid and amounts recognised in the income statement		  (13.4)	 (2.7)
Decrease in provisions and other liabilities				    	 (12.9)	 (32.6)
Share of post-tax profit from joint ventures					     (3.1)	 (1.6)

Cash generated from operations					     586.4	 547.9
Income tax received / (paid)					     21.4	 (18.6)

Net cash from operating activities				    	 607.8	 529.3

Cash flows from investing activities
Acquisition of subsidiary, net of cash acquired				    30	 –	 (21.1)
Purchase of property, plant and equipment
– acquisitions					     (24.4)	 (81.0)
– investments					     (133.1)	 (202.1)
Proceeds from sale of property, plant and equipment					     30.2	 369.9
Proceeds from sale of operating leases				    	 0.8	 1.9
Proceeds from sale of other non-current assets					     0.7	 32.8
Purchase of other intangible assets				    	 (3.4)	 –
Investment in joint venture					     –	 (36.5)
Proceeds from sale of other investments					     3.5	 –

Net cash (used in) / generated from investing activities	 			   (125.7)	 63.9

Cash flows from financing activities
Net proceeds from issue of ordinary share capital				    25	 0.3	 2.3
Proceeds from issue of new loans and borrowings					     –	 1,255.0
Issue costs paid					     –	 (6.7)
Net proceeds on redemption of derivative financial instruments				    0.6	 5.8
Repayment of borrowings					     (74.9)	 (1,745.9)
Interest paid					     (322.4)	 (347.5)
Interest received					     13.6	 19.6
Repayments of obligations under finance leases				    	 (3.0)	 (6.9)
Interest element of finance lease rental payments				    	 (1.3)	 (1.6)
Costs of terminating financing arrangements1					     –	 (25.7)
Decrease in cash deposits used as security for loan notes					     0.3	 1.1
Dividends paid				    10	 (41.8)	 (37.4)

Net cash used in financing activities					     (428.6)	 (887.9)

Net increase / (decrease) in cash and cash equivalents	 				    53.5	 (294.7)
Cash and cash equivalents at beginning of period					     267.7	 562.4

Cash and cash equivalents at end of period					     321.2	 267.7

1 �In the prior period, costs of terminating financing arrangements represents premiums paid to redeem secured loan notes and break costs incurred to cancel swap 
arrangements associated with these loans on the prepayment of the Avebury securitisation on 21 May 2007.

Consolidated cash flow statement
for the 53 weeks ended 23 August 2008
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					     23 August	 18 August
				    	 2008	 2007
				    Notes 	 £m	 £m

Assets
Non-current assets
Investments in subsidiary undertakings				    14	 3,310.4	 3,308.0
Receivables				    15	 1,499.8	 1,410.6
Derivative financial instruments				    22	 –	 0.8
Deferred tax assets				    16	 –	 0.2

				    	 4,810.2	 4,719.6
Current assets
Receivables				    15	 29.9	 61.2
Cash deposits used as security for loan notes				    18	 14.4	 14.7
Cash and cash equivalents				    18	 17.9	 6.5

					     62.2	 82.4

Total assets					     4,872.4	 4,802.0

Liabilities
Current liabilities
Other payables				    20	 (47.3)	 (96.9)
Interest-bearing loans and borrowings				    21	 (14.4)	 (14.7)

					     (61.7)	 (111.6)
Non-current liabilities
Interest-bearing loans and borrowings				    21	 –	 (43.1)
Derivative financial instruments				    22	 –	 (0.8)
Other liabilities				    24	 (4,015.9)	 (3,911.9)
Deferred tax liabilities				    16	 –	 (0.2)

					     (4,015.9)	 (3,956.0)

Total liabilities				    	 (4,077.6)	 (4,067.6)

Net assets				    	 794.8	 734.4

Shareholders’ equity
Called up share capital				    25	 0.1	 0.1
Share premium				    27	 455.0	 454.7
Hedge reserve				    28	 –	 –
Share-based payment reserve				    28	 8.7	 6.3
Retained earnings				    27	 331.0	 273.3

Total shareholders’ equity					     794.8	 734.4

On behalf of the Board

Giles Thorley	 Phil Dutton
3 November 2008	 3 November 2008

Company balance sheet
at 23 August 2008
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					     53 weeks to 	 52 weeks to
				    	 23 August	 18 August
					     2008	 2007
					     £m	 £m

Income and expense recognised directly in equity:
Loss on cash flow hedges					     (0.1)	 (4.7)
Transfers to the income statement on cash flow hedges	 				    0.1	 (1.0)
Tax on items taken directly to equity					     –	 1.7

Net loss recognised directly in equity					     –	 (4.0)
Profit attributable to shareholders				    	 99.5	 39.5

Total recognised income for the period attributable to equity shareholders			   99.5	 35.5

Company income statement
for the 53 weeks ended 23 August 2008

As permitted by section 230 of the Companies Act 1985, the Company’s income statement has not been included in these  
financial statements. The Company’s profit for the financial year was £99.5m (August 2007: £39.5m).

Company statement of 
recognised income and expense
for the 53 weeks ended 23 August 2008
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					     53 weeks to	 52 weeks to
					     23 August	 18 August
					     2008	 2007
				    Notes 	 £m	 £m

Cash flows from operating activities
Operating (loss) / profit					     (1.6)	 1.2
Decrease in receivables				    	 0.7	 0.1
(Decrease) / increase in other payables					     (4.1)	 1.1

Cash (outflow) / inflow from operations					     (5.0)	 2.4
Income tax paid					     –	 –

Net cash flow from operating activities				    	 (5.0)	 2.4

Net cash used in investing activities					     –	 –

Cash flows from financing activities
Net proceeds from issue of ordinary share capital				    25	 0.3	 2.3
Proceeds from issue of new loans and borrowings					     –	 430.0
Net proceeds from issue of derivative financial instruments					     –	 18.5
Net costs from redemption of derivative financial instruments				    –	 (12.5)
Repayment of borrowings					     (43.4)	 (1,007.5)
Interest paid					     (0.7)	 (37.1)
Interest received					     0.7	 2.1
Decrease in cash deposits used as security for loan notes					     0.3	 –
Net intercompany transfers					     101.0	 615.3
Dividends paid				    10	 (41.8)	 (37.4)

Net cash generated from / (used in) financing activities	 			   16.4	 (26.3)

Net increase / (decrease) in cash and cash equivalents				    	 11.4	 (23.9)
Cash and cash equivalents at beginning of period					     6.5	 30.4

Cash and cash equivalents at end of period					     17.9	 6.5

Company cash flow statement
for the 53 weeks ended 23 August 2008
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1 Accounting policies

Basis of preparation
The consolidated financial statements presented in this document have been prepared in accordance with IFRS as adopted by the  
European Union. The Company’s financial statements have been prepared in accordance with IFRS as adopted by the European Union  
and as applied in accordance with the provisions of the Companies Act 1985. The Company has taken advantage of the exemption 
provided under s230 of the Companies Act 1985 not to publish its individual income statement and related notes.

The financial statements are prepared under the historical cost convention, as modified by the revaluation of derivative financial 
instruments to fair value, and in accordance with those parts of the Companies Act 1985 applicable to companies reporting under IFRS  
as adopted by the European Union. New standards and interpretations issued by the International Accounting Standards Board (IASB)  
and the International Financial Reporting Interpretations Committee (IFRIC), becoming effective during the year, have not had a material 
impact on the Group’s financial statements.

The Group and Company financial statements are presented in sterling and all values are rounded to the nearest hundred thousand 
pounds, except where indicated.

New standards, interpretations and amendments to existing standards
The IASB and IFRIC have issued the following standards, interpretations and amendments:

Effective for the Group and the Company in these financial statements:
Amendment to IAS 1 ‘Capital Disclosure’•	
IFRS 7 ‘Financial Instruments: Disclosure’•	
IFRIC 10 ‘Interim Financial Reporting and Impairment’•	
IFRIC 11 ‘Group and Treasury Share Transactions’•	

The above new standards, interpretations and amendments to published standards have had no material impact on the results or the 
financial position of the Group or the Company for the 53 weeks ended 23 August 2008.

Effective for the Group and the Company for future periods (effective dates are financial periods beginning on or after these dates):
IFRIC 12 ‘Service Concession Arrangements’ – effective from 1 January 2008•	
IFRIC 13 ‘Customer Loyalty Programmes’ – effective from 1 July 2008•	
IFRIC 14 ‘The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction’ – effective from 1 January 2008•	
IFRS 8 ‘Operating Segments’ – effective from 1 January 2009•	
Amendment to IFRS 1 ‘First-time Adoption’ – effective from 1 January 2009•	
Amendment to IFRS 2 ‘Share-based Payment’ – effective from 1 January 2009•	
Revised IFRS 3 ‘Business Combinations’ – effective from 1 July 2009•	
Revised IAS 1 ‘Presentation of Financial Statements’ – effective from 1 January 2009•	
Amendment to IAS 23 ‘Borrowing Costs’ – effective from 1 January 2009•	
Revised IAS 27 ‘Consolidated and Separate Financial Statements’ – effective from 1 January 2009•	
Amendment to IAS 32 ‘Financial Instruments: Presentation’ – effective from 1 January 2009•	

The new standards, interpretations and amendments to published standards that have an effective date of after these financial statements 
have not been adopted early by the Group and the Directors do not anticipate that the adoption of these standards and interpretations  
will have a material impact on the Group’s reported income or net assets in the period of adoption. 

Basis of consolidation
Consolidated financial statements comprise the financial statements of the parent company (Punch Taverns plc) and all of its subsidiaries. 

The Group’s interests in its joint ventures are incorporated in the financial statements using the equity method of accounting.

Subsidiaries are consolidated from the date on which control is transferred to the Group and cease to be consolidated from the date on 
which control is transferred out of the Group. Investments in subsidiaries are carried at cost less any impairment in value in the financial 
statements of the Company. Investments in joint ventures are carried at cost plus post-acquisition changes in the Group’s share of 
accumulated profits less distributions received and less any impairment in value.

All intra-group balances and transactions, including unrealised profits arising from intra-group transactions, are eliminated in full.  
Unrealised losses are eliminated unless the transaction provides evidence of an impairment of the asset transferred.

Notes to the financial statements
for the 53 weeks ended 23 August 2008
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1 Accounting policies continued

Goodwill
Goodwill on acquisition is initially measured at cost, being the excess of the cost of the business combination over the fair value of the 
Group’s share of the identifiable assets, liabilities and contingent liabilities. Following initial recognition, goodwill is measured at cost  
less any accumulated impairment losses. Where assets are transferred between segments, the goodwill attributable to these assets is  
also transferred.

Goodwill carried in the balance sheet is not amortised. Goodwill is reviewed for impairment annually or more frequently if events  
or changes in circumstances indicate that the carrying value may be impaired. 

If the cost of acquisition is less than the fair value of the net identifiable assets, liabilities and contingent liabilities of the subsidiary  
acquired, the gain is recognised immediately in the income statement.

Operating leases and other intangible assets
Operating leases and other intangible assets are capitalised at cost. Amortisation is charged to the income statement on a straight-line  
basis over the estimated useful lives of intangible assets. The estimated useful lives are as follows:

Operating leases
Over the term of the lease

Software
3 to 10 years

Payments made on entering into or acquiring operating leases are accounted for as intangible assets and amortised over the lease term  
on a straight-line basis.

Property, plant and equipment
Properties held at 22 August 2004, the date of transition to IFRS, were revalued at that date and this revaluation is the deemed cost  
under IFRS.

Landlord’s fixtures and fittings include removable items, which are generally regarded as within landlord ownership. These are depreciated 
in accordance with the policy detailed below.

Property, plant and equipment assets are carried at cost or deemed cost less accumulated depreciation and any recognised impairment 
in value. Depreciation is provided to write off the cost of property, plant and equipment, less estimated residual values, by equal annual 
instalments as follows:

Licensed properties, unlicensed properties and owner-occupied properties
50 years or the life of the lease if shorter

Landlord’s fixtures and fittings, office furniture and fittings and motor vehicles
5 to 15 years

Information technology equipment
3 years

Freehold land is not depreciated.

An annual assessment of residual values is performed and there is no depreciable amount if residual values are the same as, or more  
than, book value. Residual values are based on the estimated amount which would be currently obtainable from disposal of the asset  
net of disposal costs if the asset were already of the age and condition expected at the end of its useful life.
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1 Accounting policies continued

Impairment 
Assets that have an indefinite useful life are not subject to amortisation and are tested annually for impairment and if events or changes  
in circumstances indicate that the carrying amount may not be recoverable. Assets that are subject to depreciation or amortisation  
are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable.  
A review for indicators of impairment is performed annually. An impairment loss is recognised for the amount by which the asset’s carrying 
amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use.  
Any impairment charge is recognised in the income statement in the year in which it occurs. When an impairment loss, other than an 
impairment loss on goodwill, subsequently reverses due to a change in the original estimate, the carrying amount of the asset is increased  
to the revised estimate of its recoverable amount, up to the carrying amount that would have resulted, net of depreciation, had no 
impairment loss been recognised for the asset in prior years.

Provisions
Provisions are recognised when the Group has a present legal or constructive obligation to transfer economic resources as a result  
of past events.

Provisions are measured at management’s best estimate of the expenditure required to settle the present obligation at the balance sheet 
date. Provisions are discounted if the effect of the time value of money is material. The discount rate used to determine the present  
value reflects current market assessments of the time value of money and the risks specific to the liability.

Borrowings
All loans and borrowings are initially recognised at the fair value of the consideration received net of issue costs associated with  
the borrowings. 

After initial recognition, interest bearing loans and borrowings are subsequently measured at amortised cost using the effective interest  
rate method. Amortised cost is calculated taking account of any issue costs, and any discounts or premiums on settlement.

Gains and losses are recognised in the income statement when the liabilities are derecognised, as well as through the amortisation process.

Equity instruments
Equity instruments issued by the Company are recorded at the fair value of the proceeds, net of direct issue costs.

Convertible bonds
On issue, the debt and equity components of convertible bonds are separated and recorded at fair value net of issue costs. The fair value  
of the debt component is estimated using the prevailing market interest rate for similar non-convertible debt. This amount is classified  
as a liability and measured on an amortised cost basis until extinguished on conversion or maturity of the bonds. The remainder of the 
proceeds is allocated to the conversion option and is recognised in equity, net of income tax effects. The carrying amount of the equity 
component is not re-measured in subsequent years.

Taxation
Income tax expense comprises both the income tax payable, based on taxable profits for the year, and deferred tax.

Deferred tax is provided on all temporary differences at the balance sheet date between the tax bases of assets and liabilities and their 
carrying amounts except where the deferred tax liability arises from the initial recognition of goodwill or where the deferred tax asset or 
liability arises on an asset or liability in a transaction which is not a business combination that at the time of the transaction affects neither 
accounting nor taxable profit or loss. Deferred tax assets are recognised for all deductible temporary differences, carry-forward of unused 
tax assets and unused tax losses, to the extent that it is probable that taxable profit will be available against which the deductible 
temporary differences, carry-forward of unused tax assets and unused tax losses, can be utilised.

Deferred tax is calculated using tax rates that are expected to apply in the period when the liability is settled or the asset is realised, based 
on tax rates (and tax laws) that have been enacted or substantively enacted at the balance sheet date. Movements in deferred tax are 
charged or credited in the income statement, except where they relate to items charged or credited directly to equity, in which case the 
deferred tax is also dealt with in equity.

For properties acquired as part of a business combination, movements in the deferred tax liability resulting from indexation allowance are 
taken to the income statement until the tax base cost plus indexation allowance reaches the fair value on acquisition, and directly to equity 
thereafter for historic revaluation surpluses.

Deferred tax balances are not discounted.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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1 Accounting policies continued

Leasing 
Leases of property, plant and equipment, where the Group has substantially all the risks and rewards of ownership, are classified as finance 
leases. Finance leases are capitalised at the inception of the lease at the fair value of the leased asset or, if lower, the present value of the 
minimum lease payments. A corresponding liability is included in the balance sheet as a finance lease obligation. Lease payments are 
apportioned between the finance charges and reduction of the lease liability so as to achieve a constant rate of interest on the remaining 
balance of the liability. Finance charges are charged directly against income.

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset or the lease term.

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are classified as operating leases.  
Operating lease payments are recognised as an expense in the income statement on a straight-line basis over the lease term.

Payments made on entering into or acquiring operating leases are accounted for as intangible assets and amortised over the lease term  
on a straight-line basis.

Pensions
The Group operates a number of defined benefit schemes which require contributions to be made to separately administered funds.  
The asset or liability recognised in the balance sheet in respect of the Group’s defined benefit arrangements is the difference between the 
fair value of scheme assets and the present value of scheme liabilities. Defined benefit scheme assets are only recognised to the extent 
that they are recoverable by the Group. The cost of providing benefits under the plans is determined separately for each plan using the 
projected unit credit actuarial method. The current service cost is charged to operating profit. The interest cost and the expected return  
on assets are shown as a net amount within finance income or finance expense. The cumulative net deficits on these defined benefit 
pension schemes have been recognised in full in equity at the date of transition to IFRS and subsequent actuarial gains and losses are 
recognised in full as they occur in the statement of recognised income and expense. 

The Group also contributes to money purchase pension plans for employees. Contributions are charged to the income statement as they 
become payable.

Accounting for derivative financial instruments and hedging activities 
The Group uses derivative financial instruments such as interest rate swaps to hedge its risk associated with interest rate fluctuations.  
Such derivative financial instruments are initially accounted for and subsequently re-measured to fair value. The fair value of the interest 
rate swap contracts is determined by reference to market values for similar instruments. 

The method of recognising the resulting gain or loss depends on whether the derivative is designated as a hedging instrument, and if so, the 
nature of the item being hedged. For the purposes of hedge accounting, hedges are classified as either fair value hedges when they hedge  
the exposure to changes in the fair value of a recognised asset or liability, or cash flow hedges where they hedge exposure to variability  
in forecast transactions.

The Group documents at the inception of the transaction the relationship between the hedging instruments and the hedged items, as 
well as its risk management objective and strategy for undertaking various hedge transactions. The Group also documents its assessment, 
both at hedge inception and on an ongoing basis, of whether the derivatives that are used in hedging transactions are highly effective in 
offsetting changes in fair values or cash flows of hedged items.

Cash flow hedges
The effective portion of changes in the fair value of derivatives that are designated as and qualify as cash flow hedges are recognised in 
equity. The gain or loss relating to the ineffective portion is recognised immediately in the income statement.

Amounts accumulated in equity are recycled within finance costs in the income statement in the periods when the hedged item will affect 
profit or loss. 

