


WHO WE ARE

We are a leading international multi-channel
brand with a proud British heritage, trading
from 250 department stores across 27 countries,
and available online in more than 60 countries.

WHAT WE DO

We give our customers around the world a unique,
differentiated and exclusive mix of own brands,
international brands and concessions.

HOW WE DO IT

We have a flagship digital store and great shops

in prime locations in which we sell outstanding and
innovative products. We offer our customers good
value at fair prices with excellent customer service.
We continue to provide what customers want,
when, where and how they want it, staying in

tune with a rapidly changing marketplace.




OUR BUSINESS MODEL

OUR RESOURCES

AND RELATIONSHIPS

People

We employ around 28,000 colleagues in the
UK, Republic of Ireland, Denmark and in our
sourcing offices in Hong Kong and Bangladesh,
supporting our 182 stores in the UK and Europe
and our domestic and international websites.

Expertise and insight

We recruit and train experts in design, buying
and merchandising, supported by excellent
marketing and creative, logistics, administrative
and financial functions. Our brand team provides
us with valuable feedback on our customers’
spending habits and their view of our offer.

Stores and infrastructure

We have 182 directly operated stores across major
retail locations in the UK, Republic of Ireland and
Denmark. We have a flagship digital store in

the UK and a new international web platform
supporting localised service in a number of
overseas markets. Our three distribution centres
provide warehousing and logistics facilities

to support our multi-channel proposition.

Suppliers and partners

We have a well-established network of

over 500 suppliers, and concession, logistics
and franchise partners, who provide us with
high quality own bought and concession
products, excellent logistical support and
local market expertise in locations where
we trade with a partner.

Finance

We have a strong balance sheet, with flexible
financing provision through a £320m financing
facility available until 2020 and a £200m bond,
expiring in 2021. These resources are more than
adequate to provide working capital, support
our capital spending programme and pay

a dividend to shareholders.

Risk management

The management of risk plays a central role in
strategic planning and is systematised to ensure
that the Group's reputation is protected and the
strategic and operational goals of the business
can be delivered.
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Our purpose

We aim to create value for shareholders
by giving our customers excellent service
and a wide choice of desirable products,
supported by strong relationships with

Delivering a compelling customer proposition
Debenhams offers a unique combination of exclusive brands,
designer brands and international brands across multiple
product categories, offering choice and innovation in fashion,
accessories, beauty and homewares. Our own brands, including
our exclusive Designer ranges, account for half our sales, we
have market-leading positions in the premium beauty sector,
occasionwear and accessories, and through our concession
partners we offer an edit of the best of the high street.

Increasing availability and choice through multi-channel
We have aligned management of stores and online so that we
can offer our customers a seamless shopping experience as
they increasingly shop using more than one channel. 15% of
Group gross transaction value (“GTV") is generated online,
and a third of online orders are collected from our stores.

We have continued to invest to give our customers top
quality service whichever channels they choose to use.

Focusing on UK retail

We are increasing the choice of brands and services in our UK
stores, giving our customers more of the brands they want to
buy that we were not already selling and introducing services,
such as new cafes and restaurants in the growing casual dining
market, that drive traffic to our stores.

Expanding the brand internationally

We have a multi-strand and capital-light approach to
international expansion, with own-operated multi-channel
businesses in the Republic of Ireland and Denmark; a network
of 68 franchise stores with partners across the Middle East,
Eastern Europe and South East Asia; an online proposition
shipping to more than 60 countries; and a developing

brand wholesaling business.

Investing in operational and organisational effectiveness
We are building infrastructure that is sustainable and fit for
future growth, to enable Debenhams to exploit the continuing
channel shifts in UK retail and drive international growth in

a cost effective way. We are part way through a multi-year
investment programme in systems and automation that

will bring efficiency savings to our business.

our suppliers and partners, and our own
expertise in developing, sourcing and selling
products through whichever channels our
customers choose to shop.

HOW WE

MAXIMISE VALUE

@

The right products

We are editing choice, growing non-clothing categories, and
continuing to drive full price sales, underpinned by deeper
understanding of our customer and her needs and wants.

@

Integrating channels

With management structures now aligned both in the UK
and internationally, and enabled by our new international
web platform, we are starting to introduce a multi-channel
offer to some of our overseas markets.

Improving customer service

We are leveraging mobile technology to bring our retail
channels closer together and offer better in-store service
through faster checkout and more customer-facing time.

O

Delivering a great retail experience

We are applying the lessons of our space optimisation
programme to build on the successful performance of our
flagship stores, with tailored offers and technology-enabled
service improvements to enhance the in-store experience.

QS

Faster, more responsive supply chain

We are introducing new systems and processes and
growing our own sourcing operations in order to deliver
even better-quality product and increasing newness
faster, while maintaining competitive price points.

o

Driving sustainable growth

We are effectively using our resources and relationships
to create a competitive advantage, maximise value from
our assets and enable long-term sustainable growth.




FINANCIAL HIGHLIGHTS STRATEGIC HIGHLIGHTS SHAREHOLDER RETURNS

Gross transaction value (52 weeks)  Full price sell-through Underlying EPS* (52 weeks)
% 7.9

£29bn  +0.6% P

53 weeks: £29bn 53 weeks: 7.8p

Profit before tax* (52 weeks) Online sales growth Dividend per share

£1141m 9.3% 3.425p

53 weeks: £118.2m

Net debt UK click & collect

£279.0m 32%

of online orders

* Pre exceptional items.