Hedge accounting is discontinued when the hedging instrument expires or is sold, terminated or exercised or no longer qualifies for hedge 
accounting. At that point in time, any cumulative gain or loss on the hedging instrument recognised in equity is kept in equity until the 
forecasted transaction occurs. If a hedged transaction is no longer expected to occur, the net cumulative gain or loss recognised in equity  
is transferred to the income statement immediately. The replacement or rollover of a hedging instrument into another hedging instrument 
is not an expiry, sale or termination where such replacement or rollover is part of the documented hedging strategy.

Derivatives that do not qualify for hedge accounting
Changes in fair value of any derivative financial instruments that do not qualify for hedge accounting are recognised immediately in the 
income statement. 
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1 Accounting policies continued

Financial guarantee contracts
Financial guarantee contracts are initially recognised at fair value. Subsequent movements in fair values are recognised in the 
income statement.

Share-based payment transactions
A number of employees of the Group (including Directors) receive an element of remuneration in the form of share-based payment 
transactions, whereby employees render services in exchange for shares or rights over shares (‘equity-settled transactions’).

Equity settled transactions are measured at fair value at the date of grant. The fair value of transactions involving the granting of shares  
is determined by the share price at the date of grant. The fair value of transactions involving the granting of share options is calculated by 
an external valuer based on a binomial model, a beta model or the Black-Scholes model, dependent upon the most appropriate valuation 
model for the individual scheme. In valuing equity-settled transactions, no account is taken of any performance conditions, other than 
conditions linked to the price of the shares of Punch Taverns plc (‘market conditions’).

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, on a straight-line basis over the 
vesting period based on the Group’s estimate of how many of the awards will eventually vest. No expense is recognised for awards that  
do not ultimately vest, except for awards where vesting is conditional upon a market condition, which are treated as vesting irrespective  
of whether or not the market condition is satisfied, provided that all other performance conditions are satisfied.

Where the terms of an equity-settled award are modified, as a minimum, an expense is recognised as if the terms had not been modified. 
In addition, an expense is recognised for any increase in the value of the transaction as a result of the modification, as measured at the date 
of the modification.

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of cancellation and any expense not yet recognised 
for the award is recognised immediately. However, if a new award is substituted for the cancelled award, and designated as a replacement 
award on the date that it is granted, the cancelled and new awards are treated as if they were a modification to the original award, as 
described in the previous paragraph. The dilutive effect of outstanding options is reflected as additional share dilution in the computation 
of earnings per share.

Revenue
Revenue is measured at the fair value of the consideration received or receivable and represents amounts receivable for goods and services 
provided in the normal course of business, net of discounts and VAT. All operations take place solely in the United Kingdom.

Drink and food sales 
Revenue in respect of drink and food sales is recognised at the point at which the goods are provided, net of any discounts or volume 
rebates allowed.

Rents receivable 
Rents receivable are recognised on a straight-line basis over the lease term. 

Machine income
The Group’s share of net machine income is recognised in the period to which it relates. 

Trade and other receivables
Trade receivables are recognised and carried at original invoice amount less an allowance for any uncollectible amount. An estimate for 
doubtful debts is made when collection of the full amount is no longer probable. Receivables are written off against the doubtful debt 
provision when management deems the debt to be no longer recoverable.

Cash and cash equivalents
Cash and cash equivalents in the balance sheet comprise cash at bank and in hand and short term deposits with an original maturity  
of three months or less.

Cash deposits held as security for the benefit of note holders are not classified as cash and cash equivalents.

Inventories
Inventories are valued at the lower of cost (calculated on a first in – first out basis) and net realisable value.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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1 Accounting policies continued

Non-current assets held for sale
Non-current assets classified as held for sale are measured at the lower of carrying amount and fair value less costs to sell and are  
not depreciated.

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be recovered through a sale transaction 
rather than through continuing use. This condition is regarded as met only when the sale is highly probable and the asset is available for 
immediate sale in its present condition. Management must be committed to the sale and completion should be expected within one year 
from the date of classification.

Dividend distribution
Final dividends are recognised as a liability in the Group’s and the Company’s financial statements in the period in which the dividends  
are approved by the Company’s shareholders. Interim dividends are recognised when they are paid.

Exceptional items
In order to provide a trend measure of underlying performance, profit is presented excluding items which management consider will  
distort comparability, either due to their significant non-recurring nature or as a result of specific accounting treatments. Further detail  
of the nature of exceptional costs is included in note 6.

Significant accounting estimates and judgements
The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts  
of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts  
of revenues and expenses during the reporting period. 

On an ongoing basis, management evaluates its estimates and judgements including those relating to income taxes, deferred tax,  
financial instruments, property, plant and equipment, goodwill, intangible assets, valuations, provisions and post-employment benefits.

Management bases its estimates and judgements on historical experience and on various other factors that are believed to be reasonable 
under the circumstances, the results of which form the basis for making judgements about the carrying value of assets and liabilities that 
are not readily available from other sources. Actual results may differ from these estimates under different assumptions and conditions.

The estimates and judgements that have a significant effect on the amounts recognised in the financial statements are detailed below.

Goodwill impairment
The Group assesses whether goodwill is impaired on at least an annual basis. The recoverable amounts of the cash generating units  
(CGUs) to which goodwill has been allocated is determined based on value-in-use calculations. These calculations require assumptions  
to be made regarding future cash flows and the choice of a suitable discount rate in order to calculate the present value of those cash 
flows. These assumptions are disclosed in note 13. Actual outcomes could vary from these estimates.

Impairment of property, plant and equipment
Property, plant and equipment is reviewed for impairment if circumstances suggest that the carrying amount may not be recoverable. 
Recoverable amounts are determined based on value-in-use calculations. These calculations require assumptions to be made regarding 
future cash flows and the choice of a suitable discount rate in order to calculate the present value of those cash flows. These assumptions 
are disclosed in note 13. Actual outcomes could vary from these estimates.

Post-employment benefits
The present value of defined benefit pension liabilities are determined on an actuarial basis and depend on a number of actuarial 
assumptions which are disclosed in note 32. Any change in these assumptions could impact the carrying amounts of pension liabilities.

Authorisation of financial statements
The Group’s and Company’s financial statements of Punch Taverns plc (the ‘Company’) for the period ended 23 August 2008 were 
authorised for issue by the Board of Directors on 3 November 2008 and the balance sheets were signed on the Board’s behalf by  
Giles Thorley and Phil Dutton.

Corporate information
Punch Taverns plc is a public limited company incorporated and domiciled in England. The Company’s shares are listed on the  
London Stock Exchange.
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2 Segmental analysis

The primary segmental reporting format is determined to be business segments as the Group’s risks and rates of return are affected 
predominantly by differences in the products and services provided. 

The Group operates in two business segments; a leased estate and a managed estate. Between 19 August 2007 and 23 August 2008,  
20 pubs with a fair value of £14.1m have transferred from the managed to the leased estate. 

The Group operates solely in the United Kingdom and therefore has only one geographical segment.

				    53 weeks to 23 August 2008

		  	 Leased	 Managed	 Unallocated	 Total
			   £m	 £m	 £m	 £m

Drink revenue			   574.3	 395.4	 –	 969.7
Food revenue			   –	 268.5	 –	 268.5
Rental income			   252.3	 –	 –	 252.3
Other revenue			   31.3	 38.8	 –	 70.1

Revenue			   857.9	 702.7	 –	 1,560.6
Operating costs1			   (367.8)	 (572.5)	 –	 (940.3)
Share of post-tax profit from joint ventures			   –	 –	 3.1	 3.1

EBITDA1			   490.1	 130.2	 3.1	 623.4
Depreciation and amortisation			   (20.7)	 (41.8)	 –	 (62.5)

Operating profit before exceptional items			   469.4	 88.4	 3.1	 560.9
Exceptional items		  	 (154.8)	 (139.9)	 (16.7)	 (311.4)

Operating profit / (loss)			   314.6	 (51.5)	 (13.6)	 249.5
(Loss) / profit on sale of non-current assets			   (3.0)	 3.4	 –	 0.4

Segment result			   311.6	 (48.1)	 (13.6)	 249.9
Profit on disposal of subsidiaries and joint ventures			   –	 –	 –	 –
Net finance costs			   –	 –	 (299.0)	 (299.0)
Movement in fair value of interest rate swaps			   –	 –	 (31.1)	 (31.1)
UK income tax credit			   –	 –	 15.5	 15.5

Profit / (loss) attributable to equity shareholders		  	 311.6	 (48.1)	 (328.2)	 (64.7)

1 Pre exceptional items.
				    52 weeks to 18 August 2007

			   Leased	 Managed	 Unallocated	 Total
			   £m	 £m	 £m	 £m

Drink revenue			   577.3	 519.4	 –	 1,096.7
Food revenue			   –	 285.5	 –	 285.5
Rental income			   235.7	 –	 –	 235.7
Other revenue			   32.1	 54.9	 –	 87.0

Revenue			   845.1	 859.8	 –	 1,704.9
Operating costs1			   (365.9)	 (677.0)	 –	 (1,042.9)
Share of post-tax profit from joint ventures			   –	 –	 1.6	 1.6

EBITDA1			   479.2	 182.8	 1.6	 663.6
Depreciation and amortisation			   (17.5)	 (39.0)	 –	 (56.5)

Operating profit before exceptional items			   461.7	 143.8	 1.6	 607.1
Exceptional items			   (6.1)	 (14.2)	 –	 (20.3)

Operating profit			   455.6	 129.6	 1.6	 586.8
Profit on sale of non-current assets			   1.5	 1.2	 –	 2.7

Segment result			   457.1	 130.8	 1.6	 589.5
Profit on disposal of subsidiaries and joint ventures			   –	 –	 0.3	 0.3
Net finance costs			   –	 –	 (339.3)	 (339.3)
Movement in fair value of interest rate swaps			   –	 –	 54.2	 54.2
UK income tax charge			   –	 –	 (26.3)	 (26.3)

Profit attributable to equity shareholders			   457.1	 130.8	 (309.5)	 278.4

1 Pre exceptional items.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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2 Segmental analysis continued

				    23 August 2008

			   Leased	 Managed	 Unallocated	 Total
			   £m	 £m	 £m	 £m

Assets and liabilities
Segment assets		  	 5,308.5	 1,765.1	 –	 7,073.6
Unallocated assets			   –	 –	 489.1	 489.1

Total assets			   5,308.5	 1,765.1	 489.1	 7,562.7

Segment liabilities			   (199.7)	 (169.1)	 –	 (368.8)
Unallocated liabilities			   –	 –	 (5,601.0)	 (5,601.0)

Total liabilities		  	 (199.7)	 (169.1)	 (5,601.0)	 (5,969.8)

Net assets			   5,108.8	 1,596.0	 (5,111.9)	 1,592.9

				    18 August 2007

			   Leased	 Managed	 Unallocated	 Total
			   £m	 £m	 £m	 £m

Assets and liabilities 
Segment assets			   5,415.3	 1,911.5	 –	 7,326.8
Unallocated assets			   –	 –	 511.8	 511.8

Total assets			   5,415.3	 1,911.5	 511.8	 7,838.6

Segment liabilities			   (214.0)	 (181.5)	 –	 (395.5)
Unallocated liabilities			   –	 –	 (5,706.2)	 (5,706.2)

Total liabilities			   (214.0)	 (181.5)	 (5,706.2)	 (6,101.7)

Net assets			   5,201.3	 1,730.0	 (5,194.4)	 1,736.9

					     23 August 2008

				    Leased	 Managed	 Total
				    £m	 £m	 £m

Capital expenditure
Acquisition spend1				    21.2	 3.2	 24.4
Investment spend				    69.1	 70.5	 139.6

Total capital expenditure				    90.3	 73.7	 164.0

1 Excludes the transfer of pubs from the managed segment to the leased segment.

					     18 August 2007

				    Leased 	 Managed	 Total
				    £m	 £m	 £m

Capital expenditure
Acquisition spend1				    81.0	 150.0	 231.0
Investment spend				    116.5	 84.4	 200.9

Total capital expenditure				    197.5	 234.4	 431.9

1 Excludes the transfer of pubs from the managed segment to the leased segment.

With the exception of the transfer of pubs, there are immaterial sales between the business segments. Segment assets include property, 
plant and equipment, operating leases, goodwill, other intangible assets, inventories, receivables and non-current assets classified as  
held for sale, and exclude cash, while segment liabilities comprise operating liabilities and exclude taxation and corporate borrowings. 
Capital expenditure comprises additions to property, plant and equipment, operating leases and other intangible assets, including additions 
resulting from acquisitions through business combinations.
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3 Analysis of expenses

The following items have been included in arriving at operating profit:
					     53 weeks to	 52 weeks to
					     23 August	 18 August 
				    	 2008	 2007
					     £m	 £m

Drink and food costs					     487.5	 516.9
Managed pub running costs					     303.3	 358.5
Leasehold rentals					     53.2	 51.3
Depreciation					     52.1	 47.1
Amortisation				    	 10.4	 9.4
Impairment losses					     294.7	 –
Other costs1					     113.0	 136.5

Total costs deducted from revenue to determine operating profit				    1,314.2	 1,119.7

1 Included within other costs are £16.7m (2007: £20.3m) of exceptional operating costs.

Included in operating costs is the auditors’ remuneration, as follows:
					     53 weeks to	 52 weeks to
					     23 August	 18 August
				    	 2008	 2007
					     £m	 £m

Statutory audit services
Audit of Group financial statements					     0.3	 0.3
Audit of subsidiary companies					     0.1	 0.2
Non-audit related services	
Other services1					     –	 –

1 In the prior period, in addition to auditors’ remuneration set out above, fees of £0.1m were incurred relating to refinancing.

4 Finance income
				    	 53 weeks to	 52 weeks to
					     23 August	 18 August
					     2008 	 2007
				    	 £m	 £m

Bank interest receivable					     13.5	 17.6
Net pension finance income					     3.3	 2.6
Other finance income					     2.1	 –

Total finance income					     18.9	 20.2

5 Finance costs
					     53 weeks to 	 52 weeks to
				    	 23 August	 18 August	
					     2008	 2007
					     £m	 £m

Interest payable on bank borrowings					     1.6	 36.7
Interest payable on loan notes1					     284.1	 270.8
Interest payable on convertible bonds					     23.9	 22.7
Interest payable on finance leases					     1.3	 1.6
Other interest payable					     2.1	 3.7
Amortisation of deferred issue costs2					     3.6	 11.4
Effect of unwinding discounted provisions				    	 1.3	 1.7
Exceptional finance costs (note 6)					     –	 10.9

Total finance costs				    	 317.9	 359.5

1 �Interest payable on loan notes is net of £14.3m credit (August 2007: £15.0m credit) for the amortisation of fair value adjustments and £12.9m net credit  
(August 2007: £4.6m net credit) for interest rate swaps, £3.7m (August 2007: £2.2m) of which relates to financial liabilities at fair value through profit or loss  
and £9.2m (August 2007: £2.4m) of which relates to financial liabilities not at fair value through profit or loss.

2 The deferred issue costs being amortised are associated with bank borrowings, loan notes and convertible bonds, and are shown in note 21.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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6 Exceptional items

In order to provide a trend measure of underlying performance, profit is presented excluding items which management consider will  
distort comparability, either due to their significant non-recurring nature or as a result of specific accounting treatments. Included in the 
income statement are the following exceptional items:
					     53 weeks to	 52 weeks to
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Operating
Redundancy, costs to integrate acquisition of subsidiary and other related one-off costs			   (14.0)	 (41.8)
Movement on property liabilities1					     (2.7)	 21.5
Impairment losses2				    	 (294.7)	 –

				    	 (311.4)	 (20.3)

Finance costs
Cost of terminating financing arrangements3					     –	 (10.9)

Movement in fair value of interest rate swaps4					     (31.1)	 54.2

Total exceptional items before tax					     (342.5)	 23.0

Tax
Tax impact of exceptional items				    	 48.7	 11.7
Adjustments to tax in respect of prior periods5					     15.6	 1.7
Release of tax provision6					     –	 2.5
Tax credit in respect of change in tax rate7					     –	 15.5

				    	 64.3	 31.4

Total exceptional items after tax				    	 (278.2)	 54.4

1 �In the current period this represents provision for rent payments following the reversion of four onerous leases to the Group. In the comparative period this  
represents the movement in property liabilities in respect of which the relevant statutory limitation period had expired (credit of £27.9m) and provision for rent 
payments following the reversion of eleven onerous leases to the Group (charge of £6.4m).

2 Represents losses on impairment of property, plant and equipment and operating leases. See note 13 for further detail.
3 �Represents premiums in excess of the net book value of loans, borrowings and swap arrangements in relation to the redemption of the Avebury securitisation  

on 21 May 2007 and other refinancing.
4 �Represents the movement in the fair value of interest rate swaps which do not qualify for hedge accounting. Whilst the interest rate swaps are considered to be 

effective in matching the amortising profile of existing or planned floating rate borrowings, they do not meet the definition of an effective hedge due to the relative 
size of the mark to market difference of the swap at the date of acquisition or inception, and are categorised as financial liabilities at fair value through profit or loss.

5 �Represents the recognition of losses previously not recognised and adjustments following the finalisation of prior year computations together with changes to tax 
base cost information in relation to property assets. 

6 In the comparative period this represents the release of a provision following the finalisation of past tax matters.
7 �In the comparative period a tax credit was recognised in the period following the enactment of legislation in July 2007 which lowered the standard rate of 

corporation tax in the UK from 30% to 28% with effect from 1 April 2008.
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7 Employees and directors

Staff costs
				    	 53 weeks to	 52 weeks to
				    	 23 August	 18 August
				    	 2008	 2007
					     £m	 £m

Wages and salaries				    	 210.5	 266.2
Social security costs				    	 13.4	 19.2
Share-based payments					     2.4	 2.0
Other pension costs					     3.9	 4.8

				    	 230.2	 292.2

The average number of employees during the period was as follows:
					     53 weeks to	 52 weeks to
				    	 23 August	 18 August
					     2008	 2007
					     No.	 No.

Management and administration1					     1,020	 1,233
Retail staff1					     19,977	 23,706

					     20,997	 24,939

1 Employee numbers relate to actual employees rather than full time employee equivalents.

No employees are employed directly by the Company.

Directors’ emoluments are disclosed in the ‘Report on Directors’ remuneration’ on pages 34 to 46.

8 Taxation

(a) Tax on profit on ordinary activities

Tax charged in the income statement
					     53 weeks to	 52 weeks to
				    	 23 August	 18 August
					     2008	 2007
				    	 £m	 £m

Current tax
UK corporation tax – current year (ongoing items)					     36.2	 27.3
UK corporation tax – current year (exceptional items)					     (3.6)	 (27.3)
UK corporation tax – adjustments in respect of prior years (ongoing items)				    (3.3)	 –
UK corporation tax – adjustments in respect of prior years (exceptional items)		  	 (9.3)	 (32.7)

					     20.0	 (32.7)

Deferred tax (note 16)
Origination and reversal of temporary differences – current year (ongoing items)			   16.7	 30.4
Origination and reversal of temporary differences – current year (exceptional items)			   (45.1)	 27.9
Origination and reversal of temporary differences – adjustments in respect of prior years 	(ongoing items)		  (0.8)	 –
Origination and reversal of temporary differences – adjustments in respect of prior years 	(exceptional items)		 (6.3)	 0.7

					     (35.5)	 59.0

Total tax (credit) / charge in the income statement					     (15.5)	 26.3

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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8 Taxation continued

Tax on items (credited) / charged to equity
In addition to the amount charged to the income statement, tax movements recognised directly in equity were as follows:

				    	 53 weeks to	 52 weeks to
					     23 August	 18 August
				    	 2008	 2007 
				    	 £m	 £m

Deferred tax
(Loss) / gain on actuarial valuation of pension liability					     (5.9)	 7.8
Deferred tax on effective element of cash flow hedges					     (19.6)	 9.7
Deferred tax on equity component of convertible bonds1					     –	 (9.0)
Tax credit related to indexation on revalued properties2				    	 (8.4)	 (15.3)
Deferred tax on other items charged to equity					     (7.6)	 –

Deferred tax credit recognised directly in equity				    	 (41.5)	 (6.8)

1 Represents the release of deferred tax on equity element of convertible bonds following agreement of tax treatment.
2 �In the comparative period, includes a tax credit of £8.0m which was recognised in the period following the enactment of legislation in July 2007 which lowered  

the standard rate of corporation tax in the UK from 30% to 28% with effect from 1 April 2008.

(b) Reconciliation of the total tax charge

The effective rate of tax is lower than the full rate of corporation tax. The differences are explained below: 

					     53 weeks to	 52 weeks to
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

(Loss) / profit on ordinary activities before tax				    	 (80.2)	 304.7
Tax at current UK tax rate of 29.21% (August 2007: 30%)					     (23.4)	 91.4
Effects of:
Adjustments to tax in respect of prior periods					     (4.1)	 –
Net effect of expenses not deductible for tax purposes and non-taxable income		  	 (0.3)	 (2.1)
Short term timing differences				    	 4.1	 –
Deferred tax credit on indexation of properties					     (27.5)	 (24.7)
Exceptional tax debits / (credits)					     35.7	 (38.3)

Total tax (income) / expense reported in the income statement			   	 (15.5)	 26.3

Details of the exceptional tax credits and debits are included in note 6.
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9 Earnings per share

Basic earnings per share is calculated by dividing the earnings attributable to ordinary shareholders by the weighted average number  
of ordinary shares outstanding during the year, excluding those held in the employee share trust, which are treated as cancelled.

Diluted earnings per share is calculated by dividing the earnings attributable to ordinary shareholders (after adding back interest on dilutive 
convertible bonds) by the weighted average number of ordinary shares outstanding during the year (adjusted for the effects of dilutive 
options and dilutive convertible bonds).

The equity portion of the convertible bonds has been assessed and its impact at 23 August 2008 is not dilutive on diluted earnings  
per share but is dilutive on diluted earnings per share before exceptional items (18 August 2007: dilutive).

Reconciliations of the earnings and weighted average number of shares are set out below:

			   53 weeks to 23 August 2008	 52 weeks to 18 August 2007

				    Per share		  Per share
		  	 Earnings	 amount	 Earnings	 amount
			   £m	 pence	 £m	 pence

Basic (loss) / earnings per share		  	 (64.7)	 (24.3)	 278.4	 104.9

Effect of dilutive options		  	 –	 0.1	 –	 (1.2)
Effect of dilutive convertible bonds			   –	 –	 17.0	 (2.5)

Diluted (loss) / earnings per share			   (64.7)	 (24.2)	 295.4	 101.2

Supplementary earnings per share figures:
Basic (loss) / earnings per share			   (64.7)	 (24.3)	 278.4	 104.9
Effect of:
Exceptional items		  	 278.2	 104.5	 (54.4)	 (20.5)

Basic earnings per share before exceptional items		  	 213.5	 80.2	 224.0	 84.4

Diluted (loss) / earnings per share			   (64.7)	 (24.2)	 295.4	 101.2
Effect of:
Exceptional items		  	 278.2	 103.9	 (54.4)	 (18.6)
Dilutive convertible bonds			   18.1	 (0.2)	 –	 –

Diluted earnings per share before exceptional items		  	 231.6	 79.5	 241.0	 82.6

The impact of dilutive ordinary shares is to increase weighted average shares by 1.6 million (August 2007: 3.1 million) for employee share 
options and 23.6 million (August 2007: 23.3 million) for convertible bonds.

					     53 weeks to	 52 weeks to
				    	 23 August	 18 August
					     2008	 2007
				    	 No. (000)	 No. (000)

Basic weighted average number of shares				    	 266,253	 265,351
Discretionary Share Plan and SAYE scheme					     1,433	 2,157
Long Term Incentive Plan				    	 47	 881
Deferred Bonus Shares					     160	 105
Potential dilutive impact of convertible bonds					     23,585	 23,341

Diluted weighted average number of shares					     291,478	 291,835

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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10 Dividends
					     53 weeks to	 52 weeks to
					     23 August	 18 August
					     2008	 2007	
					     £m	 £m

Declared and paid during the year:
Final dividend for 2007 for the 52 weeks ended 18 August 2007 of 10.2p (2006: 9.0p)			   27.2	 23.9
Interim dividend for the 53 weeks ended 23 August 2008 of 5.5p (2007: 5.1p)			   14.6	 13.5

				    	 41.8	 37.4

An interim dividend of 5.5 pence per share was paid to shareholders on 27 June 2008. As announced on 3 September 2008, the Directors 
will not be proposing the payment of a final dividend.

11 Property, plant and equipment
				    Public house 
			   Land and 	 fixtures and	
			   buildings	 fittings	 Other assets	 Total
			   £m	 £m	 £m	 £m

Cost or deemed cost
At 19 August 2006			   6,319.3	 228.2	 22.7	 6,570.2
Acquisitions during the year			   140.1	 3.6	 –	 143.7
Additions			   189.6	 87.8	 4.2	 281.6
Transfers to non-current assets classified as held for sale			   (12.5)	 (0.3)	 –	 (12.8)
Disposals			   (359.1)	 (27.5)	 (4.8)	 (391.4)

At 18 August 2007			   6,277.4	 291.8	 22.1	 6,591.3
Additions			   90.3	 67.1	 3.4	 160.8
Transfers to non-current assets classified as held for sale			   (26.7)	 (1.4)	 –	 (28.1)
Reclassification			   1.2	 (1.2)	 –	 –
Disposals			   (23.8)	 (6.5)	 (1.7)	 (32.0)

At 23 August 2008			   6,318.4	 349.8	 23.8	 6,692.0

Accumulated depreciation
At 19 August 2006			   7.7	 49.8	 6.7	 64.2
Charge for the year			   3.4	 40.4	 3.3	 47.1
Transfers to non-current assets classified as held for sale			   –	 (0.1)	 –	 (0.1)
Disposals			   (3.6)	 (8.1)	 (3.7)	 (15.4)

At 18 August 2007			   7.5	 82.0	 6.3	 95.8
Charge for the year			   3.4	 46.2	 2.5	 52.1
Impairment losses (note 13)			   267.2	 9.2	 –	 276.4
Transfers to non-current assets classified as held for sale			   (0.3)	 (0.6)	 –	 (0.9)
Reclassification			   0.1	 (0.1)	 –	 –
Disposals			   (0.8)	 (3.8)	 (1.5)	 (6.1)

At 23 August 2008			   277.1	 132.9	 7.3	 417.3

Net book value at 23 August 2008		  	 6,041.3	 216.9	 16.5	 6,274.7

Net book value at 18 August 2007			   6,269.9	 209.8	 15.8	 6,495.5

The cost of work in progress within property, plant and equipment at 23 August 2008 was £24.6m (August 2007: £35.8m).

The Group leases various licensed properties, offices and other commercial properties and other assets under finance leases. The leases 
have various terms, escalation clauses and renewal rights.

Included in property, plant and equipment above are motor vehicles held under finance leases with a net book value of £1.8m  
(August 2007: £2.5m), fixtures and fittings held under finance leases with a net book value of £0.8m (August 2007: £3.1m) and  
properties held under finance leases with a net book value of £19.9m (August 2007: £21.6m).

Included in land and buildings are properties with a net book value of £6,041.3m (August 2007: £6,269.9m) over which the Group’s 
borrowings are secured by way of fixed and floating charges.



Financial statements continued

www.punchtaverns.com

70

12 Goodwill, operating leases and other intangible assets
				    Operating	 Other
				    leases	 intangible assets	 Goodwill 
				    £m	 £m	 £m

Cost
At 19 August 2006				    166.7	 10.0	 537.8
Acquisitions during the year				    6.3	 –	 18.4
Additions				    –	 0.3	 –
Disposals				    (3.9)	 –	 –

At 18 August 2007				    169.1	 10.3	 556.2
Additions				    –	 3.2	 –
Disposals				    (0.6)	 –	 –

At 23 August 2008				    168.5	 13.5	 556.2

Amortisation
At 19 August 2006				    10.3	 3.1	 –
Charge for the year				    8.0	 1.4	 –
Disposals				    (0.7)	 –	 –

At 18 August 2007				    17.6	 4.5	 –
Charge for the year				    8.5	 1.9	 –
Impairment losses (note 13)				    18.3	 –	 –
Disposals				    (0.1)	 –	 –

At 23 August 2008				    44.3	 6.4	 –

Net book value at 23 August 2008				    124.2	 7.1	 556.2

Net book value at 18 August 2007				    151.5	 5.8	 556.2

Included within operating leases are properties with a net book value of £124.2m (August 2007: £151.5m) over which the Group’s 
borrowings are secured by way of fixed and floating charges.

Other intangible assets relate to computer software.

The acquisitions during the prior period to goodwill arose on the acquisition of the Mill House group (note 30). 

At 23 August 2008 the goodwill assigned to the leased estate is £368.6m (August 2007: £364.6m) and the goodwill assigned to the 
managed estate is £187.6m (August 2007: £191.6m).

13 Impairment losses

Property, plant and equipment and operating leases
When any indicators of impairment are identified, fixed assets are reviewed for impairment based on each cash generating unit (CGU). 
The cash generating units are individual pubs. The carrying values of these individual pubs was compared to the recoverable amount of 
the CGUs, which was based predominantly on value-in-use. Value-in-use is calculated using five year financial forecasts. Cash flows used 
in the value-in-use calculation are based on EBITDA less capital expenditure. Beyond the initial five year period, cash flows are extrapolated 
using a nominal rate of 2.25% (August 2007: 2.25%) for the remaining useful life of the CGUs. This rate is in line with the UK’s post-war 
average growth rate and does not exceed the average long term growth rate for the market. The pre-tax discount rate applied to cash  
flow projections is 8% (August 2007: 8%). 

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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13 Impairment losses continued

Impairment losses have been recognised as follows:
				    53 weeks to		  52 weeks to
			   	 23 August 2008		  18 August 2007

		  	 Leased	 Managed	 Total	 Total
			   £m	 £m	 £m	 £m

Property, plant and equipment		  	 153.3	 123.1	 276.4	 –
Operating leases		  	 1.5	 16.8	 18.3	 –

		  	 154.8	 139.9	 294.7	 –

The impairment recognised within the managed estate was primarily due to the reduction in profits experienced in the current financial 
period, being brought about by the change in the consumer market following the first full year of the smoking ban introduced in England 
and Wales, together with a weakened UK consumer environment. The reduction in profits has subsequently impacted the value-in-use 
calculation. The impairment has been recognised on pubs where their expected future cash flows has fallen to a level such that their  
value-in-use is below carrying value.

The impairment recognised within the leased estate was primarily due to the identification of 491 pubs considered unlikely to generate 
long-term sustainable growth following the change in the consumer environment following the first full year of the smoking ban in 
England and Wales. These pubs are likely to be sold or converted for alternative use within the next few years and have been written  
down by £120m to their fair value less costs to sell, being management’s best estimate of market value following consideration of past 
experience and the current market environment. A further £35m of impairment has been recognised for pubs where their expected future 
cash flows has fallen to a level such that their value-in-use is below carrying value.

Sensitivity to changes in assumptions
At the point of the annual impairment review, the Group recognised a total impairment of £294.7m. The level of impairment is 
predominantly dependent upon judgements used in arriving at alternative use values, future growth rates and the discount rate applied 
to cash flow projections. Key drivers to future growth rates are dependant on the Group’s ability to maintain and grow drinks, rental and 
gaming machine profit streams in the leased business, whilst in the managed business, future growth rates are dependant on the ability 
to maintain and grow drinks, food and gaming machine profit streams whilst effectively managing pub operating costs. The impact on 
the impairment charge of applying different assumptions to the growth rates used in the five year financial forecasts and in the pre-tax 
discount rates would be as follows:

				    Impairment charge and reduction /  
				    (increase) in net assets

			   Leased 	 Managed	 Total	
			   £m	 £m	 £m

Impact if discount rate was:	 increased by 1%		  32.6	 44.5	 77.1
	 reduced by 1%		  (15.5)	 (36.3)	 (51.8)

Impact if business plan growth rates were:	 increased by 1% in each of the next five years		  (5.6)	 (11.4)	 (17.0)
	 decreased by 1% in each of the next five years		 7.0	 12.7	 19.7

Goodwill
Goodwill is allocated to groups of cash generating units (‘CGUs’) based on the benefits to the group which arise from each business 
combination. The two groups of CGUs are identified by their pub operating format (leased or managed) and this is the lowest level at 
which goodwill is monitored by the Group. The value of the goodwill was reviewed for impairment during the current financial year by 
means of comparing the recoverable amount of the CGUs to the carrying value of their goodwill. The recoverable amount of the CGUs 
was determined based on value-in-use calculations. These value-in-use calculations use the same assumptions as for property, plant and 
equipment and operating leases. No impairment was identified. Neither a 1% decrease in the growth rate in each of the next five years  
nor a 1% increase in the discount rate would have led to an impairment of goodwill in the current period.
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14 Investments in subsidiary undertakings and joint ventures
						      Total
						      £m

At 18 August 2007						      3,308.0
Additions						      2.4

At 23 August 2008					     	 3,310.4

During the period, the Company made a capital contribution of £2.4m to its immediate subsidiary undertaking, Punch Taverns (PGE) Limited.

Details of the principal subsidiary undertakings and joint ventures at 23 August 2008 are as follows:

Name of company	 Nature of business

Subsidiary undertakings owned directly:
Punch Taverns (PGE) Limited	 Holding company
All of which are directly or indirectly wholly owned subsidiaries of Punch Taverns (PGE) Limited:
Punch Taverns (PGRP) Limited	 Pub operating company
Punch Taverns (PTL) Limited	 Pub operating company
Punch Taverns (Branston) Limited	 Pub operating company
Punch Taverns (PML) Limited	 Pub operating company
Punch Taverns (Pubs) Limited	 Pub operating company
Spirit Managed Pubs Limited	 Pub operating company
Spirit Managed (Trent) Limited	 Pub operating company
Spirit Group Holdings Limited	 Intermediate holding company
Punch Taverns (PPCS) Limited	 Intermediate supply company
Spirit Supply Company Limited	 Intermediate supply company
Punch Taverns Finance plc	 Financing company
Punch Taverns Finance B Limited	 Financing company
Punch Taverns (Redwood Jerseyco) Limited	 Financing company
Punch Taverns (Offices) Limited	 Property company
Avebury Group Limited	 Management and administration company
InnSpired Company Limited	 Management and administration company
Spirit Group Limited	 Management and administration company
Joint ventures:
Allied Kunick Entertainments Limited	 Property company
Matthew Clark (Holdings) Limited	 Intermediate holding company of Matthew Clark

The Company owns 100% of the ordinary share capital and controls 100% of the voting rights of the companies listed above, with the 
exception of Allied Kunick Entertainments Limited, of which the Company indirectly owns 51% of the ordinary share capital but can 
only exercise joint control as both parties have equal voting rights on all decisions, and Matthew Clark (Holdings) Limited, of which the 
Company indirectly owns 50% of the ordinary share capital and exercises joint control.

All companies are incorporated in England and Wales other than Punch Taverns Finance B Limited, which is incorporated in the Cayman 
Islands, and Punch Taverns (Redwood Jerseyco) Limited, which is incorporated in Jersey.

In addition to those investments listed above, the Group also maintains day-to-day control over Spirit Issuer Parent Limited and its wholly 
owned subsidiary, Spirit Issuer plc, a special purpose entity which was set up purely for providing financing to the Spirit group of companies. 
Although no company in the Group owns any shares either directly or indirectly in Spirit Issuer Parent Limited or Spirit Issuer plc, the financial 
statements are also consolidated into the Group financial statements in accordance with SIC 12.