TO FIND OUT MORE VISIT:
www.debenhams.com
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CHAIRMAN'S LETTER

TO SHAREHOLDERS

A new future for Debenhams

Dear Shareholder,

| am delighted to have taken the role
of Chairman of Debenhams having
joined the board in January this year.
| would like to thank my predecessor,
Nigel Northridge, who steered the
board and management team
successfully through a continuing
period of great change in the

retail sector.

New leadership

Our new Chief Executive Officer, Sergio
Bucher, joined Debenhams this month.
Following a rigorous recruitment
process, with some exceptional quality
candidates, we are delighted to have
found such a strong candidate, with
clear leadership qualities, brand and
e-commerce expertise, and
international experience, to take

the business into the next stage

of its development.

We have said goodbye to Michael
Sharp, whose five year tenure as
Chief Executive has delivered a
well-invested store portfolio, and the
systems and infrastructure framework

to support the Company’s transition
towards a global multi-channel future.
He leaves the business in good shape
to navigate the challenges and
opportunities to come and we wish
Michael every success in the future. In
the intervening period Suzanne Harlow,
Group Trading Director and Matt Smith,
CFO, with the support of the wider
executive team, have done an excellent
job in keeping the business on track.

We welcomed a new non-executive
director, Lisa Myers, to the board
on 6 September 2016. Lisa's long
experience of asset management
and understanding of retail sector
investment, together with her
knowledge of international retailers,
will be a valuable addition to the
board’s mix of skills.

After ten years, Dennis Millard will
step down from the board at the
Annual General Meeting in January
2017. The board has benefited greatly
from his exceptional knowledge,
commitment and understanding

of the Company.
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For a discussion on our approach to
leadership, culture and governance
please refer to the sections of this
report commencing on page 32.

The year in review

We had a strong first half of the year,
but saw a tougher environment in the
UK in the second half, with political and
economic uncertainty overlaying some
softness in key categories, such as
clothing. Despite this, over the past
year the business has maintained
profitability and market share, has
continued to generate cash and
slightly increased the dividend.

We are continuing to evolve our
business model to ensure the Group
remains competitive, effective and
successful within changing markets,
and that our infrastructure is best-in-
class in order to support international
multi-channel growth. The pillars of
our strategy — delivering a compelling
customer proposition; focusing on
better returns from our UK retail
business; increasing availability and
choice through multi-channel; and



expanding the brand internationally —
remain central to the creation of
shareholder value and are enabled
by continuing investment in
operational effectiveness.

An explanation of our business
strategy and progress in 2016, together
with a discussion of how we manage
risk and integrate a sustainable
approach across our activities, is shown
on the following pages.

Strong financial underpinning

In response to more uncertain trading
conditions in the UK in the second
half of the financial year, the business
has focused on managing stock and
margins and generating cash. During
the year, we reduced our net debt
levels by £41m to £279m. At the
current year end we have achieved

a leverage ratio of Net Debt/EBITDA

INTRODUCING
OUR NEW CEO

Sergio Bucher
joined Debenhams
on 17 October 2016.

From 2013 until joining our
company, Sergio served as

Vice President, Amazon Fashion
Europe, leading Amazon’s growth
to become one of the largest
fashion retailers in Europe.

Previously he was General
Manager, Retail and e-commerce
Worldwide, at Puma, and prior to
that held retail roles at Nike and
Inditex, where he led the start-up
of its lingerie retail brand, Oysho.

of 1.2x. With our previous leverage
ratio target of 1.0x in sight, last year
we set a new medium term leverage
ratio target of 0.5x.

Our capital spending programme,
which includes a three-year systems
investment of £130m, is expected to
be comfortably funded within our
existing resources.

In line with our progressive dividend
policy, we have increased the dividend
by 0.7% to 3.425p. This was as a result of
a 2.5% increase in the interim dividend,
and a maintained final dividend.

A great team effort

On behalf of the board, | would

like to offer all of our people my
gratitude for all their hard work and
dedication that has helped to deliver
these results. With their support and

commitment we look forward to a very
exciting new phase for the development
of Debenhams and | am confident we
have the best team to realise the
potential of “new Debenhams” as a
leading international multi-channel
retailer with a bright future.

-

SIR IAN CHESHIRE
CHAIRMAN
27 OCTOBER 2016

“| am excited to be joining Debenhams, with
its strong UK heritage, a growing international
presence and a track record of supporting and
developing brands and designers. | look forward
to working with its experienced and talented
team to take Debenhams forward to an exciting
new future.”
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INVESTMENT CASE

Delivering long-term sustainable growth

4

STRATEGY

To be a leading international, multi-channel brand by
delivering a compelling customer proposition and
increasing availability and choice through our flagship
digital platform and well-invested, well-located stores
around the world.

Read more on pages 9to 17

BRANDS

We offer a unique, differentiated and exclusive mix

of owned, international and concession brands. Our
exclusive Designers at Debenhams ranges showcase
internationally renowned British design talent. We have
market-leading positions in premium beauty,
occasionwear and accessories in the UK.

Read more on page 9

RISKS AND HOW WE
MANAGE THEM

The management of risk plays a central role in strategic
planning and is systematised to ensure that the Group's
reputation is protected and the strategic and operational
goals of the business can be delivered.

Read more on pages 20 to 25
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BUSINESS MODEL

We aim to create value for shareholders by serving our
customers well, with a clear understanding of what they
want, supported by our expertise in how to develop,
source and sell products through the channel that

best meets their needs.

Read more on the inside front cover

KEY PERFORMANCE
INDICATORS (KPls)

The board assesses the performance of the business
on a range of financial, strategic and sustainability
key performance indicators, some of which are linked
to the management performance share plan.

Read more on pages 18 and 19

DIVIDEND POLICY

Debenhams is a cash generative business. The board
has reviewed the capital structure and has adopted

a progressive dividend policy which is compatible
with the investment requirements of the business.

Read more on page 30



MARKET CONTEXT

An independent view of the UK consumer background,
which relates to the largest part of Debenhams’ business,
sourced from UK Spend Trends, published by Barclays Bank.

OVERVIEW

According to Barclaycard data, annual consumer spending growth of
c.4% in the early part of the calendar year dropped off sharply in the
spring but rallied through the summer months. There was a knock-back
in the aftermath of the EU referendum vote, but the weather and a
recovery in consumer confidence sparked a rebound in August back
towards 4% annual growth. This is below levels delivered in 2014 and
2015 but relatively high in the context of five year trends. This has

been supported by real wage growth maintained at ¢.2% in 2015/16
after the sustained negative growth of the period between 2008-14.
Unemployment reached the lowest level since September 2005 at 4.9%.

Barclays expects that following the EU referendum debate,
unemployment is likely to rise, preventing upward wage growth
pressures from building, which together with the effect of depreciating
sterling on inflation will force households to be more prudent; therefore
private consumption is expected to slow in 2016/17.

Five year consumer spending growth
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Underlying spending growth has decelerated, although
still fairly resilient

Our measure of underlying spending growth shows recent
deceleration, near to the lowest levels seen since July 2013. This is
despite the recent up-tick in the headline UK consumer confidence
number, which recovered after its post EU referendum decline to rally
five points to -7 in mid-August 2016.

Underlying spending growth targets categories such as department
stores, discount stores, gift shops and jewellers, that are less affected
by weather, changes in the timing of holidays or geopolitical events
(eg Brussels terrorist attacks) to give insight into underlying consumer
spending. In the figure below, we plot this measure against the GfK
Consumer Confidence index.

Underlying spending growth ticks lower

14% 20
12%
: 10
10%
8% 0
6% =0
4%
-20
2%
0% PV 4 v v -30
=T - B T - B B Y
5 * 5 o 5 o 5 - 5 - &
s € ¢ & ¢ < S & S < 2
~—— Underlying Spending Growth indicator (% change y/y) === UK Consumer Confidence (rhs;

Source: Barclaycard, Barclays Research, DataStream, GfK

Online v. in-store spending growth

Online spending continued the double-digit growth trends of the past
12 months, while in-store spending growth returned to positive territory
in recent months after negative trends for much of the past year.

Online spending continues to grow rapidly
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The division between strong online and weak in-store spending on
clothing has continued. In-store sales growth has continued negative
for much of the past 12 months, so that more than 100% of the growth
in spend has been delivered by online demand.

Barclaycard data shows correlation with the ONS measure of retail sales
growth in clothing. The latter has shown a more persistently negative
overall trend, but also rallied in late summer.

Clothing spending data track each other
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Source: ONS, Barclaycard, Barclays Research

Barclaycard data indicates positive continuing growth in mens’
clothing and childrenswear, but womenswear has been flat for
much of the period, and footwear has been negative.

Clothing specialists have under-performed discount stores and
department stores, although the latter saw slowing performance
in the later part of the year.

Barclays UK Spend Trends offers a unique insight into UK consumer spending
across 34 retailer categories in 11 industries. Barclaycard processes nearly half

of UK credit and debit card transactions. Specifically, the data measures spending
on UK-issued Barclaycard consumer credit and debit cards, irrespective of the
country in which the spending occurs. Data as at 6 September 2016
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Suzanne Harlow, Group Trading Director, and Matt Smith,
Chief Financial Officer, set out progress in delivering the strategy in FY2016.

Michael Sharp stepped down as Chief
Executive of Debenhams earlier this year.
Suzanne Harlow, Group Trading Director,
and Matt Smith, CFO, led the executive
team until our new Chief Executive
Officer, Sergio Bucher, joined the
business in October.

FY2016 has been a year of two halves.
We delivered an excellent performance
over peak, growing market share and
delivering strong multi-channel growth
against a good performance in the
prior year.

The UK clothing market softened in the
second half and the overall marketplace
was more volatile but we kept focused
on delivering our strategy, with the
emphasis on managing stock and
margins and generating cash.

As aresult, we ended the year with
maintained underlying profits on a

52 week basis, and net debt improved
by £41 million at the balance sheet date
in line with our plan.