Exemption has been taken to exclude subsidiary undertakings from the above disclosure, whose results or financial position do not 
principally affect the financial statements.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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15 Trade and other receivables

			   Group	 Company

			   23 August	 18 August	 23 August	 18 August
			   2008	 2007	 2008	 2007
			   £m	 £m	 £m	 £m

Amounts falling due within one year
Trade receivables		  	 51.7	 61.5	 –	 –
Amounts owed by group undertakings			   –	 –	 29.6	 61.2
Prepayments and accrued income			   25.9	 28.6	 –	 –
Tax and social security receivable		  	 –	 –	 0.3	 –
Other receivables			   5.2	 11.7	 –	 –

			   82.8	 101.8	 29.9	 61.2

Amounts falling due after more than one year
Amounts due from group undertakings			   –	 –	 1,499.8	 1,410.6

16 Deferred tax

The movement on the deferred tax account is as follows:

Deferred tax

			   Group	 Company

			   23 August	 18 August	 23 August	 18 August
			   2008	 2007	 2008	 2007
			   £m	 £m	 £m	 £m

At beginning of period			   344.0	 287.8	 –	 5.5
Acquisitions			   –	 2.3	 –	 –
Disposals			   –	 0.7	 –	 –
(Credited) / charged to income statement		  	 (35.5)	 59.0	 –	 (3.8)
Credited to equity			   (41.5)	 (6.8)	 –	 (1.7)
Reclassification			   –	 1.0	 –	 –

At end of period			   267.0	 344.0	 –	 –

The movements in deferred tax assets and liabilities during the period are shown below: 

Deferred tax assets
Group
			   Retirement 
			   benefit 	 Financial
		  Tax losses	 obligations	 instruments	 Other	 Total
		  £m	 £m	 £m	 £m	 £m

At 19 August 2006		  54.4	 7.4	 104.3	 24.5	 190.6	
Charged to income statement		  (20.4)	 (1.5)	 (33.1)	 (4.3)	 (59.3)
Debited to equity		  –	 (7.8)	 (9.7)	 –	 (17.5)
Acquisitions		  6.4	 –	 –	 –	 6.4
Transfers		  3.5	 –	 –	 –	 3.5

At 18 August 2007		  43.9	 (1.9)	 61.5	 20.2	 123.7
(Charged) / credited to income statement		  (24.3)	 (1.9)	 6.6	 (4.3)	 (23.9)
Credited to equity		  –	 5.9	 19.4	 1.8	 27.1
Transfers		  2.6	 –	 (29.9)	 –	 (27.3)

At 23 August 2008		  22.2	 2.1	 57.6	 17.7	 99.6
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16 Deferred tax continued

Company
						      Financial 
						      instruments
						      £m

At 19 August 2006						      –
Credited to equity						      0.2

At 18 August 2007						      0.2
Charged to income statement						      (0.2)

At 23 August 2008						      –

Deferred tax liabilities
Group
			   Accelerated 
			   capital 	 Gains on
			   allowances	 property 	 Other	 Total
			   £m	 £m	 £m	 £m

At 19 August 2006			   141.3	 288.8	 48.3	 478.4
Charged / (credited) to income statement			   12.5	 (8.2)	 (4.6)	 (0.3)
Credited to equity			   –	 (15.3)	 (9.0)	 (24.3)
Acquisitions			   (6.5)	 15.2	 –	 8.7
Disposals			   0.2	 0.5	 –	 0.7
Reclassification			   –	 –	 1.0	 1.0
Transfers			   –	 3.5	 –	 3.5

At 18 August 2007			   147.5	 284.5	 35.7	 467.7
Charged / (credited) to income statement			   9.3	 (68.9)	 0.2	 (59.4)
Credited to equity			   –	 (8.4)	 (6.0)	 (14.4)
Transfers			   –	 2.6	 (29.9)	 (27.3)

At 23 August 2008			   156.8	 209.8	 –	 366.6

Company
						      Financial 
						      instruments
						      £m

At 19 August 2006						      5.5
Credited to income statement						      (3.8)
Credited to equity						      (1.5)

At 18 August 2007						      0.2
Credited to income statement						      (0.2)

At 23 August 2008						      –

At the balance sheet date, the Group has unused tax losses of £158.0m (August 2007: £227.1m) available for offset against future 
profits. A deferred tax asset has been recognised in respect of £79.3m (August 2007: £154.7m) of such losses. No deferred tax asset has 
been recognised in respect of the remaining £78.7m (August 2007: £72.4m) of losses due to the unpredictability of future profit streams. 
Current legislation deems that these losses may be carried forward for an unlimited number of years.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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17 Inventories
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Goods held for resale					     8.5	 7.9

The Group consumed £198.2m of inventories during the year (August 2007: £237.9m) and charged £nil to the income statement for the 
write down of inventories during the year (August 2007: £0.6m). 

18 Cash

			   Group	 Company

			   23 August	 18 August	 23 August	 18 August
			   2008	 2007	 2008	 2007	
			   £m	 £m	 £m	 £m

Cash deposits used as security for loan notes			   14.4	 14.7	 14.4	 14.7
Cash and cash equivalents			   321.2	 267.7	 17.9	 6.5

			   335.6	 282.4	 32.3	 21.2

Guaranteed loan notes of £14.4m for the Group (August 2007: £14.7m) and £14.4m for the Company (August 2007: £14.7m) are 
secured against bank deposits of an equal amount guaranteed by Barclays Bank plc. 

19 Non-current assets classified as held for sale

					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Non-current assets classified as held for sale				    	 20.1	 8.2

At the current period end, non-current assets classified as held for sale represents £17.4m of pubs from the leased estate and £2.7m of 
pubs from the managed estate that are individually being actively marketed for sale with varying expected completion dates. The value  
of non-current assets classified as held for sale represents the expected net disposal proceeds.

20 Trade and other payables

			   Group	 Company

			   23 August	 18 August	 23 August	 18 August
			   2008	 2007	 2008	 2007
			   £m	 £m	 £m	 £m

Trade payables			   96.8	 103.4	 –	 –
Amounts owed to group undertakings			   –	 –	 45.3	 92.8
Other tax and social security payable		  	 39.6	 34.7	 –	 0.2
Other payables			   48.4	 46.2	 –	 –
Accruals and deferred income			   157.3	 170.7	 2.0	 3.9
Share of joint venture liabilities			   9.3	 9.5	 –	 –

			   351.4	 364.5	 47.3	 96.9
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21 Financial liabilities

	 23 August 2008		  18 August 2007

	 Amounts falling due		  Amounts falling due

	 	 after			   after
	 within	 more than		  within	 more than
	 one year	 one year	 Total	 one year	 one year	 Total
	 £m	 £m	 £m	 £m	 £m	 £m

Secured loan notes:
Issued by Punch Taverns Finance plc 	 33.5	 2,031.9	 2,065.4	 31.3	 2,065.4	 2,096.7
Issued by Punch Taverns Finance B Limited	 4.3	 1,300.6	 1,304.9	 4.5	 1,304.9	 1,309.4
Issued by Spirit Issuer plc	 7.8	 1,332.5	 1,340.3	 8.0	 1,340.3	 1,348.3

	 45.6	 4,665.0	 4,710.6	 43.8	 4,710.6	 4,754.4

Punch Taverns plc:
Guaranteed loan notes 2009 
– issued by the Company	 14.4	 –	 14.4	 14.7	 –	 14.7
Bank loans – held by the Company	 –	 –	 –	 –	 43.1	 43.1

	 14.4	 –	 14.4	 14.7	 43.1	 57.8

Total interest bearing loans and borrowings	 60.0	 4,665.0	 4,725.0	 58.5	 4,753.7	 4,812.2
Obligations under finance leases	 2.7	 16.7	 19.4	 3.7	 17.4	 21.1
Convertible bonds – liability component	 –	 264.8	 264.8	 –	 253.1	 253.1

Total financial liabilities	 62.7	 4,946.5	 5,009.2	 62.2	 5,024.2	 5,086.4

The bank loans were repaid in full during the period and were secured by charges over various assets of certain Group companies and  
bore interest at floating rates of interest as follows:

Held by Punch Taverns plc		 LIBOR1 +1.01% (August 2007: LIBOR1 +1.01%)

1 For variable deposit terms.

Guaranteed loan notes of £14.4m for the Group (August 2007: £14.7m) and £14.4m for the Company (August 2007: £14.7m) are 
at floating rates of interest based on LIBOR +1.32% for 3 month deposits and are secured against bank deposits of an equal amount 
guaranteed by Barclays Bank plc. The guaranteed loan notes are repayable on demand at the option of the loan holder up to the final 
repayment dates noted above.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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21 Financial liabilities continued

Secured loan notes
The secured loan notes have been secured by way of fixed and floating charges over various assets of the Group.

Interest is paid quarterly in arrears on all secured loan notes. Scheduled capital repayments are made quarterly on those loan notes  
that are amortising. The details for the secured loan notes, including the date of the final scheduled instalment for each class of note,  
as indicated in its description, are as follows:

Issued by Punch Taverns Finance plc:

	 23 August 2008		  18 August 2007

	 Amounts falling due		  Amounts falling due

	 	 after			   after
	 within	 more than		  within	 more than
	 one year	 one year	 Total	 one year	 one year	 Total
	 £m	 £m	 £m	 £m	 £m	 £m

Class A1 secured fixed rate notes repayable 
by April 2022 at 7.274% per annum	 –	 270.0	 270.0	 –	 270.0	 270.0
Class A2 secured fixed rate notes repayable 
by July 2020 at 6.82% per annum	 –	 300.0	 300.0	 –	 300.0	 300.0
Class A3(N) secured floating rate notes repayable 
by April 2015 at LIBOR1 +0.13% per annum	 27.3	 66.2	 93.5	 31.5	 93.5	 125.0
Class B1 secured fixed rate notes repayable 
by April 2026 at 7.567% per annum	 –	 140.0	 140.0	 –	 140.0	 140.0
Class B2 secured fixed rate notes repayable 
by July 2029 at 8.374% per annum	 –	 150.0	 150.0	 –	 150.0	 150.0
Class B3 secured floating rate notes repayable by
July 2031 at LIBOR1 +0.24% to July 2014 
and LIBOR1 +0.60% thereafter	 –	 175.0	 175.0	 –	 175.0	 175.0
Class C secured fixed rate notes repayable 
by April 2033 at 6.468%	 –	 215.0	 215.0	 –	 215.0	 215.0
Class M1 secured fixed rate notes repayable 
by October 2026 at 5.883% per annum	 6.4	 193.6	 200.0	 –	 200.0	 200.0
Class M2(N) secured floating rate notes repayable 
by July 2029 at LIBOR1 +0.20% to July 2014 
and LIBOR1 +0.50% thereafter	 –	 400.0	 400.0	 –	 400.0	 400.0
Class D1 secured floating rate notes repayable 
by October 2032 at LIBOR1 +0.82% to July 2014 
and LIBOR1 +2.05% thereafter	 –	 125.0	 125.0	 –	 125.0	 125.0

	 33.7	 2,034.8	 2,068.5	 31.5	 2,068.5	 2,100.0
Add: premium arising from fair value adjustment	 0.8	 10.0	 10.8	 0.9	 10.8	 11.7
Less: deferred issue costs	 (1.0)	 (12.9)	 (13.9)	 (1.1)	 (13.9)	 (15.0)

	 33.5	 2,031.9	 2,065.4	 31.3	 2,065.4	 2,096.7

1 For 3 month deposits.
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21 Financial liabilities continued

Issued by Punch Taverns Finance B Limited:

	 23 August 2008		  18 August 2007

	 Amounts falling due		  Amounts falling due

	 	 after			   after
	 within	 more than		  within	 more than
	 one year	 one year	 Total	 one year	 one year	 Total
	 £m	 £m	 £m	 £m	 £m	 £m

Class A3 secured fixed rate notes repayable 
by June 2022 at 7.369% per annum	 –	 201.0	 201.0	 –	 201.0	 201.0
Class A6 secured fixed rate notes repayable 
by December 2024 at 5.943% per annum	 –	 220.0	 220.0	 –	 220.0	 220.0
Class A7 secured fixed rate notes repayable 
by June 2033 at 4.767% per annum	 –	 250.0	 250.0	 –	 250.0	 250.0
Class A8 secured floating rate notes repayable 
by June 2033 at LIBOR1 +0.28% until June 2015 
and LIBOR1 +0.7% thereafter	 –	 250.0	 250.0	 –	 250.0	 250.0
Class B1 secured fixed rate notes repayable 
by June 2025 at 8.44% per annum 	 –	 77.5	 77.5	 –	 77.5	 77.5
Class B2 secured fixed rate notes repayable 
by June 2028 at 6.962% per annum	 –	 125.0	 125.0	 –	 125.0	 125.0
Class C secured floating rate notes repayable 
by June 2035 at LIBOR1 +1.1% until June 2015 
and LIBOR1 +2.75% thereafter 	 –	 125.0	 125.0	 –	 125.0	 125.0

	 –	 1,248.5	 1,248.5	 –	 1,248.5	 1,248.5
Add: premium arising from fair value adjustment	 5.2	 58.3	 63.5	 5.4	 63.5	 68.9
Less: deferred issue costs	 (0.9)	 (6.2)	 (7.1)	 (0.9)	 (7.1)	 (8.0)

	 4.3	 1,300.6	 1,304.9	 4.5	 1,304.9	 1,309.4

1 For 3 month deposits.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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21 Financial liabilities continued

Issued by Spirit Issuer plc:

	 23 August 2008		  18 August 2007

	 Amounts falling due		  Amounts falling due

	 	 after			   after
	 within	 more than		  within	 more than
	 one year	 one year	 Total	 one year	 one year	 Total
	 £m	 £m	 £m	 £m	 £m	 £m

Class A1 secured floating rate debenture  
notes repayable by September 2026 at  
LIBOR1 +0.22% per annum to September 2011  
and LIBOR1 +0.55% thereafter	 –	 150.0	 150.0	 –	 150.0	 150.0
Class A2 secured floating rate debenture  
notes repayable by June 2029 at  
LIBOR1 +1.08% per annum to September 2011  
and LIBOR1 +2.7% thereafter	 –	 200.0	 200.0	 –	 200.0	 200.0
Class A3 secured fixed / floating rate debenture notes 
repayable by September 2019 at 5.860% 
to September 2014 and LIBOR1 +0.55% thereafter	 –	 250.0	 250.0	 –	 250.0	 250.0
Class A4 secured fixed / floating rate debenture notes 
repayable by March 2025 at 6.582% to September 2018 
and LIBOR1 +2.775% thereafter	 –	 350.0	 350.0	 –	 350.0	 350.0
Class A5 secured fixed / floating rate debenture notes 
repayable by December 2032 at 5.472% 
to September 2028 and LIBOR1 +0.75% thereafter	 –	 300.0	 300.0	 –	 300.0	 300.0

	 –	 1,250.0	 1,250.0	 –	 1,250.0	 1,250.0
Add: premium arising from fair value adjustment	 7.8	 82.5	 90.3	 8.0	 90.3	 98.3

	 7.8	 1,332.5	 1,340.3	 8.0	 1,340.3	 1,348.3

1 For 3 month deposits.

Interest rate swaps
The Group has taken out various interest rate swaps to reduce the interest rate risk associated with floating rate loans as follows:

Punch Taverns Finance plc
Interest rate swap agreements have been entered into which swap the LIBOR interest rate on the Class A3(N), Class B3, Class M2(N) and 
Class D1 floating rate notes to a fixed rate of 5.954%. The capital amount of these swaps reduces over time to match the contractual 
repayment profile of the floating rate notes. 

Punch Taverns Finance B Limited
Interest rate swap agreements have been entered into which swap the LIBOR interest rate on the Class A8 and Class C notes to a fixed  
rate of 5.1% and 4.7577% respectively. The capital amount of these swaps reduces over time to match the contractual repayment profile 
of the floating rate notes. 

Spirit Issuer plc
Interest rate swap agreements have been entered into which swap the LIBOR interest rate to a fixed rate of 6.581% to March 2012  
and 6.831% thereafter on the Class A1 and Class A2 debenture notes and, after their respective step-up dates, 4.555% on the Class A3, 
Class A4 and Class A5 debenture notes. The capital amount of these swaps reduces over time to match the contractual repayment profile 
of the floating rate notes. Although these swaps ensure that cash flows are perfectly hedged over the life of the notes they were deemed 
ineffective at the time of acquisition of the Spirit group, in accordance with the requirements of IAS 39, and accordingly all future 
movements in fair value will be recognised in the income statement.

Bank loans – held by Punch Taverns plc
Interest rate swap agreements were entered into which swapped the LIBOR interest rate to a fixed rate of 4.572% on the bank loans  
held by the Company. The capital amount of these swaps reduced over time to match the contractual repayment profile of the bank loans.  
On repayment of the loans during the period, the swap was terminated.

The interest rate exposure on the guaranteed loan notes is mitigated by the interest earned on the cash deposits used as guarantee. 
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21 Financial liabilities continued

After taking account of the various interest rate swaps entered into by the Group, the interest rate exposure of the Group’s financial 
liabilities are as set out below. There are no financial liabilities other than short term payables excluded from this analysis:

	 23 August 2008		  18 August 2007

	 Fixed	 Floating	 Total	 Fixed	 Floating	 Total
	 £m	 £m	 £m	 £m	 £m	 £m

Secured loan notes:	
Issued by Punch Taverns Finance plc	 2,065.4	 –	 2,065.4	 2,096.7	 –	 2,096.7
Issued by Punch Taverns Finance B Limited	 1,304.9	 –	 1,304.9	 1,309.4	 –	 1,309.4
Issued by Spirit Issuer plc	 1,340.3	 –	 1,340.3	 1,348.3	 –	 1,348.3

Total secured loans	 4,710.6	 –	 4,710.6	 4,754.4	 –	 4,754.4

Punch Taverns plc:
Guaranteed loan notes 2009  
– issued by the Company	 –	 14.4	 14.4	 –	 14.7	 14.7
Bank loans – held by the Company	 –	 –	 –	 43.1	 –	 43.1

	 –	 14.4	 14.4	 43.1	 14.7	 57.8

Total loans and borrowings	 4,710.6	 14.4	 4,725.0	 4,797.5	 14.7	 4,812.2

Obligations under finance leases	 19.4	 –	 19.4	 21.1	 –	 21.1
Convertible bonds – liability component	 264.8	 –	 264.8	 253.1	 –	 253.1

Total financial liabilities	 4,994.8	 14.4	 5,009.2	 5,071.7	 14.7	 5,086.4

Interest rate analysis
The weighted average effective interest rates of interest bearing loans and borrowings, including the effect of interest rate swaps, at the 
balance sheet date are as follows:
					     23 August	 18 August
					     2008	 2007
					     %	 %

Secured loan notes					     6.6	 6.6
Bank loans – held by Punch Taverns plc					     –	 5.6
Finance leases				    	 6.5	 6.5
Convertible bonds					     9.2	 9.2

The average interest rate for Group loans and borrowings is 6.8% (August 2007: 6.7%).

Borrowing facilities
The Company has total bank facilities of £50.0m (August 2007: £93.1m) of which £nil was drawn as at 23 August 2008 
(August 2007: £43.1m). This facility is due to expire in December 2008. Subsequent to the year end this facility has been renewed  
and extended to expire on 19 October 2010.