As we move the business towards a global
multi-channel model we have made some
changes to our management structure.
We have aligned online and store channels
across both UK and international, with
Ross Clemmow taking the role of Retail
Director (UK and ROI) and with David
Smith joining the Company from Body
Shop International as International
Director. All marketing channels are now
aligned under Richard Cristofoli, Marketing
Director, and we have undertaken some
restructuring of roles within buying and
merchandising designed to support our
move towards a more flexible and
responsive supply chain.

Our strategy to deliver a compelling
customer proposition; with growth
across multiple channels; focusing on
improving returns from our UK stores;
and expanding internationally is enabled
by our investment in operational and
organisational effectiveness. Further
discussion of our strategy and the

Debenhams plc Annual Report & Accounts 2016

priorities for FY2016 and beyond can
be found in the strategic report.

In line with our strategy to drive non-
clothing categories harder, we have made
excellent progress this year in beauty, gift
and accessories; we have added in
exciting new food brands; and launched
new furniture and lighting ranges. We
opened five new stores in the autumn
which are performing to plan and
showcase our latest brand presentation.

A planned reduction in outerwear
clothing stocks enabled us to trade a
difficult autumn 2015 clothing season
successfully. Over the summer months,
the clothing market declined further,
but having tightened our initial buy,

we took action to manage seasonal
stocks, particularly in womenswear,
including selected promotional activity.
As aresult, we ended the yearin a
clean seasonal stock position, in

line with our plan, achieved further
reductions in markdown and have
delivered an improvement in full

price sales.



Online sales growth continues to be
strong, growing by 9.3% —in line with the
wider market — and reflects continuing
improvements in our service proposition
as well as being driven by rapid growth in
smartphone usage. Combining our retail
and online operations allows us to deliver
a seamless shopping experience across
the UK business.

Our space optimisation programme,
relating primarily to our 40 largest stores
and covering approximately one million
square feet, has now filled over 70%

of the relevant space with a variety of
new brands and services, as well as
extensions to existing brands, and is

on track to be completed within the
next two years, as planned.

Under the leadership of David Smith, our
International Division is mirroring the UK
structure to support a fully integrated
multi-channel approach. International
accounted for 19% of GTV and 25% of
operating profit in FY2016 and has
strong growth opportunities. Whilst we
have a number of growth strands, we are
taking a more focused and coherent
approach to international markets,
identifying the markets we wish to enter
and to expand in and which of our
business models —franchise, wholesale,
multi-channel or online-only — works best
for that market.

In May 2016, Debenhams Retail (Ireland)
Ltd (DRIL) entered examinership and
following this process the business has
been successfully restructured. This will
ensure a sustainable future for DRIL after

several years of losses. All 11 stores and
the website have remained open and
1,330 colleagues remain with the
business, working hard through the
examinership process to maintain high
standards and help secure its future.
Following reinvestment and the
introduction of a number of new brand
and service offers, the future is looking
bright for our operations in Ireland.

Many economists are predicting a
tougher consumer environment in the
next 12 months. The outcome of the
EU referendum means that retailers
face increases in their sourcing costs,
but our hedging strategy allows us to
manage the effect of this over the year.

The executive team will focus

on maximising the trading
opportunities in current markets;
continue to rebalance our sales mix
towards growth categories; deliver
further full price sales improvement;
grow multi-channel participation
profitably; drive a better return
from our stores; and expand

our brand internationally.

Our strategy has remained unchanged
and our priorities for the coming year
include building on the growth in
categories such as beauty, gift and
accessories; further investment in

full price marketing; gaining deeper
customer understanding that has
allowed us to identify and address
customer service pain points; leveraging
mobile technology to bring channels
closer together and improve in-store
service; evolving the international

operating model to drive global growth,
and continuing the work to restructure
our supply chain to make it more
responsive and more flexible.

We have a well-invested store portfolio
in major markets, we are on the way to
establishing an infrastructure for longer
term global multi-channel growth, and
we have the financial resources to
continue investing to deliver sustainable
growth. Our colleagues who work so
hard across the business are energised
by the prospect of new leadership as we
enter the next stage of our development.

In the UK our focus is to understand our
customer better in order to maximise the
performance of our store portfolio and
to exploit the online growth opportunity.
As a one-stop shop for a broad choice

of international and exclusive brands
across fashion, accessories, beauty and
homewares, we are in a tremendous
position to drive multi-channel growth.

Internationally we have the opportunity
to drive growth via a number of different
models, all of which are capital-light. We
expect to continue to generate good
cash flow, giving us a strong platform

to drive long-term sustainable growth
for our shareholders.

Debenhams plc Annual Report & Accounts 2016






STRATEGY IN ACTION

DELIVERING A COMPELLING
CUSTOMER PROPOSITION

Developing our brands and driving full price sales.

New and expanding brand choice
to grow non-clothing mix

We constantly review our product

and brand offer in order to deliver

a compelling customer proposition that
is at the centre of group strategy. Part
of our strategy is to grow our mix of
non-clothing sales and we have made
excellent progress this year in beauty,
gift and accessories; we have added
exciting new food brands; and launched
new furniture and lighting ranges. The
balance of clothing to non-clothing is
now 48%/52% in our UK sales mix.