Obligations under finance leases
The minimum lease payments under finance leases fall due as follows:

	 23 August 2008	 18 August 2007

				    Present value 		  Present value
			   Minimum 	 of future	 Minimum	 of future
		  	 lease payments	 obligations	 lease payments	 obligations
			   £m	 £m	 £m	 £m

Within one year			   2.7	 2.7	 4.1	 3.7
Within one to five years			   7.1	 6.0	 7.4	 6.0
Over five years			   37.5	 10.7	 50.7	 11.4

			   47.3	 19.4	 62.2	 21.1

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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21 Financial liabilities continued

Convertible bonds
The Group issued £275.0m 5.0% convertible bonds at a nominal value of £275.0m on 14 December 2005. The bonds mature five years 
from the issue date and can be redeemed at that date for 107.21% (£294.8m) of their principal amount or can be converted, at the 
option of the holder, into shares at an initial conversion price of £11.782. The conversion price is subject to adjustment following capital 
distributions (whether by cash dividend, dividend in specie, scrip dividend, capitalisation issue or otherwise). The conversion price at  
23 August 2008 is £11.66 (August 2007: £11.782). The share price at the date of pricing of the convertible bonds in the market was 
£8.60. The fair values of the liability component and equity component were determined at issuance of the bonds. The fair value of the 
liability component was calculated using a market rate for an equivalent non-convertible bond. The residual amount, representing the  
value of the equity conversion component, is included in shareholders’ equity as a separate reserve (note 28).

The value of convertible bonds recognised in the balance sheet is calculated as follows:

						      £m

Liability component at 19 August 2006						      242.5
Finance cost (note 5)						      22.7
Cash interest paid						      (13.7)
Amortisation of deferred issue costs						      1.6

Liability component at 18 August 2007						      253.1
Finance cost (note 5)						      23.9
Cash interest paid						      (13.8)
Amortisation of deferred issue costs						      1.6

Liability component at 23 August 2008						      264.8

Finance cost on the bonds is calculated using the effective interest method by applying the effective interest rate of 9.23%  
(August 2007: 9.23%).

Maturity of Group debt
The table below summarises the maturity profile of the Group’s debt at 23 August 2008 and 18 August 2007 based on contractual, 
undiscounted cash flows including interest.

			   Period ended 23 August 2008

		  Within	 One to	 Two to	 More than
		  one year	 two years	 five years	 five years	 Total
		  £m	 £m	 £m	 £m	 £m

Interest bearing loans and borrowings
– capital		  48.1	 61.3	 238.8	 4,233.2	 4,581.4
– interest1		  294.3	 290.9	 853.4	 3,183.9	 4,622.5

		  342.4	 352.2	 1,092.2	 7,417.1	 9,203.9

Convertible bonds
– capital		  –	 –	 294.8	 –	 294.8
– interest		  13.8	 13.8	 6.9	 –	 34.5

		  13.8	 13.8	 301.7	 –	 329.3

		  356.2	 366.0	 1,393.9	 7,417.1	 9,533.2

1 Interest includes undiscounted cash flows on the interest rate swaps.
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21 Financial liabilities continued

			   Period ended 18 August 2007

		  Within	 One to	 Two to	 More than
		  one year	 two years	 five years	 five years	 Total
		  £m	 £m	 £m	 £m	 £m

Interest bearing loans and borrowings
– capital		  89.3	 33.7	 216.1	 4,317.2	 4,656.3
– interest1		  297.2	 293.2	 863.3	 3,464.9	 4,918.6

		  386.5	 326.9	 1,079.4	 7,782.1	 9,574.9

Convertible bonds
– capital		  –	 –	 294.8	 –	 294.8
– interest		  13.8	 13.8	 20.6	 –	 48.2

		  13.8	 13.8	 315.4	 –	 343.0

		  400.3	 340.7	 1,394.8	 7,782.1	 9,917.9

1 Interest includes undiscounted cash flows on the interest rate swaps.

The contractual maturity of trade and other payables is within one year.

22 Financial instruments

Categories of financial instruments
					     23 August	 18 August
					     2008	 2007	
				    	 £m	 £m

Financial assets
Interest rate swaps – at fair value through profit or loss					     1.4	 3.4
Interest rate swaps – not at fair value through profit or loss					     –	 12.7
Receivables				    	 52.9	 61.5
Cash and short term deposits					     335.6	 282.4
Available for sale financial assets					     –	 3.5

					     389.9	 363.5

Financial liabilities
Interest rate swaps – at fair value through profit or loss				    	 75.0	 50.8
Interest rate swaps – not at fair value through profit or loss					     106.1	 62.2
Amortised cost					     5,086.6	 5,168.7
Finance lease obligations				    	 19.4	 21.1

					     5,287.1	 5,302.8

All derivative financial instruments are held on the balance sheet at fair value; the effective portion of changes in the fair value of derivative 
financial instruments, that are designated and qualify as cash flow hedges, are recognised in equity. The gain or loss relating to the ineffective 
portion is recognised immediately in the income statement. Amounts accumulated in equity are recycled in the income statement in the 
periods when the hedged item will affect profit or loss. Changes in fair value of any derivative financial instruments, that do not qualify  
for hedge accounting, are recognised immediately in the income statement.

The Group’s principal financial instruments, other than derivative financial instruments, comprise borrowings, cash and liquid resources. 
The main purpose of these financial instruments is to provide finance for the Group’s operations. The Group has various other financial 
instruments such as trade receivables and trade payables, which arise directly from its operations.

The main risks arising from the Group’s financial instruments are interest rate risk, liquidity risk, capital risk and credit risk. There is no 
currency exposure as all material transactions and financial instruments are in sterling. The Group has no material exposure to equity 
securities or commodity price risk and it is the Group’s policy that no speculative trading in financial instruments shall be undertaken.  
The Board reviews and agrees policies for each of these risks and they are summarised on pages 16 to 17.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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22 Financial instruments continued

Interest rate risk
As the Group has no significant interest-bearing assets, other than cash and cash equivalents, the Group’s income and operating cash  
flows are substantially independent of changes in market interest rates. Income and cash flows from cash and cash equivalents fluctuate 
with interest rates.

The Group finances its operations through a mixture of equity shareholders’ funds, loan notes, bonds, and bank loans. The Group borrows  
at both fixed and floating rates of interest and then employs derivative financial instruments such as interest rate swaps to generate  
the desired interest rate profile and to manage the Group’s exposure to interest rate fluctuations. The cash balances attract interest  
at floating rates. 

Where over-hedging arises (for example, due to early repayment of floating rate notes) the Group will seek to eliminate the over-hedging, 
where this is financially practicable, either by embedding the cost in new swaps or by terminating the over-hedge.

The Group has taken out derivative financial instruments such that 99.7% of all loans at 23 August 2008 (August 2007: 99.7%) were 
either at fixed rate or were converted to fixed rate as a result of swap arrangements thereby largely eliminating the Group’s exposure  
to changes in interest rates.

Cash flows associated with cash deposits, debt and interest rate swaps and the fair value of these instruments, fluctuate with changes in 
interest rates. If the interest rates had been 1% higher or lower during the period, the effect on the income statement would be as follows:

						      Movement 
						      in fair value
				    Interest	 Interest	 of interest
				    receivable	 payable	 rate swaps
Period ended 23 August 2008				    £m	 £m 	 £m

Impact on income statement if interest rates increased by 1%: gain / (loss) 			   2.2	 –	 74.9
Impact on income statement if interest rates decreased by 1%: gain / (loss) 			  (2.2)	 –	 (74.9)
Impact on equity if interest rates increased by 1%: gain / (loss)			   –	 –	 108.6
Impact on equity if interest rates decreased by 1%: gain / (loss)			   –	 –	 (108.6)

Period ended 18 August 2007

Impact on income statement if interest rates increased by 1%: gain / (loss) 			   3.3	 –	 54.9
Impact on income statement if interest rates decreased by 1%: gain / (loss) 			  (3.3)	 –	 (54.9)
Impact on equity if interest rates increased by 1%: gain / (loss)			   –	 –	 128.8
Impact on equity if interest rates decreased by 1%: gain / (loss)			   –	 –	 (128.8)

Whilst cash flow interest rate risk is largely eliminated, the use of fixed rate borrowings and derivative financial instruments exposes the 
Group to fair value interest rate risk such that the Group would not benefit from falls in interest rates and would be exposed to unplanned 
costs should debt or derivative financial instruments be restructured or repaid early.

Liquidity risk
The Group’s funding strategy is to ensure a mix of financing methods offering flexibility and cost effectiveness to match the requirements 
of the Group. The Group is primarily financed by secured loan notes, with approximately 92% (August 2007: 93%) of the capital balance 
on these loan notes being repayable after more than five years from the balance sheet date, subject to relevant covenants being met. The 
Board continues to review alternative sources of finance. The Group’s objective is to smooth the debt maturity profile, to arrange funding 
ahead of requirements and to maintain a strong credit rating so maturing short term debt may be refinanced as it falls due. Cash flow 
forecasts are frequently produced to assist management in identifying liquidity requirements. This includes assessments of the ability to 
meet the restricted payment conditions in the three securitisation structures in order that cash can be released to the top company level. 
Cash balances are invested in short term deposits such that they are readily available to settle short term liabilities or to fund capital additions.

Capital risk
The Group’s capital structure is made up of net debt, issued share capital and reserves. These are managed effectively to minimise  
the Group’s cost of capital, to add value to shareholders and to service debt obligations, ultimately ensuring that the Group continues  
as a going concern. The Group’s debt is divided into three separate securitisations and a convertible bond. Although highly leveraged,  
the Group is able to generate sufficient returns to service the debt, and generate surplus funds that can be reinvested in the business,  
returned to shareholders, or used to reduce the cost of capital. The securitised debt is monitored by a variety of measures, which are 
reported to the debt providers on a quarterly basis.  
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22 Financial instruments continued

Credit risk
With the exception of cash and short term deposits invested with banks and financial institutions, there are no significant concentrations 
of credit risk within the Group. The maximum credit risk exposure relating to financial assets is represented by the carrying value as at the 
balance sheet date. The Group’s objective is to minimise credit risk by ensuring that surplus funds are invested with banks and financial 
institutions with high credit ratings and that the Group deals with third parties that have been subject to credit checks, or that have good 
credit scores, where appropriate. The Group has taken out a number of interest rate swaps with financial institutions for the purpose of 
hedging its exposure to changes in interest rates. As at the balance sheet date, only one of these instruments was held as a financial asset, 
valued at £1.4m. Trade and other receivables, as shown on the Consolidated balance sheet, are shown net of a provision for doubtful 
debts, which management estimates based on a review of all individual receivable accounts, experience and known factors at the balance 
sheet date, taking into account any collateral held in the form of cash deposits, which is quantified. These cash deposits are applied against 
unpaid debt when licensees leave the pubs, and vary in size. The amount of cash deposits held at 23 August 2008 is £43.1m (August 2007: 
£41.3m). These are held on the balance sheet within trade and other payables. Receivables are written off against the doubtful debt 
provision when management deems the debt to be no longer recoverable. 

An analysis of the provision held against trade receivables for doubtful debts is shown below:
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Provision for doubtful debts at beginning of period				    	 9.6	 11.5
Charged to income statement				    	 6.9	 4.2
Utilised during the period					     (5.1)	 (5.8)
Released during the period					     (0.4)	 (0.3)

Provision for doubtful debts at end of period					     11.0	 9.6

The ageing of trade receivables at the balance sheet date, net of the doubtful debt provision, is as follows:
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Live debt	 Current				    43.5	 52.8
	 0 – 35 days past due				    2.6	 2.3
	 Over 35 days past due				    5.6	 4.4
Closed debt					     –	 2.0

					     51.7	 61.5

Live debt represents balances outstanding from current licensees. Closed debt relates to outstanding balances from customers that are  
no longer current licensees of the Group.

There are no indicators at 23 August 2008 that debtors will not meet their payment obligations in respect of the net amount of trade 
receivables recognised in the balance sheet. 

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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22 Financial instruments continued

Derivative financial instruments
The carrying values of derivative financial instruments in the balance sheet are as follows (all non-current):

			   Group		  Company

			   23 August 2008		  23 August 2008

			   Non-current 	 Non-current	 Non-current	 Non-current
			   assets	 liabilities	 assets	 liabilities
			   £m	 £m	 £m	 £m

Interest rate swaps			   1.4	 (181.1)	 –	 –

			   Group		  Company

			   18 August 2007		  18 August 2007

			   Non-current 	 Non-current	 Non-current	 Non-current
			   assets	 liabilities	 assets	 liabilities
			   £m	 £m	 £m	 £m

Interest rate swaps			   16.1	 (113.0)	 0.8	 (0.8)

The interest rate swaps replace the LIBOR rate on the Group’s secured floating rate loan notes and bank loans with a fixed rate. The capital 
amount of the swaps reduces over time to match the contractual repayment profile of the associated notes over their life (see note 21  
for more detail). Of the total carrying value of the interest rate swaps £106.1m (August 2007: £49.5m) qualify as, and are treated as,  
cash flow hedges in accordance with IAS 39 and movements in their fair values are recognised directly in equity. The remaining £73.6m 
(August 2007: £47.4m) do not qualify for hedge accounting with movements in their fair value being recognised in the income statement.

Fair value of non-derivative financial assets and liabilities
With the exception of the Group’s secured loan notes and convertible bonds, there are no material differences between the carrying  
value of non-derivative financial assets and financial liabilities and their fair values as at the balance sheet date.

The carrying value of the Group’s secured loan notes at 23 August 2008 is £4,710.6m (August 2007: £4,754.4m) and the fair value, 
measured at market value or the market value of equivalent listed loans, of this debt at that date is £4,087.2m (August 2007: £4,808.2m). 
The carrying value of the liability element of the convertible bonds is £264.8m at 23 August 2008 (August 2007: £253.1m) and the fair 
value of the whole instrument, measured at the listed market value, of these bonds is £232.3m (August 2007: £300.9m).

23 Provisions

Group
		  Compensation	 Onerous	 Property
		  payments	 contracts	 leases	 Insurance	 Total
		  £m	 £m	 £m	 £m	 £m

At 19 August 2006		  19.5	 31.4	 32.2	 6.1	 89.2
On acquisitions		  –	 –	 1.5	 –	 1.5
Unwinding of discount effect of provisions		  0.7	 0.7	 0.3	 –	 1.7
Charged to income statement		  –	 0.4	 9.1	 2.3	 11.8
Utilised during the period		  (14.2)	 (11.0)	 (11.3)	 (1.9)	 (38.4)
Released during the period		  (1.5)	 (3.8)	 (0.7)	 –	 (6.0)

At 18 August 2007		  4.5	 17.7	 31.1	 6.5	 59.8	
Unwinding of discount effect of provisions		  –	 0.6	 0.2	 –	 0.8
Charged to income statement		  –	 –	 14.7	 0.9	 15.6
Utilised during the period		  (4.1)	 (5.4)	 (7.8)	 (2.0)	 (19.3)
Released during the period		  (0.4)	 (1.6)	 (6.3)	 –	 (8.3)

At 23 August 2008		  –	 11.3	 31.9	 5.4	 48.6
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23 Provisions continued

Provisions have been analysed between current and non-current as follows:
					     23 August	 18 August
					     2008	 2007	
					     £m	 £m

Current 				    	 13.4	 18.1
Non-current					     35.2	 41.7

					     48.6	 59.8

Compensation payments
The compensation payments provision related to the termination costs due in respect of a beer supply contract. The termination costs 
were payable over seven years having commenced in April 2000, and the annual amount payable varied according to annual volume 
commitment, the percentage increase / decrease in the UK beer market and the UK Retail Price Index.

Onerous contracts
The onerous contracts provision relates to the termination costs for supply contracts that expire in August 2011. The onerous cost  
element of these contracts has been provided for based on anticipated future volumes and the difference between contract prices  
and market prices.

Property leases
The provision for property leases has been set up to cover operating costs of vacant or loss making premises. The provision covers the 
expected shortfall between operating income and rents payable. Payments are expected to be ongoing on these properties for a number  
of years.

Insurance
The provision for insurance relates to insurance for which annual amounts vary according to claims made. The majority of this provision  
is expected to be utilised within five years of the balance sheet date.

24 Other non-current payables
			   Group		  Company

			   23 August	 18 August	 23 August	 18 August
			   2008	 2007 	 2008	 2007
			   £m	 £m	 £m	 £m

Other payables 			   1.7	 6.6	 –	 –
Amounts owed to group undertakings			   –	 –	 4,015.9	 3,911.9

		  	 1.7	 6.6	 4,015.9	 3,911.9

Included within amounts owed to group undertakings are various loan balances, for which additional detail is disclosed in note 35. 
Remaining balances have no restrictive terms or conditions associated with them.

25 Share capital 
			   23 August	 23 August	 18 August	 18 August
			   2008	 2008	 2007	 2007
		  	 No. (000)	 £m	 No. (000)	 £m

Authorised
Ordinary shares of 0.04786p		  	 104,479,333	 50.0	 104,479,333	 50.0

Allotted, called-up and fully paid
Ordinary shares of 0.04786p		  	 266,542	 0.1	 265,953	 0.1

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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25 Share capital continued 

The movements in the called-up share capital are set out below:
					     Ordinary shares	 Ordinary shares
					     No. (000)	 £m

At 19 August 2006					     264,685	 0.1
Issued on exercise of share options					     1,268	 –

At 18 August 2007					     265,953	 0.1
Issued on exercise of share options					     589	 –

At 23 August 2008					     266,542	 0.1

Changes in share capital
Under the Discretionary Share Plan, 47,136 (August 2007: 792,506) ordinary shares were issued during the period at an average price 
of £3.75 (August 2007: £2.79) per share. Under the Long Term Incentive Plan, 220,388 ordinary shares were issued at par consideration 
(August 2007: 372,712). Under the SAYE scheme, 4,137 and 57,461 ordinary shares were issued to employees at prices of £2.00 and 
£1.66 respectively (August 2007: 38,063 and 14,799 at prices of £2.00 and £1.66 respectively). Under the Share Incentive Plan, 190,568 
(August 2007: 26,457) matching shares were issued at par consideration. Under the Deferred Share Bonus Plan, 69,048 (August 2007: 
23,271) ordinary shares were issued at par consideration. See note 26 for further details of these schemes. 

The issue of these shares resulted in net cash proceeds of £0.3m (August 2007: £2.3m).

The Group issued £275.0m convertible bonds at a nominal value of £275.0m on 14 December 2005. The bonds mature five years from 
the issue date and can be redeemed at that date for 107.21% (£294.8m) of their principal amount or can be converted, at the option of 
the holder, into shares at an initial conversion price of £11.782. The conversion price is subject to adjustment following capital distributions 
(whether by cash dividend, dividend in specie, scrip dividend, capitalisation issue or otherwise). The conversion price at 23 August 2008  
is £11.66 (August 2007: £11.782). The share price at the date of pricing of the convertible bonds was £8.60.

No conversions have been made as at 23 August 2008 (August 2007: £nil).

Rights of shareholders 
All ordinary shares in issue at 23 August 2008 rank pari passu in all respects.