We identified a growth opportunity

in casual dining and over the past year
have introduced a variety of new dining
options with high quality third party
partners. As well as introducing a further
15 coffee shops with Costa Coffee and
well-known Irish favourite Insomnia, we
identified different opportunities for a
variety of meal solutions in partnership
with Patisserie Valerie and Franco Manca,
for example. We also have an exclusive
pan-Asian cuisine offer, Chi Kitchen, in our
Oxford Street store. Our stores can offer
two or three different formats alongside
our own in-store restaurants, where the
menu options have also been revised.

By this Christmas we will have
approximately 50 new food offers, and

UK food sales grew 13% across FY2016.
Our target is to grow food from 3% to

10% of our sales mix. Other exciting
introductions in the autumn season include
anew lighting range in 30 stores and the
exclusive UK launch of the fastest growing
beauty brand in the US, Kat Von D.

Driving full price sales

How we present our brands is critical to
ensuring that we increase our full price

sales. In the five new stores we opened

last autumn, we have showcased our
latest brand presentation and online we
have continued to upgrade the look and
feel of our landing pages, with larger
product images and more inspirational
content on key trends. Our “A Match
Made in Debenhams"” marketing
campaign has built well over the year to
showcase some of our key brands and
tell our full price story more effectively.

We focused on holiday related categories
in the summer season, with our successful
marketing campaign featuring Matthew
Williamson Butterfly swimwear, driving us
to number one position in the swimwear
market in the UK. As our customers’
mindset was on holiday spend, as well as
excellent progress across swimwear and
beach accessories, we saw strong
cross-shopping into luggage, Virgin
holidays and travel-money sales.

After embarking on a strategy to refocus
our promotional activity over two years
ago, our promotional calendar is now
broadly where we want it to be and in
FY2016 the emphasis has shifted towards
maximising the effect of the events we
have whilst reducing further the breadth
and depth of promotions.

This has been achieved despite trading
against the background of a clothing market
that declined 1% across the trading year,
and where promotional activity rose in the
wider market. As a result, there is further
opportunity for us to grow full price sales.

As we continue to reduce stock options,
particularly in more seasonal clothing
categories, we are able to improve visual
merchandising and present product in a
less cluttered environment, without
impacting product availability.

Managing risk

Together with the further market
opportunities we see in non-clothing
categories, such as gifting, accessories,
home and food, and with strong
momentum in beauty, where we have
maintained our market-leading position,
we are confident that our diversified
business model will give us some
protection even if difficult clothing
market conditions persist.

In competitive markets, we know it is vital
to keep our customers engaged and to
understand their concerns. Our
customer insight team provide us with
valuable intelligence to keep us alert to
changes in customer priorities. We also
monitor our marketing activity tightly to
measure its effectiveness and look to
leverage across channels.

Optimising our resources and
relationships to create value

Our strategy is to complement our own
and exclusive brands with a variety of
international brands and concession offers,
curated to meet our core customers' needs
and wants. Many of the exclusive designer
and supplier relationships and partnerships
we have are long-standing.

We sponsor Graduate Fashion Week,
which helped launch the careers of
designers such as Giles Deacon, Matthew
Williamson and Julien Macdonald - all
participants in Designers at Debenhams
—with a view to identifying new and future
design talent.

We have a strong track record of investment
in brand development and marketing, and
these resources, together with a well-
invested store base and infrastructure to
support multi-channel demand, ensure our
ability to serve our customers well and
create value for our stakeholders.
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STRATEGY IN ACTION

INCREASING CHOICE
THROUGH MULTI-CHANNEL
DEVELOPMENT

Bringing channels closer together.

Integrating management of stores
and online

Earlier this year, we aligned the
management of the UK retail and online
operations within a single structure under
the leadership of Ross Clemmow as Retail
Director. This is designed to deliver a
seamless shopping experience across the
UK business. Similarly, within International,
franchise, wholesale and online channels
have been aligned under the leadership
of David Smith, who joined Debenhams
in May from Body Shop International. This
is in tandem with continuing investment
in IT and systems to develop a flexible
and robust infrastructure supporting

the growth of the online channel and
increasing demand from our customers
—wherever they are in the world - to

shop across channels.

Smartphones leading online growth
The investment we have put behind our
operations to serve our multi-channel
customers better has driven significant
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further progress in online, with strong
growth in smartphones — which now
account for around 50% of our online
traffic — driving overall online sales growth
of 9.3%. We have invested in better online
content to improve brand projection,
encourage outfit-building and cross-
shopping and we switched some of our
marketing spend into paid-for search.
These actions have helped to drive both
visits and conversion, with smartphone
conversion rates up 22%. We believe

we are amongst the market leaders in
mobile development and as customer
expectations increase, we will continue

to develop this area.

Leveraging mobile across channels
Increasingly we are using mobile to drive
traffic and sales not just digitally, but as a
route to drive customers into stores. We
continue to make excellent progress with
click & collect which now accounts for
32% of orders and peaked at 46% ahead
of Christmas last year. There remains
considerable further opportunity to
grow this delivery channel, which brings
customers back into stores, driving
additional spend.

We are using mobile technology to
connect customers and colleagues
to provide a faster response to our
customers’ needs. We are rolling out
new WiFi technology across our store
base, which will support new mobile
service solutions. We will offer
contactless payment at till points

in around half our UK stores and
mobile payment points for our
busiest departments in key

stores for the Christmas peak.

Tablet devices for our colleagues,
providing visual display guides, in-store
activity packs and stock reports, will allow
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them to spend less time in the stockroom
and more time serving customers. This
technology will also allow us to track
customer footfall more accurately and
identify “hot spots” in our stores which
will support our store managers in driving
in-store service and sales.

Managing risk

Mindful of the continued growth of
mobile as a sales channel, we have
established an “agile development”
programme designed to deliver
continuous improvements, with upgrades
every four to five weeks. This minimises
the risk of disruption and ensures we
are continuing to keep pace with the
demands of our customer. We have put
business continuity strategies in place
to minimise the risk of service failure.

Optimising our resources and
relationships to create value

We are part-way through a multi-year
investment programme in [T systems.
Our multi-channel investment has taken
us from behind the pack to top quartile
performance in terms of customer service
and our work on mobile technology will
ensure we remain market-leading.

Animportant part of our multi-channel
proposition is working with our concession
partners so that they can match our

own customer service levels for online
purchases. The majority of these will

be able to participate in our next day
delivery promise for Christmas this year.

Online EBITDA

+14%









STRATEGY IN ACTION

FOCUSING ON

UK RETAIL

Driving a better return from UK stores.

Building on our destination
departments

With one in four of the adult population
visiting our 165 UK stores every year,
more customers than our two largest
department store competitors combined,
our stores remain central to our appeal
for customers. Whilst building on our
core strengths in beauty, gifting and
occasionwear, there are opportunities
to grow share in categories where we
under-index or that are growing faster
than our core markets, including in
service categories such as beauty
treatments, travel money and food.

In FY2016 we introduced a number of new
brand and service offers to reinforce our
destination status. Over the peak “Black
Friday” and Christmas trading periods,
this supported positive like-for-like
growth in UK stores as well as online.

We have identified casual dining as a
particular opportunity, with many of our
stores able to take a number of different
food offers, from coffee shops to a full
dining service. The Eating Out market

in the UK is worth £87.1bn*, almost three
times the size of the clothing market,
and is forecast to grow at around

10% between 2015-2018.

Whilst we have upgraded service and
introduced a new menu into our own
brand restaurants, we have added
choice through partnering with a variety
of third party partnerships, whose
brands score highly with our target
customers. Those customers who
choose to eat in one of our cafés or
coffee shops visit more frequently and
spend more in our stores, and in those
stores where we now operate two or
more food offers, sales participation is at
least 10%, which is our target for overall
food participation.

Rolling programme of store
modernisations continues

We have continued our modernisation
programme, upgrading brand
presentation and introducing new
brand and service offers, including
food brands. In FY2016 we completed
work on flagship stores in Birmingham
and at Westfield White City, with
Lakeside and Chelmsford completed
in time for peak trading. Fifty of our
stores have been modernised in the
past five years and our flagship
portfolio is in very good shape.

Our space optimisation programme,
relates primarily to our 40 largest stores
and covers approximately one million
square feet identified as delivering sales
densities 25% below the chain average.

Over 70% of the relevant space has now
been filled with a variety of new brands
and services, as well as extensions to
existing brands, and is on track to be
completed within two years, as planned.
The performance in the space within this
programme has delivered our

targeted return.

The lessons we have learnt from this
programme about how to make our
space work harder are now being
applied to maximise the performance
of our top-performing stores as well.

Managing risk

We carefully assess the returns from
new brands and concessions in order to
ensure we maximise profit density from
our stores. We manage the introduction
of new concessions to ensure we are not
unduly dependent on any one partner.

Optimising resources and
relationships to create value

Over 90% of our stores are in the top UK
retail catchments and our expertise in
space management ensures that our
offer remains relevant and compelling.
Our status as an anchor tenant means
that our average rent per square foot
is low in relation to our peers. The
work we are doing in relation to
customer targeting will ensure that

we continue to evolve our brand and
service mix to maintain and reinforce
our destination status.

COSTA

FRANCO MANCA

fOVROOVGH P122A

PATISSERIE
VALERIE

Est. 1926

* Source: MCA UK Eating Out Report
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STRATEGY IN ACTION

Evolving the international operating model to drive global growth.

Under the leadership of David Smith, our
International Division is mirroring the UK
structure to support a fully integrated
multi-channel approach. International
accounted for 19% of GTV and 25% of
operating profit in FY2016 and has
strong growth opportunities. Whilst we
have a number of growth strands, we are
taking a more focused and coherent
approach to international markets,
identifying the markets we wish to enter
and expand in, and which of our business
models — franchise, wholesale, multi-
channel or online-only — works best

for that market.

Our franchise operations have
experienced a more challenging

year, with core Middle Eastern
markets, where around half our
franchise stores are located, seeing
the effect of lower oil revenues on
consumer activity. Nevertheless many
markets continue to trade well and
we continue to see a strong long-term
future in the region, alongside our
longstanding partner, Alshaya.

While we are managing our portfolio
more actively, including closing some
under-performing stores, our pipeline
with franchise partners stands at 26 new
stores and there remains untapped
market opportunity.