26 Share based payments

The Company has five share incentive schemes by which Directors and employees are able to acquire shares in the Company. All of these 
schemes are equity-settled schemes. IFRS 2 has been applied to all grants of equity-settled awards after 7 November 2002 that had not 
vested before 1 January 2005.

SAYE scheme
The first scheme is the savings related scheme which was open to all employees, whereby the proceeds from a ‘Save As You Earn’ savings 
contract, of either three or five years duration, are used to exercise rights to acquire shares granted at the commencement of the savings 
contract at a discount of 20% to the market value of the shares at the date of grant. Options may be exercised within six months of the 
maturity of the contract. This scheme was introduced during the period ended 17 August 2002 with a further invitation to join during the 
period ended 23 August 2003. There were no options granted under this scheme in the period ended 23 August 2008 or period ended  
18 August 2007.

Discretionary Share Plan
The second scheme is a Discretionary Share Plan (DSP) whereby options are granted to senior management over ordinary shares in the 
Company, at the prevailing market price at time of grant. These options vest after a three year performance period, with performance 
targets set by the Remuneration Committee, and are then exercisable for a period of seven years. Performance targets for options granted 
on 31 January 2006 and 16 November 2005 are set on a sliding scale of earnings per share growth with 40% of options vesting on 
growth of RPI +8% per annum up to 100% vesting on growth of RPI +10% per annum. Performance targets for options granted  
on 17 November 2004 are set on a sliding scale of earnings per share growth with 40% of options vesting on growth of RPI +8% per 
annum up to 100% vesting on growth of RPI +12% per annum. Performance targets for options granted on 2 March 2004 are set  
on a sliding scale of earnings per share growth with 40% of options vesting on growth of RPI +12% per annum up to 100% vesting  
on growth of RPI +15% per annum. There were no options granted under this scheme in the period ended 23 August 2008 or period 
ended 18 August 2007.
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26 Share-based payments continued

Long Term Incentive Plan
The third scheme is a Long Term Incentive Plan (LTIP) whereby senior management will receive conditional rights over ordinary shares  
in the Company. Eligible employees are awarded rights to the issue of a maximum number of shares at the beginning of a three year 
period, a proportion of which they will be entitled to receive at the end of that period depending on the extent to which the performance 
conditions set by the Remuneration Committee at the time the allocation is made are satisfied. Further information on the performance 
conditions of the Long Term Incentive Plan are shown in the Report on Directors’ remuneration on pages 34 to 46. At 23 August 2008  
eligible employees hold rights over ordinary shares which may result in the issue of 160,349 shares on 16 November 2008, 42,019 shares 
on 31 January 2009, 355,749 shares on 13 November 2009, 33,947 shares on 10 September 2010, 1,179,103 shares on 22 January 2011, 
22,443 shares on 12 May 2011 and 295,202 shares on 7 July 2011.

Deferred Share Bonus Plan
The fourth scheme is a Deferred Share Bonus Plan (DSB) whereby senior management receive part of their post-tax annual bonus in shares. 
These shares are held on behalf of the senior management in a trust and if certain performance and eligibility conditions are met then a 
further award of shares is made after three years. Further information is provided in the Report on Directors’ remuneration on pages 34  
to 46. At 23 August 2008, 67,117 shares are held within the trust and eligible employees hold additional rights over ordinary shares that 
may result in the future issue of up to 18,549 shares on 10 November 2008, 24,767 shares on 13 November 2009 and 41,258 shares  
on 12 November 2010.

Share Incentive Plan
The fifth scheme is a Share Incentive Plan (SIP) open to all eligible employees, whereby proceeds contributed by employees are used to 
buy shares in the Company at prevailing market values. These shares are called Partnership Shares and are held in a trust on behalf of the 
employee. For every Partnership Share bought by the employee the Company will give the employee one share free of charge (‘Matching 
Share’). The employees have to take their shares out of the plan on leaving the Group and will not be entitled to the Matching Share if they 
leave within three years of buying the Partnership Shares. If the Company awards dividends to its shareholders, the employee will receive 
a dividend on each of the Partnership and Matching Shares they hold. The Company arranges for the dividends to be used to buy extra 
shares (‘Dividend Shares’). Dividend Shares must be held in the plan for three years before they can be removed unless the employee leaves 
the Group in which case they must be taken out. The scheme was introduced in June 2004 with shares being acquired at market values  
on an annual or monthly basis. As at 23 August 2008 351,229 shares (August 2007: 160,661 shares) had been issued by the Company  
to the trust at par value. The par value of the shares issued which has been deducted from reserves is negligible. The market value of these 
shares at 23 August 2008 was £1.0m (August 2007: £1.6m).

Fair value of share awards
The fair value is measured using the valuation technique that is considered to be the most appropriate to value each class of award. 

Discretionary Share Plan
There were no awards made in relation to the Discretionary Share Plan during the current or the previous period. 

Long Term Incentive Plan
The key assumptions for awards made in the current and previous period are as follows:

		  7 July 	 12 May 	 22 January 	 10 September	 13 November
Grant date		  2008	  2008	  2008	 2007	 2006

		  Monte Carlo 	 Monte Carlo	 Monte Carlo	
Valuation model	 	 and binomial	 and binomial	 and binomial	 Monte Carlo	 Monte Carlo

Share price at date of grant	 	 £2.80	 £6.06	 £6.22	 £10.23	 £11.42
Shares under option		  295,202	 22,443	 1,187,439	 33,947	 527,874
Vesting period	 	 3.0 years	 3.0 years	 2.8 years	 3.0 years	 3.0 years
Expected volatility		  34.65%	 31.96%	 27.47%	 25.73%	 22.44%
Expected life		  3.0 years	 3.0 years	 2.8 years	 3.0 years	 3.0 years
Risk free rate		  5.0666%	 4.3995%	 4.3524%	 5.1022%	 5.0176%
Expected dividend yield		  1.97%	 1.68%	 1.64%	 0.50%	 0.85%
Expectation of meeting performance criteria	 	 0%	 0%	 0%	 0%	 0%
Fair value per option		  £2.03	 £4.43	 £4.50	 £5.52	 £6.18

Expected volatility has been calculated based on the historic volatility of the Company’s share price corresponding to the expected life  
of the option or share award.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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26 Share-based payments continued

The expected term of the options is based on the life to the point of expected exercise. This is determined through analysis of historically 
evidenced exercise patterns of option holders.

The risk free rate of return is the yield on zero-coupon UK government bonds of a term consistent with the assumed option life.

Share Incentive Plan
The fair value of the Matching Shares issued under the Company’s Share Incentive Plan is recognised as the market value of the shares 
issued at the date of purchase. This charge is spread over the three year vesting period on a straight line basis.

Deferred Share Bonus Plan
The estimated fair value of the deferred bonus shares awarded in the year are determined based on the market value of shares on the  
date of grant discounted by the expected dividend yield. The estimated fair value of shares granted in the year, under this scheme,  
is shown below, together with the key assumptions:

					     12 November 	 13 November 
Grant date 					     2007	 2006

Valuation model					     Binomial	 Black Scholes

Share price at date of grant				    	 £9.36	 £11.42
Shares under option					     43,629	 36,742
Vesting period					     3.0 years	 3.0 years
Expected volatility					     24.59%	 22.44%
Expected life					     3.0 years	 3.0 years
Risk free rate					     4.7684%	 5.0176%
Expected dividend yield					     0.55%	 0.85%
Expectation of meeting performance criteria				    	 0%	 0%
Fair value per option					     £9.25	 £11.13

Movements in options and awards under share based payment schemes
A reconciliation of movements for the SAYE, DSP, LTIP, DSB and SIP schemes over the 53 weeks to 23 August 2008 are shown below:

SAYE scheme
			   53 weeks 	 53 weeks	 52 weeks	 52 weeks
			   23 August	 23 August	 18 August	 18 August
			   2008	 2008	 2007 	 2007 
			   No.	 WAEP1	 No.	 WAEP1

Outstanding at beginning of period			   79,128	 168	 123,715	 175
Reinstated during the period			   –	 –	 8,275	 200
Expired during the period			   (3,284)	 166	 –	 –
Exercised during the period			   (61,598)	 168	 (52,862)	 190

Outstanding at end of period			   14,246	 166	 79,128	 168

Exercisable at end of period		  	 14,246	 166	 4,137	 200

1 Weighted average exercise price (pence).

Discretionary Share Plan
			   53 weeks 	 53 weeks	 52 weeks	 52 weeks
			   23 August	 23 August	 18 August	 18 August
			   2008	 2008	 2007 	 2007 
			   No.	 WAEP1	 No.	 WAEP1

Outstanding at beginning of period			   2,388,495	 290	 3,221,888	 292
Expired during the period		  	 (9,574)	 532	 (40,887)	 652
Exercised during the period		  	 (47,136)	 375	 (792,506)	 279
Outstanding at end of period			   2,331,785	 288	 2,388,495	 290

Exercisable at end of period		  	 2,137,635	 241	 2,015,876	 218

1 Weighted average exercise price (pence).
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26 Share-based payments continued

Long Term Incentive Plan
					     53 weeks to	 52 weeks to
					     23 August	 18 August
				    	 2008	 2007
					     No.	 No.

Outstanding at beginning of period					     965,878	 1,039,497
Granted during the period					     1,539,031	 529,155
Expired during the period				    	 (73,183)	 (103,761)
Forfeited during the period					     (106,989)	 (117,090)
Released during the period					     (235,925)	 (381,923)

Outstanding at end of period				    	 2,088,812	 965,878

Deferred Share Bonus Plan
					     53 weeks to	 52 weeks to
					     23 August	 18 August
				    	 2008	 2007
					     No.	 No.

Outstanding at beginning of period				    	 164,671	 136,870
Granted during the period					     69,370	 58,421
Removed during the period					     (20,559)	 (11,305)
Expired during the period				    	 (172)	 (1,924)
Forfeited during the period				    	 (9,863)	 (15,520)
Released during the period					     (52,529)	 (1,871)

Outstanding at end of period				    	 150,918	 164,671

Share Incentive Plan
					     53 weeks to	 52 weeks to
					     23 August	 18 August
				    	 2008	 2007
					     No.	 No.

Outstanding at beginning of period					     111,598	 118,028
Granted during the period					     212,325	 38,714
Forfeited during the period					     (8,185)	 (11,946)
Released during the period					     (65,624)	 (33,198)

Outstanding at end of period				    	 250,114	 111,598

Outstanding options
Options outstanding at 23 August 2008 comprise the following:

Discretionary Share Plan
					     Number	 Exercise
					     of share	 price pence
Exercise date 					     options	 per share

27 May 2002 to 25 May 2012					     1,251,230	 198
3 December 2002 to 3 December 2011					     391,811	 205
5 December 2005 to 5 December 2012					     228,355	 194
2 March 2007 to 1 March 2014					     112,899	 519
17 November 2007 to 17 November 2014					     153,340	 551
16 November 2008 to 16 November 2015					     129,252	 767
31 January 2009 to 31 January 2016					     64,898	 866

					     2,331,785

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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26 Share-based payments continued

SAYE scheme
					     Number	 Exercise
					     of share	 price pence
Exercise date 					     options	 per share

1 August 2006 to 1 February 2009					     14,246	 166

The weighted average share price during the period for options exercised was £5.00 (August 2007: £11.97). The options outstanding  
at 23 August 2008 had a weighted average remaining contractual life of 4.0 years (August 2007: 5.1 years). 

The total charge for the year relating to employee share-based plans was £2.4m (52 weeks ended 18 August 2007: £2.0m) all of which 
related to equity-settled share-based payment transactions. 

27 Analysis of changes in shareholders’ equity

Group
		  Share	 Share	 Other reserves	 Retained
		  capital	 premium	 (note 28) 	 earnings	 Total
		  £m	 £m	 £m	 £m	 £m

At 19 August 2006		  0.1	 452.4	 (12.3)	 986.4	 1,426.6
Total recognised income and expense for the period		  –	 –	 31.4	 312.0	 343.4
Exercise of share options		  –	 2.3	 –	 –	 2.3
Share-based payments		  –	 –	 2.0	 –	 2.0
Equity dividends		  –	 –	 –	 (37.4)	 (37.4)

At 18 August 2007		  0.1	 454.7	 21.1	 1,261.0	 1,736.9
Total recognised income and expense for the period		  –	 –	 (42.2)	 (62.7)	 (104.9)
Exercise of share options		  –	 0.3	 –	 –	 0.3
Share-based payments		  –	 –	 2.4	 –	 2.4
Equity dividends		  –	 –	 –	 (41.8)	 (41.8)

At 23 August 2008		  0.1	 455.0	 (18.7)	 1,156.5	 1,592.9

Company
		  Share	 Share	 Other reserves	 Retained
		  capital	 premium	 (note 28) 	 earnings	 Total
		  £m	 £m	 £m	 £m	 £m

At 19 August 2006		  0.1	 452.4	 8.3	 271.2	 732.0
Total recognised income and expense for the period		  –	 –	 (4.0)	 39.5	 35.5
Exercise of share options		  –	 2.3	 –	 –	 2.3
Share-based payments		  –	 –	 2.0	 –	 2.0
Equity dividends		  –	 –	 –	 (37.4)	 (37.4)

At 18 August 2007		  0.1	 454.7	 6.3	 273.3	 734.4
Total recognised income and expense for the period		  –	 –	 –	 99.5	 99.5
Exercise of share options		  –	 0.3	 –	 –	 0.3
Share-based payments		  –	 –	 2.4	 –	 2.4
Equity dividends		  –	 –	 –	 (41.8)	 (41.8)

At 23 August 2008		  0.1	 455.0	 8.7	 331.0	 794.8
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28 Other reserves

Group
			   Equity
			   component 		  Share-based
			   of convertible 	 Hedge	 payment	
			   bonds	 reserve	 reserve	 Total
			   £m	 £m	 £m	 £m

At 19 August 2006			   21.0	 (37.6)	 4.3	 (12.3)
Total recognised income and expense for the period			   9.0	 22.4	 –	 31.4
Share-based payments			   –	 –	 2.0	 2.0

At 18 August 2007			   30.0	 (15.2)	 6.3	 21.1
Total recognised income and expense for the period			   –	 (42.2)	 –	 (42.2)
Share-based payments			   –	 –	 2.4	 2.4

At 23 August 2008			   30.0	 (57.4)	 8.7	 (18.7)

Company
					     Share-based 
				    Hedge	 payment
				    reserve	 reserve	 Total
				    £m	 £m	 £m

At 19 August 2006				    4.0	 4.3	 8.3
Total recognised income and expense for the period 				    (4.0)	 –	 (4.0)
Share-based payments				    –	 2.0	 2.0

At 18 August 2007				    –	 6.3	 6.3
Share-based payments				    –	 2.4	 2.4

At 23 August 2008				    –	 8.7	 8.7

29 Net debt

(a) Analysis of net debt
					     23 August	 18 August
				    	 2008	 2007
					     £m	 £m

Secured loan notes				    	 (4,567.0)	 (4,598.5)
Bank loans					     –	 (43.1)
Convertible bonds1					     (284.9)	 (281.0)

Gross debt					     (4,851.9)	 (4,922.6)
Cash and cash equivalents				    	 321.2	 267.7

Nominal value of net debt				    	 (4,530.7)	 (4,654.9)

Capitalised debt issue costs					     25.9	 29.5
Fair value adjustments on acquisition of secured loan notes					     (164.6)	 (178.9)
Fair value of interest rate swaps					     (179.7)	 (96.9)
Balance sheet adjustments to convertible bonds2					     15.2	 21.4
Finance lease obligations					     (19.4)	 (21.1)

Net debt				    	 (4,853.3)	 (4,900.9)

Balance sheet:
Borrowings					     (4,744.4)	 (4,833.3)
Convertible bonds					     (264.8)	 (253.1)
Derivative financial instruments					     (179.7)	 (96.9)
Cash deposits used as security for loan notes					     14.4	 14.7
Cash and cash equivalents					     321.2	 267.7

Net debt					     (4,853.3)	 (4,900.9)

1 Represents nominal value of convertible bonds of £275m plus subsequent accretion of liability to redemption value on maturity.
2 Represents equity component of convertible bonds less subsequent accretion of liability to redemption value on maturity for this equity component.

Notes to the financial statements continued
for the 53 weeks ended 23 August 2008
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29 Net debt continued

(b) Analysis of changes in net debt

	 At 19 August			   Non-cash 	 At 18 August		  Non-cash	 At 23 August
	 2006 	 Acquisitions	 Cash flow	 movements	 2007	 Cash flow	 movements	 2008
	 £m	 £m	 £m	 £m	 £m	 £m	 £m	 £m

Current assets
Cash at bank 
and in hand	 562.4	 4.8	 (299.5)	 –	 267.7	 53.5	 –	 321.2
Cash deposits	 15.8	 –	 (1.1)	 –	 14.7	 (0.3)	 –	 14.4

Cash and cash deposits	 578.2	 4.8	 (300.6)	 –	 282.4	 53.2	 –	 335.6

Debt 
Borrowings	 (5,197.8)	 (132.4)	 491.0	 20.6	 (4,818.6)	 77.6	 11.0	 (4,730.0)
Guaranteed loan notes	 (15.8)	 (12.4)	 13.5	 –	 (14.7)	 0.3	 –	 (14.4)
Derivative 
financial instruments	 (184.0)	 (0.1)	 (5.8)	 93.0	 (96.9)	 (0.6)	 (82.2)	 (179.7)
Debt component 
of convertible bonds	 (242.5)	 –	 –	 (10.6)	 (253.1)	 –	 (11.7)	 (264.8)

	 (5,640.1)	 (144.9)	 498.7	 103.0	 (5,183.3)	 77.3	 (82.9)	 (5,188.9)

Net debt per 
balance sheet	 (5,061.9)	 (140.1)	 198.1	 103.0	 (4,900.9)	 130.5	 (82.9)	 (4,853.3)

Net debt incorporates the Group’s borrowings, bank overdrafts, derivative financial instruments and obligations under finance leases,  
less cash and cash equivalents and cash deposits. The cash deposits are used as security for loan notes.

Non-cash movements relate to amortisation of deferred issue costs and premium on loan notes and convertible bonds, the equity 
component of convertible bonds and fair value movement in derivative financial instruments.
 