As an example of our market-led
approach, we have entered Australia
with a new partner, Pepkor SEAsia
(part of the Steinhoff Group). We have

confirmed a site for a franchise store

in Melbourne, which is due to open

in 12 months’ time, but our initial entry
to the market has been via a wholesale
agreement for six of our brands, selling
in Pepkor’s Harris Scarfe chain, alongside
a locally-operated online offer. We are
continuing to trial wholesale and online
models for China with different partners.

We have a market leadership position
in our sector in Denmark through our
own-operated store chain and website,
Magasin du Nord. 2016 has been a
year of further progress as Magasin
consolidates its market position

and invests in its proposition to
maintain momentum.

The flagship store has just completed

a major refurbishment to its beauty hall
to consolidate its position as the leading
department store in Copenhagen.

This season will see a host of new

brand introductions to deliver a more
contemporary fashion and beauty

offer. We see future opportunity

for this successful, profitable brand
beyond its domestic market.

Geopolitical risks are carefully
considered before entering into
any new market and we foster close
and collaborative relationships with
franchise partners. With a careful
focus on capital allocation, we have
maintained a capital-light model for
overseas investment.
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Our relationships with key franchise
partners are long-standing and critical
to the successful future growth of
Debenhams’ operations in international
markets outside the own-operated
territories of Ireland and Denmark.

Our own brands and Designer at
Debenhams ranges are a strong point
of differentiation for our partners and
important to building brand loyalty.
Our expertise and relationship with
international beauty brands in
particular is an important attraction for
international partners. With a number
of our brands now also selling via third
parties in overseas markets, they have
the capability of building a material
brand presence in their own right.

Our infrastructure investment, which
has supported the launch of a new
international web platform this year,
offering local payment and local
language capabilities, marks an
important step forward in supporting
the international multi-channel
growth opportunity.

Stores in
International
markets









STRATEGY IN ACTION

INVESTING IN OPERATIONAL
AND ORGANISATIONAL
EFFECTIVENESS

Delivering a more flexible and responsive supply chain.

We are part-way through a multi-year
investment programme to establish

an infrastructure designed to support
international multi-channel growth. We
are introducing systems and processes
to make our supply chain more flexible
and more efficient.

With approximately 35% of our own
bought sourcing costs in US dollar or
dollar-linked currency, Debenhams
adopts a rolling hedging strategy,
typically hedging 12-18 months ahead.
We are fully hedged for FY2017 at an
average rate ¢.5% lower than FY2016. We
are partially hedged for FY2018 and
therefore the most recent fall in the value
of sterling will not take full effect until
spring/summer 2018. Having restructured
our buying and merchandising function
this should help to mitigate some of the
additional currency-related costs.

We are well on the way towards
implementing a single warehouse
management system integrating stores
and online and this will be fully operational
for spring 2017. As we transition from

the existing multiple system to a single
provider, this is expected to deliver
benefits in picking costs and reduced
stockholding costs over time. Investment
in further automation will drive cost and
service efficiencies.

We have had a sourcing office in Hong
Kong since 2011, which having relocated
in June 2013 now employs 58 people and
accounts for approximately 12.5% of our
own brand sourcing.

In November 2013 we opened a new
office in Bangladesh to support our

strategy to increase direct sourcing and
in FY2016 these two offices accounted
for almost 18% of own brand intake,
shipping some 15.6m units across denim,
knitwear, shirts and woven bottoms.

In FY2016, we also opened an office in
Shanghai, which among other functions,
will increase our capability to include
fabric sourcing, to support the other
offices. Hong Kong will become the
business hub for the region, covering
China and South East Asia.

In the year under review, we implemented
anew organisational structure, aligning
online and stores both in the UK and
International businesses to make them
more customer-centric. We have
reorganised our buying and
merchandising teams within clothing,
increasing the proportion of category
management buying, whilst maintaining
brand clarity through an ambassador for
each of our in-house brands.

We have also integrated our marketing

functions across online, social media and
brand advertising. Whilst delivering cost
savings, these measures will also allow us

to present a more consistent service and
brand presentation across whichever
channels our customers choose to shop.

As with any systems programme,

there are execution risks and we

have strengthened the governance
framework around this, while also staging
improvements. \We maintain multiple
sourcing routes to avoid significant
impact on product availability.

Optimising our resources and
relationships to create value

By FY2020 following further automation
investment, we will have transformed our
supply chain from a UK department store
model into a global multi-channel
operation to support future sustainable
growth and to drive our transition from

a push, to a pull, supply chain.

As we increase sourcing through our
own sourcing offices, this will enable us
to have more direct, open relationships
with our suppliers, improving flexibility,
control and transparency as well as
delivering improved margins.
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KEY PERFORMANCE
INDICATORS (KPIs)

The board uses a range of KPIs to assess performance

and measure progress.

The strategic KPls are linked to the
pillars of our strategy and sustainable
KPls ensure that the management of
resources and relationships remain
core to our business model.

Directors’ remuneration

Certain of the strategic and financial KPls
are linked to executive remuneration as
indicated below. The annual bonus criterion
is underlying profit before tax (PBT). Under
the performance share plan (PSP) awards
are granted according to performance
against the following KPI measures: UK
gross transaction value (GTV); Group
gross margin movement; and basic
earnings per share.