(c) Reconciliation of net cash flow to movement in net debt
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Increase / (decrease) in cash and cash equivalents in the period				    53.5	 (294.7)
Cash outflow from change in cash deposits					     (0.3)	 (1.1)
Cash outflow from change in debt financing					     74.3	 491.8

Change in net debt resulting from cash flows					     127.5	 196.0

Bank and other loans of subsidiaries acquired in the period					     –	 (132.5)
Other non-cash movements in net debt					     (81.6)	 91.8

Change in net debt resulting from non-cash flows					     (81.6)	 (40.7)

Obligations under finance leases					     1.7	 5.7

Movement in net debt					     47.6	 161.0
Net debt at beginning of period				    	 (4,900.9)	 (5,061.9)

Net debt at end of period				    	 (4,853.3)	 (4,900.9)
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30 Business combinations

Acquisition of subsidiaries in the prior period: Mill House
On 14 September 2006 the Group acquired the entire share capital of Broomco (3708) Limited, the holding company of the Mill House 
group which operated a managed estate of 82 pubs at the date of acquisition.

From the date of acquisition to the year ended 18 August 2007, the Mill House group contributed £43.6m to Group revenues and £9.6m 
to EBITDA. If the acquisition had been completed on the first day of the previous financial year, Group revenues for that year would have 
been £3.4m higher and Group EBITDA would have been £0.8m higher. All intangible assets were recognised at their respective fair values. 
The residual excess over the net assets acquired was recognised as goodwill in the financial statements. 

The adjustments applied to the book values of the assets and liabilities of the Mill House group, in order to present the net assets at fair 
values in accordance with Group accounting principles, were £16.3m, details of which are in the table below.

						      2007

				    Pre-acquisition	 Fair value 
				    IFRS values	 adjustments	 Fair values
				    £m	 £m	 £m

Goodwill				    19.5	 (19.5)	 –
Operating leases				    4.2	 2.1	 6.3
Property, plant and equipment				    117.2	 26.5	 143.7
Assets held for resale				    –	 12.0	 12.0
Inventories				    0.5	 –	 0.5
Deferred taxation				    –	 (2.3)	 (2.3)
Receivables				    2.9	 –	 2.9
Cash and cash equivalents				    4.8	 –	 4.8
Payables and provisions				    (12.8)	 (2.4)	 (15.2)
Loans and swaps				    (132.4)	 (0.1)	 (132.5)

Net assets acquired				    3.9	 16.3	 20.2

Goodwill						      18.4

Consideration						      38.6

Consideration satisfied by:

Cash						      26.2
Loan notes issued						      12.4

Total consideration						      38.6

Net cash flow on acquisitions
						      52 weeks to
						      18 August
						      2007
						      £m

Cash paid for subsidiaries						      (26.2)
Cash acquired						      4.8
Accrued fees						      0.3

Net cash outflow						      (21.1)

Effect of acquisitions during the prior year on the Group cash flow statement
Post-acquisition the effect on the Group cash flow for the 52 weeks to 18 August 2007 was an inflow of £9.6m, being wholly 
from operations.
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31 Disposals

In the prior year, on 17 September 2006, the Group disposed of its wholly owned subsidiary Spirit Managed (Old Orleans) Limited,  
which operated 31 managed pub restaurants, for consideration of £25.6m in cash.

On the face of the cash flow, proceeds from sale of subsidiaries are presented within proceeds from sale of non-current assets and are  
net of cash disposed.

Total net assets comprised the following assets and liabilities:
						      2007
						      £m

Property, plant and equipment and intangible assets						      25.2
Inventories						      0.3
Receivables						      0.4
Deferred tax assets						      0.2
Cash						      0.1

Total assets sold						      26.2

Payables						      (1.0)

Total liabilities sold						      (1.0)

Total net assets sold						      25.2

During the prior period, the Group disposed of a package of 869 pubs from the leased estate for proceeds of £328m resulting in a loss  
of £0.7m in the 52 weeks to 18 August 2007, which is presented within profit on sale of non-current assets in the income statement.

32 Pensions and other post-retirement benefits

During the period the Group operated three funded defined benefit pension schemes, the Pubmaster Pension Scheme, the Spirit Group 
Pension Scheme (SGPS) and the Spirit Group Retail Pension Plan (SGRPP). During the previous period, the Group operated a fourth defined 
benefit pension scheme, the InnSpired Group Limited Scheme. On 6 April 2007, this scheme was merged into the Pubmaster Pension Scheme. 

The pension plans have not invested in any of the Group’s own financial instruments nor in properties or other assets used by the Group.

The tables below illustrate the impact of defined benefit schemes on the income statement and the balance sheet and relate to the 
Pubmaster Pension Scheme, SGPS and SGRPP. 

The amounts recognised in the income statement are as follows:

Analysis of amounts charged to operating costs:
					     53 weeks to 	 52 weeks to
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Current service cost					     (0.1)	 (0.4)

Analysis of amounts credited to other finance income:
					     53 weeks to 	 52 weeks to
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Expected return on assets				    	 26.6	 22.0
Interest on scheme liabilities					     (21.5)	 (19.4)

Net credit					     5.1	 2.6
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32 Pensions and other post-retirement benefits continued

Analysis of amounts recognised in the SORIE in the period:
					     53 weeks to 	 52 weeks to
				    	 23 August	 18 August
				    	 2008	 2007
					     £m	 £m

Actual return on assets				    	 (3.4)	 20.3
Expected return on assets					     (26.6)	 (22.0)
Experience loss on liabilities				    	 39.0	 27.8

Expected actuarial gains recognised in the SORIE					     9.0	 26.1
Restriction on surplus recognised					     (29.1)	 –

Actuarial (losses) / gains recognised in the SORIE					     (20.1)	 26.1

Cumulative amounts recognised in the SORIE:
				    	 23 August	 18 August
				    	 2008	 2007
					     £m	 £m

At beginning of period				    	 59.9	 33.8
Net actuarial (losses) / gains in the period					     (20.1)	 26.1

At end of period				    	 39.8	 59.9

The amounts recognised in the balance sheet are as follows:
				    	 23 August	 18 August
					     2008	 2007
					     £m	 £m

Present value of scheme liabilities					     (342.3)	 (373.3)
Fair value of scheme assets					     376.5	 380.0

Net retirement benefit asset					     34.2	 6.7
Restriction on surplus recognised					     (29.1)	 –

Net retirement benefit asset recognised in the balance sheet					    5.1	 6.7

Movements in the present value of scheme liabilities are as follows:
					     53 weeks to 	 52 weeks to
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Present value of scheme liabilities at beginning of year				    	 373.3	 393.5
Current service cost				    	 0.1	 0.4
Interest cost					     21.5	 19.4
Actuarial gains					     (39.0)	 (27.8)
Contributions paid by employees					     –	 0.1
Benefits paid					     (13.6)	 (12.3)

Present value of scheme liabilities at end of year				    	 342.3	 373.3

Movements in the fair value of scheme assets are as follows:
					     53 weeks to 	 52 weeks to
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Fair value of scheme assets at beginning of year				    	 380.0	 368.8
Expected return on scheme assets				    	 26.6	 22.0
Actuarial losses				    	 (30.0)	 (1.7)
Contributions paid by employer					     13.5	 3.1
Contributions paid by employees					     –	 0.1
Benefits paid				    	 (13.6)	 (12.3)

Fair value of scheme assets at end of year					     376.5	 380.0
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32 Pensions and other post-retirement benefits continued

Scheme assets are stated at their market values at the balance sheet date and the expected return on scheme assets is derived as a 
weighted average of the expected return on each asset class, recognising the proportions of the assets invested in each. The expected 
return on each asset class is determined after taking external expert advice and by reference to relevant equity and bond indices.

The major categories of plan assets as a percentage of total plan assets are as follows:
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Equities					     57.1%	 60.5%
Bonds					     34.0%	 27.8%
Property					     7.9%	 9.6%
Other					     1.0%	 2.1%

The history of experience adjustments on the schemes for the current and previous financial years is as follows:

			   23 August	 18 August	 19 August	 20 August
			   2008	 2007 	 2006	 2005
			   £m	 £m	 £m	 £m

Present value of retirement benefit obligations			   (342.3)	 (373.3)	 (393.5)	 (47.7)
Fair value of plan assets		  	 376.5	 380.0	 368.8	 40.1

Net asset / (liability) in the scheme			   34.2	 6.7	 (24.7)	 (7.6)

Experience adjustments on scheme liabilities			   39.0	 27.8	 29.0	 –
Percentage of scheme liabilities			   11.4%	 7.4%	 7.4%	 –

Experience adjustments on scheme assets		  	 (30.0)	 (1.7)	 4.8	 4.8
Percentage of scheme assets			   8.0%	 0.4%	 1.3%	 12.0%

The expected contributions to defined benefit schemes for the next financial year, beginning 24 August 2008, are £3.5m.

Scheme Funding
Pubmaster Pension Scheme
The Pubmaster Pension Scheme is a defined benefit scheme operated in the UK. The values of the scheme’s liabilities have been 
determined by a qualified actuary based on the results of an actuarial valuation as at 6 April 2007, updated to 23 August 2008, the 
balance sheet date. The mortality assumptions at the year end are based on standard mortality tables which allow for future mortality 
improvements. The assumptions are that the life expectancy of a member who retires at the age of 65 is as follows:

					     23 August	 18 August
					     2008	 2007

Male currently aged 50				    	 21.8 years	 21.7 years
Male currently aged 65					     20.3 years	 20.2 years
Female currently aged 50					     23.4 years	 23.3 years
Female currently aged 65					     22.4 years	 22.4 years

The assumptions used in determining the valuations are as follows:

					     23 August	 18 August
					     2008	 2007

Rate of increase of salaries					     5.00%	 4.50%
Rate of increase in pensions					     3.00%	 3.00%
Discount rate					     6.40%	 5.80%
Inflation assumption					     3.75%	 3.25%
Revaluation of deferred pensions				    	 3.75%	 3.25%
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32 Pensions and other post-retirement benefits continued

The assets in the scheme and the expected rate of return were:
			   Long term		  Long term
			   rate of return 	 Value at	 rate of return	 Value at
			   expected at	 23 August	 expected at	 18 August
			   23 August	 2008	 18 August	 2007
			   2008	 £m	 2007	 £m

Equities			   8.00%	 25.4	 8.00%	 28.8
Bonds		  	 6.00%	 15.4	 5.50%	 15.0
Insured pensions		  	 6.40%	 2.0	 5.80%	 3.6
Property			   7.00%	 –	 7.00%	 0.1
Cash			   4.75%	 0.2	 5.50%	 0.1

Total market value of assets				    43.0		  47.6
Present value of scheme liabilities			   	 (49.2)		  (51.3)

Net pension liability before deferred tax				    (6.2)		  (3.7)
Deferred tax asset				    1.7		  1.0

Net pension liability			   	 (4.5)		  (2.7)

Spirit Group Pension Scheme
The SGPS is a defined benefit scheme operated in the UK. The values of the scheme’s liabilities have been determined by a qualified 
actuary based on the results of an actuarial valuation as at 5 April 2007, updated to 23 August 2008, the balance sheet date. The mortality 
assumptions at the year end are based on standard mortality tables which allow for future mortality improvements. The assumptions are 
that the life expectancy of a member who retires at the age of 65 is as follows:

					     23 August	 18 August
					     2008	 2007

Male currently aged 45				    	 22.1 years	 22.1 years
Male currently aged 65					     20.2 years	 20.2 years
Female currently aged 45					     23.6 years	 23.6 years
Female currently aged 65				    	 22.4 years	 22.4 years

The assumptions used in determining the valuations are as follows:
					     23 August	 18 August
					     2008	 2007

Rate of increase of salaries					     3.75%	 3.25%
Rate of increase in pensions				    	 3.30%	 3.25%
Discount rate					     6.30%	 5.80%
Inflation assumption					     3.75%	 3.25%

The assets in the scheme and the expected rate of return were:
			   Long term		  Long term
		  	 rate of return 	 Value at	 rate of return	 Value at
		  	 expected at	 23 August	 expected at	 18 August
			   23 August	 2008	 18 August	 2007
			   2008	 £m	 2007	 £m

Equities			   8.00%	 62.8	 8.00%	 64.1
Government bonds			   5.00%	 19.7	 5.00%	 14.7
Property			   7.00%	 8.1	 7.00%	 9.8
Corporate bonds		  	 6.00%	 5.0	 5.50%	 3.4
Other			   4.75%	 0.5	 5.50%	 0.7

Total market value of assets				    96.1		  92.7
Present value of scheme liabilities			   	 (92.7)		  (90.4)

Net pension asset before deferred tax			   	 3.4		  2.3
Deferred tax liability				    (1.0)		  (0.6)

Net pension asset				    2.4		  1.7
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32 Pensions and other post-retirement benefits continued

Spirit Group Retail Pension Plan
The SGRPP is a defined benefit scheme operated in the UK. The values of the scheme’s liabilities have been determined by a qualified 
actuary based on the results of an actuarial valuation as at 31 October 2006, updated to 23 August 2008, the balance sheet date. 
The mortality assumptions at the year end are based on standard mortality tables which allow for future mortality improvements. 
The assumptions are that the life expectancy of a member who retires at the age of 65 is as follows:

					     23 August	 18 August 
					     2008	 2007

Male currently aged 45				    	 22.1 years	 22.1 years
Male currently aged 65					     20.2 years	 20.2 years
Female currently aged 45				    	 23.6 years	 23.6 years
Female currently aged 65					     22.4 years	 22.4 years

The assumptions used in determining the valuations are as follows:
					     23 August	 18 August
					     2008	 2007

Rate of increase of salaries					     3.75%	 3.25%
Rate of increase in pensions					     2.00%	 1.50%
Discount rate					     6.40%	 5.80%
Inflation assumption					     3.75%	 3.25%

The assets in the scheme and the expected rate of return were:
			   Long term		  Long term
		  	 rate of return 	 Value at	 rate of return	 Value at
			   expected at	 23 August	 expected at	 18 August
			   23 August	 2008 	 18 August	 2007
			   2008	 £m	 2007	 £m

Equities			   8.00%	 126.9	 8.00%	 137.1
Government bonds			   5.00%	 61.0	 5.00%	 51.2
Corporate bonds			   6.00%	 27.0	 5.50%	 24.8
Property		  	 7.00%	 21.8	 7.00%	 26.4
Other			   4.75%	 0.7	 5.50%	 0.2

Total market value of assets				    237.4		  239.7
Present value of scheme liabilities			   	 (200.4)		  (231.6)

Net pension asset before deferred tax				    37.0		  8.1
Deferred tax liability				    (10.4)		  (2.3)

Net pension asset				    26.6		  5.8

Of the £37.0m pension asset above, £29.1m has not been recognised by the Group due to the Group not having the entitlement to 
recover all surpluses at the conclusion of the scheme. The asset has been restricted to the amount that can be recovered through reduced 
contributions to the related defined contribution scheme.
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32 Pensions and other post-retirement benefits continued

On the acquisition of Spirit group, the Group undertook to make scheduled contributions to reduce the pension scheme deficits on 
acquisition over the five years to 2010. Following finalisation of the actuarial valuations of the SGPS and SGRPP schemes as at 5 April 2007 
and 31 October 2006 respectively, the remaining scheduled contributions are as detailed below. At the period end date, the August 2008 
payment had not been made. This was paid subsequent to the period end, on 28 August 2008.

					     SGPS	 SGRPP
					     payments	 payments
					     £m	 £m

August 2008					     3.4	 –
August 2009					     3.4	 –
August 2010					     4.4	 –

Total					     11.2	 –

The pension costs for the defined contribution schemes are as follows:
				    	 53 weeks to 	 52 weeks to 
				    	 23 August	 18 August
					     2008	 2007
					     £m	 £m

Defined contribution schemes					     3.8	 4.4

33 Operating lease commitments – minimum lease payments

Group
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Future minimum rentals payable under non-cancellable operating leases:
Within one year					     62.1	 50.7
Between one and five years					     240.4	 193.3
After five years					     1,237.5	 1,038.5

				    	 1,540.0	 1,282.5

The future minimum rentals payable under non-cancellable operating leases when discounted to present value are £682.9m  
(August 2007: £554.6m).

The Group leases various licensed properties, offices and other commercial properties under non-cancellable operating lease agreements. 
The leases have various terms, escalation clauses and renewal rights. The Group also leases vehicles under non-cancellable operating  
lease agreements.

The total future minimum sublease payments expected to be received are £231.0m (August 2007: £212.8m).

The Group is a lessor of licensed properties to retailers. The leases have various terms, escalation clauses and renewal rights. The total  
future minimum lease payments expected to be received are:
					     Land 	 Land
				    	 and buildings 	 and buildings
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Within one year					     218.1	 225.7
Between one and five years					     742.2	 782.7
After five years					     1,170.4	 1,210.2

					     2,130.7	 2,218.6

The Company has no operating lease commitments at 23 August 2008 (August 2007: £nil).
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34 Capital and other financial commitments

Group
Capital commitments for property, plant and equipment
					     23 August	 18 August
					     2008	 2007	
					     £m	 £m

Contracted but not provided				    	 19.2	 22.2

The Company has no capital commitments at 23 August 2008 (August 2007: £nil).

The Company acts as guarantor for the convertible bonds issued by its wholly owned subsidiary, Punch Taverns (Redwood Jerseyco)  
Limited, for sums payable or ordinary shares due under the terms of the convertible bonds. Further details of the convertible bonds are 
provided in note 21.

35 Related party transactions

Group
Transactions with key management personnel
The key management personnel of the Group comprise members of the Punch Taverns plc Board of Directors and other nominated  
Senior Executives.

The key management personnel compensation is as follows:
					     53 weeks to 	 52 weeks to
				    	 23 August	 18 August
					     2008	 2007
					     £m	 £m

Short term employee benefits					     2.9	 3.3
Post-employment employee benefits					     0.3	 0.2
Share-based payments					     1.2	 2.0

				    	 4.4	 5.5

Robert McDonald and Andrew Knight, both former Directors of the Company, are deferred members of the Spirit Group Pension Scheme. 
Details of their defined benefit pension entitlements under this scheme are disclosed in the Report on Directors’ remuneration.

Transactions with joint ventures
In the previous period, on 17 April 2007, Punch Taverns (PGE) Limited, a wholly owned subsidiary of the Company, completed the 
acquisition of 50% of the entire issued share capital of Matthew Clark (Holdings) Limited, the holding company of the Matthew Clark 
group of companies. Under the terms of the arrangement, Punch and Constellation Europe each hold a 50% ownership in Matthew Clark. 
The Group’s investment in this joint venture at 23 August 2008 is £41.2m (August 2007: £38.1m). The Group had transactions of £4.2m 
with Matthew Clark during the 53 weeks to 23 August 2008 (from 17 April 2007 to 18 August 2007: £0.1m) and there was £3.6m owing 
to Matthew Clark at 23 August 2008 (August 2007: £0.1m).

During the period, the Group has paid invoices and raised sales invoices on behalf of Allied Kunick Entertainments Limited, a joint 
venture owned indirectly by the Company, which have been recharged via an intercompany account. At the period end, Allied Kunick 
Entertainments Limited owed the Group £0.2m (August 2007: Allied Kunick Entertainments Limited owed the Group £0.1m).

Year end balances arising from transactions with joint ventures
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Unsecured loan stock receivable					     9.3	 8.6
Amounts owed from / (to) joint ventures					     (3.4)	 –

Total amounts due from joint ventures					     5.9	 8.6

All rights, together with the joint venture partner of Allied Kunick Entertainments Limited, to receive interest on the unsecured loan  
stock, have been waived. The amount outstanding at the period end has been fully provided by the Group due to the uncertainty  
of its recoverability.
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35 Related party transactions continued

Company
Transactions with key management personnel
The key management personnel of the Company comprise members of the Punch Taverns plc Board of Directors. The Directors do not 
receive any remuneration from the Company (August 2007: £nil) as their emoluments are borne by other Group companies. The Company 
did not have any transactions, with the exception of transactions related to share-based payments, with the Directors during the financial 
year (August 2007: £nil). Details of these transactions are provided in the Report on Directors’ remuneration.

Transactions with subsidiary undertakings
The Company enters into loans with its subsidiary undertakings at both fixed and floating rates of interest on a commercial basis. Hence, 
the Company incurs interest expense and earns interest income on these loans and advances. 

				    	 53 weeks to 	 52 weeks to 
					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Loans and advances 
Increase in loan notes owed by subsidiary undertakings					     85.8	 73.5
Increase / (decrease) in loans owed by subsidiary undertakings				    (33.6)	 (564.5)
Increase in other loans and advances owed to subsidiary undertakings				    (57.5)	 (78.8)

The loans are repayable on demand but the Company will not request repayment for at least 12 months.

					     23 August	 18 August
					     2008	 2007
					     £m	 £m

Year end balances arising from transactions with subsidiary undertakings
Receivables					     1,529.4	 1,471.8
Payables				    	 (4,061.2)	 (4,004.7)

The amounts owed by subsidiary undertakings include £111.0m (August 2007: £101.8m) of subordinated loans which are interest bearing 
and £776.3m (August 2007: £690.6m) of loan notes, of which £649.9m (August 2007: £564.1m) are interest bearing. The subordinated 
loans accrue interest at rates ranging between LIBOR +2.5% and LIBOR +2.75%, which is capitalised quarterly in arrears. The loan notes 
accrue interest at fixed rates ranging between 12% and 15%, which is capitalised quarterly in arrears. In addition, the Company has 
intercompany loans of £170.9m (August 2007: £214.4m) owed by subsidiary undertakings that are non-interest bearing and £25.5m 
(August 2007: £25.5m) of loans owed to subsidiary undertakings that are non-interest bearing.

36 Post balance sheet events

Subsequent to the year end, on 8 October 2008, the Group purchased £77.1m of the Class A3(N) secured floating rate notes issued  
by Punch Taverns Finance plc from existing resources, at 95% of their par value. These notes were then cancelled.
  
Furthermore, on 27 October 2008 the Group announced that it had repurchased, in a number of recent market transactions, a total 
of 24.0% of the outstanding nominal value of the 5.0% convertible bonds due 2010, which were issued by Punch Taverns (Redwood 
Jerseyco) Ltd. The bonds were repurchased at an average price of £75 per £100 of nominal value, equating to total cash purchases of 
£49.5m. These bonds have subsequently been cancelled.

The Group also purchased, on 23 October 2008, £25.3m of the Class A8 secured floating rate notes issued by Punch Taverns Finance  
B Limited from existing resources, at 80% of their par value. These notes were then cancelled.
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We have audited the Group and Company financial statements (the ‘financial statements’) of Punch Taverns plc for the 53 week period 
ended 23 August 2008 which comprise the Consolidated income statement, the Consolidated statement of recognised income and 
expense, the Consolidated balance sheet, the Consolidated cash flow statement, the Company balance sheet, the Company statement  
of recognised income and expense, the Company cash flow statement and the related notes 1 to 36. These financial statements have been 
prepared under the accounting policies set out therein. We have also audited the information in the Report on Directors’ remuneration that 
is described as having been audited.

This report is made solely to the Company’s members, as a body, in accordance with Section 235 of the Companies Act 1985. Our audit 
work has been undertaken so that we might state to the Company’s members those matters we are required to state to them in an 
auditors’ report and for no other purpose. To the fullest extent permitted 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 report, or for the opinions we have formed.

Respective responsibilities of Directors and auditors
The Directors are responsible for preparing the Annual Report, the Report on Directors’ remuneration and the financial statements in 
accordance with applicable United Kingdom law and International Financial Reporting Standards (IFRSs) as adopted by the European Union 
as set out in the Statement of Directors’ Responsibilities.

Our responsibility is to audit the financial statements and the part of the Report on Directors’ remuneration to be audited in accordance 
with relevant legal and regulatory requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and whether the financial statements and the 
part of the Report on Directors’ remuneration to be audited have been properly prepared in accordance with the Companies Act 1985 and, 
as regards the Group financial statements, Article 4 of the IAS Regulation. We also report to you whether in our opinion the information 
given in the Directors’ report is consistent with the financial statements. 

In addition we report to you if, in our opinion, the Company has not kept proper accounting records, if we have not received all the 
information and explanations we require for our audit, or if information specified by law regarding directors’ remuneration and other 
transactions are not disclosed.

We review whether the Corporate governance statement reflects the Company’s compliance with the nine provisions of the 2006 
Combined Code specified for our review by the Listing Rules of the Financial Services Authority, and we report if it does not. We are not 
required to consider whether the Board’s statements on internal control cover all risks and controls, or form an opinion on the effectiveness 
of the Group’s corporate governance procedures or its risk and control procedures.

We read other information contained in the Annual Report and consider whether it is consistent with the audited financial statements. The 
other information comprises only the Directors’ Report, the unaudited part of the Report on Directors’ remuneration, the Business Review 
and the Corporate Governance Statement. We consider the implications for our report if we become aware of any apparent misstatements 
or material inconsistencies with the financial statements. Our responsibilities do not extend to any other information.

Basis of audit opinion
We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. 
An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements and the part 
of the Report on Directors’ remuneration to be audited. It also includes an assessment of the significant estimates and judgements made 
by the Directors in the preparation of the financial statements, and of whether the accounting policies are appropriate to the Group’s and 
Company’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to 
provide us with sufficient evidence to give reasonable assurance that the financial statements and the part of the Report on Directors’ 
remuneration to be audited are free from material misstatement, whether caused by fraud or other irregularity or error. In forming our 
opinion we also evaluated the overall adequacy of the presentation of information in the financial statements and the part of the Report  
on Directors’ remuneration to be audited.

Opinion
In our opinion:

the Group financial statements give a true and fair view, in accordance with IFRSs as adopted by the European Union, of the state  •	
of the Group’s affairs as at 23 August 2008 and of its loss for the period then ended;
the Company financial statements give a true and fair view, in accordance with IFRSs as adopted by the European Union as applied  •	
in accordance with the provisions of the Companies Act 1985, of the state of the Company’s affairs as at 23 August 2008;
the financial statements and the part of the Report on Directors’ remuneration to be audited have been properly prepared in  •	
accordance with the Companies Act 1985 and, as regards the Group financial statements, Article 4 of the IAS Regulation; and
the information given in the Directors’ report is consistent with the financial statements.•	

Ernst & Young LLP
Registered Auditor 
Birmingham
3 November 2008

Independent auditor’s report to 
the members of Punch Taverns plc
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Financial statements continued

Five year financial summary

Group trading results
		  IFRS	 IFRS	 IFRS	 IFRS	 UK GAAP
		  23 August	 18 August	 19 August	 20 August	 21 August
		  20081	 2007	 2006	 2005	 2004
		  as reported	 as reported	 as reported	 as reported	 as reported
		  £m	 £m	 £m	 £m	 £m

Revenue2		  1,560.6	 1,704.9	 1,546.1	 770.1	 637.6
Operating expenses before depreciation and amortisation		  (940.3)	 (1,042.9)	 (939.8)	 (356.6)	 (298.2)
Share of post-tax profit from joint venture		  3.1	 1.6	 –	 –	 –

EBITDA2		  623.4	 663.6	 606.3	 413.5	 339.4
Depreciation and amortisation		  (62.5)	 (56.5)	 (46.1)	 (13.5)	 (16.2)

Operating profit2		  560.9	 607.1	 560.2	 400.0	 323.2
Profit on sale of non-current assets		  0.4	 3.0	 1.4	 –	 –
Net finance costs		  (299.0)	 (328.4)	 (312.0)	 (193.2)	 (166.8)

Profit before tax2		  262.3	 281.7	 249.6	 206.8	 156.4
Taxation	 	 (48.8)	 (57.7)	 (54.8)	 (39.6)	 (34.9)

Profit after tax2		  213.5	 224.0	 194.8	 167.2	 121.5

Exceptional items	 	 (278.2)	 54.4	 52.0	 (20.9)	 (19.0)
Earnings per share:
Basic adjusted (pence)3		  80.2	 84.4	 74.9	 66.4	 48.8

1 The period ended 23 August 2008 is a 53 week period.
2 Before exceptional items.
3 Earnings adjusted for the impact of exceptional items. 

Group balance sheets
		  IFRS	 IFRS	 IFRS	 IFRS	 UK GAAP
		  23 August	 18 August	 19 August	 20 August	 21 August
		  2008	 2007	 20061	 2005	 2004
	 	 as reported	 as reported	 as restated	 as reported	 as reported
		  £m	 £m	 £m	 £m	 £m

Property, plant and equipment	 	 6,274.7	 6,495.5	 6,506.0	 4,293.8	 3,569.0
Goodwill		  556.2	 556.2	 537.8	 268.8	 104.6
Operating leases and other intangible assets		  131.3	 157.3	 163.3	 27.5	 –
Other non-current assets		  153.5	 191.8	 197.8	 77.9	 –

Total non-current assets		  7,115.7	 7,400.8	 7,404.9	 4,668.0	 3,673.6
Current assets		  426.9	 429.6	 697.8	 527.0	 323.5
Non-current assets classified as held for sale		  20.1	 8.2	 28.5	 6.4	 –
Current liabilities		  (432.5)	 (444.8)	 (568.3)	 (500.2)	 (335.0)
Non-current liabilities	 	 (5,537.3)	 (5,656.9)	 (6,136.3)	 (3,578.5)	 (2,862.5)

Net assets	 	 1,592.9	 1,736.9	 1,426.6	 1,122.7	 799.6

Share capital		  0.1	 0.1	 0.1	 0.1	 0.1
Reserves	 	 1,592.8	 1,736.8	 1,426.5	 1,122.6	 799.5

Shareholders’ equity	 	 1,592.9	 1,736.9	 1,426.6	 1,122.7	 799.6

Net debt2	 	 (4,853.3)	 (4,900.9)	 (5,061.9)	 (3,012.7)	 (2,635.1)

1 The period ended 19 August 2006 was restated from that reported to reflect the finalisation of the fair values on the acquisition of the Spirit group.
2 Net debt at 19 August 2006 was adjusted to include the fair value of derivative financial instruments.
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Beta model
A model for pricing share options which applies the same  
principles as the binomial model but takes into account the 
relationship of the share price to a portfolio of a comparator  
group companies’ shares.

Binomial model
A model for pricing share options which applies the same principles 
as decision tree analysis by considering the possibilities that prices  
may increase or decrease by a certain percentage.

Black-Scholes model
A model for pricing share options using the share price, the time  
to expiration of the option, the risk-free interest rate and the 
expected standard deviation of the share return.

Cash flow hedges
A hedge of the exposure to variability in cash flows.

Collateralised cash
Cash pledged as security.

Combined Code
The Combined Code on corporate governance sets out standards 
of good practice in relation to issues such as board composition 
and development, remuneration, accountability and audit, and 
relations with shareholders.

Convertible bond
A corporate bond that can be exchanged for a specific number  
of ordinary shares. Convertible bonds generally have lower  
interest rates than non-convertible bonds because they accrue 
value as the price of the underlying shares rise. Convertible bonds 
therefore reflect a combination of the benefits of shares and 
corporate bonds.

Corporate governance
Corporate governance describes the system by which an 
organisation is directed and controlled.

Debenture notes
A form of bond taken out by a company, which it agrees to repay 
at a specified future date and which bears interest (either fixed or 
variable) until maturity.

Derivative financial instruments
Financial instruments whose value changes in response to changes 
in a specified interest rate, financial instrument price, commodity 
price, foreign exchange rate, or other variable, and are settled  
at a future date.

Diluted earnings per share
Diluted earnings per share is earnings per share after allowing  
for the dilutive effect of the conversion into ordinary shares  
of the weighted average number of options outstanding  
during the period and shares from the assumed conversion  
of convertible bonds.

Earnings per share (EPS)
Earnings per share is a performance measure that expresses  
the earnings attributable to ordinary shareholders divided by  
the weighted average number of ordinary shares in issue  
during the period.

Financial glossary

EBITDA
EBITDA represents earnings before finance income, finance costs, 
movement in fair value of interest rate swaps, UK income tax, 
depreciation, amortisation and profit on sale of non-current assets.

EBITDAR
EBITDAR represents earnings before finance income, finance costs, 
movement in fair value of interest rate swaps, UK income tax, 
depreciation, amortisation, rental costs and profit on sale of  
non-current assets.

Effective interest rate method
A method of calculating the amortised cost of a financial asset or 
financial liability and of allocating the interest income or expense 
over the relevant period.

Experience gains / losses
Changes in the valuation of defined benefit pension scheme 
which arise when events have not coincided with the actuarial 
assumptions made for the previous valuation.

Fair value
The amount at which assets can be exchanged, or liabilities  
settled, between knowledgeable, willing parties in an arm’s  
length transaction.

Finance lease 
A method of purchasing an asset by making rental payments 
throughout the expected lifetime of the asset. The lessee shows 
an asset and a corresponding liability in the balance sheet. Finance 
lease payments are accounted for as a reduction in the liability.

Goodwill
Goodwill is the excess of the amount paid for a company over  
the fair value of the net assets acquired at the date of acquisition.

IAS
International Accounting Standards.

IASB
International Accounting Standards Board.

IFRS 
International Financial Reporting Standards.

IFRIC
International Financial Reporting Interpretations Committee.

Indexation allowance
Indexation allowance is tax relief given when calculating capital 
gains which takes into account inflation based on the Retail Prices 
Index (RPI). Indexation allowance can only reduce an unindexed 
gain to nil and cannot create or increase a capital loss.

Interest cover
A performance measure which shows the number of times EBITDA 
covers the net finance income and finance cost.
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Financial statements continued

Financial glossary 
continued

Segmental reporting
Information regarding the financial position and results of 
operations in different business areas.

Total Shareholder Return (TSR)
The growth in value of a shareholding over a specific  
period, assuming that dividends are reinvested to purchase 
additional shares.

UK GAAP
UK Generally Accepted Accounting Principles.

Working capital
Short term disposable capital used to finance day-to-day 
operations. It is calculated as current assets less current liabilities.

Interest rate swap
A derivative financial instrument used to minimise exposure to 
changes in interest rates by payment to receive a fixed interest rate 
in exchange for a floating rate interest rate, or payment to receive  
a floating rate interest rate in exchange for a fixed interest rate.

LIBOR
London Inter Bank Offered Rate. Interest rate quoted between 
banks which is a recognised basis for calculating a floating  
interest rate.

Operating lease
A method of renting assets over a period which is less than the 
expected life of the asset. The lessee does not show an asset 
or liability on their balance sheet and periodic payments are 
accounted for by the lessee as operating expenses in the period.

Operating result
Profit after deducting all operating expenses including depreciation 
and amortisation.

Over-hedge
An over-hedge occurs when the notional principal amount of the 
hedging instrument is greater than that of the hedged item.

Monte Carlo valuation method
A model for pricing share options that generates many random 
possible price paths, calculates assumed exercise values, then 
averages and discounts to give the value of the option.

Net debt
Loans, convertible bonds, derivative financial instruments and 
finance leases net of other interest bearing deposits and cash  
and cash equivalents.

Exceptional items
Items which management consider will distort comparability,  
either due to their significant non-recurring nature or as a result  
of specific accounting treatments. These are separately identified  
in order to provide a trend measure of underlying performance.

PBT
Profit before tax.

Projected unit credit method
The accounting method used to calculate provisions for pensions.  
It includes not only the pensions and vested interests accrued  
at the date of calculation, but also anticipated increases in salaries 
and pensions.

Securitisation
The process of raising finance by creating a financial instrument 
secured by pooling other financial assets to back the instrument.
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Company information

Registered office
Jubilee House
Second Avenue
Burton upon Trent
DE14 2WF
+44 (0)1283 501600

Company number
3752645

Advisers
Auditors
Ernst & Young LLP
One Colmore Square
Birmingham
B4 6HQ
+44 (0)121 535 2000

Nominated adviser & broker
Merrill Lynch International
Merrill Lynch Financial Centre
2 King Edward Street
London
EC1A 1HQ
+44 (0)20 7628 1000

Principal bankers
Barclays Bank plc
15 Colmore Row
Birmingham
B3 2BH
+44 (0)121 480 5562

Solicitors
Slaughter and May
One Bunhill Row
London
EC1Y 8YY
+44 (0)20 7600 1200

Joint broker
Morgan Stanley & Co International plc
25 Cabot Square
Canary Wharf
London
E14 4QA
+44 (0)20 7425 8000

Registrar
Computershare Investor Services plc
PO Box 82
The Pavilions
Bridgwater Road
Bristol
BS99 7NH
+44 (0)870 702 0003

Financial calendar
Q1 Interim Management Statement	 14 January 2009
Annual General Meeting	 14 January 2009
Half year end	 7 March 2009
Interim results announcement	 May 2009
Q3 Interim Management Statement	 July 2009
Year end	 22 August 2009
Preliminary results announcement	 November 2009

Directors of the Company
Peter Cawdron	 Chairman 
Phil Dutton	 Finance Director
Mike Foster	 Non-executive Director
Ian Fraser	 Non-executive Director 
Mark Pain	 Non-executive Director
Jonathan Paveley	 Group Commercial Director
Tony Rice	 Non-executive Director
Fritz Ternofsky	 Senior Independent Non-executive Director
Giles Thorley	 Chief Executive
Mike Tye	 Managing Director – Spirit
Ian Wilson	 Non-executive Director
Roger Whiteside	 Managing Director – Leased
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