Additionally PSP awards are granted
according to performance against
targets under the following measures:
online EBITDA growth rate and
International EBITDA growth rate. More
information can be found in the directors’
remuneration report starting on page 50.

All income statement numbers for 2016
are given on a 52 week basis.

Underlying profit before tax* (Em)

GROUP FINANCIAL KPIs

Gross transaction value (£m)

Like-for-like sales change (%)

2,896

2,860
2,824
2,777
2,708

2012 2013 2014 2015

2016

Rationale

GTVis a measure of overall sales
in the business, including those
from concession brands.

2016 performance

Group GTV increased by 1.3% with 1.2%
growth in the UK while International GTV
was up 1.3%, with foreign exchange impact
broadly neutral across the year.

2.0%
16%
1.0%

2012 2013 2014 2015 2016

Rationale

Like-for-like (LFL) sales is a measure of
the annual performance of stores that
have been open for at least one year, plus
online sales growth, from our UK and
international business.

2016 performance

Group LFL sales increased by 0.6%. When
adjusted for adverse foreign exchange
translation, constant currency LFL growth
was 0.7%, with the currency effect broadly
neutral across the year.

Underlying earnings per share* (pence)

Net debt (£Em)

158
139
TS5 114.1

2012 2013 2014 2015 2016

Rationale

Profit before tax (PBT) is our principal
measure of profitability, and excludes items
that are one-off in nature.

2016 performance

Underlying PBT* rose by 0.5% to £114.1
million for the 52 week period, reflecting
positive growth in GTV, maintained gross
margins and tight cost management.

* Before exceptional items and non-recurring
finance costs (2016: £12.4 million; 2015: £nil;
2014: £4.5 million). 2013-16 under IAS 19R,
2012 under IAS 19.

9.2

2012 2013 2014 2015 2016

Rationale

Basic earnings per share (EPS) divides
earnings attributable to ordinary
shareholders by the weighted average
number of ordinary shares outstanding
during the financial year.

2016 performance
Underlying EPS* decreased to 7.5p after
an 8% increase in tax payable.

* Before exceptional items and non-recurring
finance costs (2016: £12.4 million; 2015: £nil;
2014: £4.5 million). 2013-16 under IAS 19R,
2012 under IAS 19.

39 | 2 L5
320

2012 2013 2014 2015 2016

Rationale

Net debt measures Group borrowings net
of cash held at the balance sheet date, and
reflects the movement in cash generated
by the business after cash expenses.

2016 performance

After generating £40.8 million of cash, year
end net debt has reduced to £279.0 million.
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STRATEGIC KPlIs

Delivering a compelling
customer proposition — Group

gross margin movement (bps)

Increasing availability and
choice through multi-channel
- Group online GTV (£m)

SUSTAINABILITY KPlIs

Carbon emissions
(CO,e 000 tonnes)

0.0% 0.0%

-0.6%

2012 2013 2014 2015 2016

Rationale

Gross margin is defined as GTV less the cost
of goods sold, as a percentage of GTV. Key
drivers include intake margin, sales mix and
markdown.

2016 performance

Gross margin was down 10 bps across the
year, with strong progress in markdown
reduction offset by an adverse sales mix.

388 424
348
302

2012 2013 2014 2015 2016

Rationale

Online GTV is a good indicator of
the performance of our multi-channel
activities. It includes sales to both UK
and international customers.

2016 performance

Online GTV increased by 9.3% to
£424 million, representing 14.7%

of total GTV, up from 13.6% last year.

(4%
174

2012 2013 2014 2015 2016

Rationale

CO,e is used as a measure of environmental
impact. It takes into account harmful
emissions from the six greenhouse gases
identified by the Kyoto Protocol.

2016 performance

Applying the same emissions criteria

as in prior years, emissions declined by
12%. Including the wider, non-mandatory
scope 3 emissions, our overall carbon
footprint rose by 7%.

Expanding the
brand internationally
— International GTV (£m)

Focusing on UK retail
- UK GTV (£m)

Employee
engagement (%)

549
537 544
522

2012 2013 2014 2015 2016

Rationale

International GTV includes sales from our
stores in Denmark and Republic of Ireland, as
well as sales to franchise partners and online
orders delivered outside the UK.

2016 performance

International GTV rose by 1.3% with positive
growth in Ireland and Denmark offset by
lower franchise sales.

2500 2302
2255 | 2275
2205

2012 2013 2014 2015 2016

Rationale

UK GTV reflects the performance of our UK
stores, including their critical part in driving
multi-channel sales.

2016 performance
UK GTV grew by 1.2% to £2,352 million.

Click & collect, whereby online purchases
are collected in store, now accounts for 32%
of online orders.

79 79
N/A

2012 2013 2014 2015 2016

Rationale

We conduct an annual engagement survey,
inviting all employees in our UK and Irish
stores and head office to participate.

2016 performance

Our engagement score was
maintained at 79%, with more than
20,000 colleagues participating.
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RISK REVIEW

Safeguarding future returns

The board of Debenhams, which

has overall responsibility for risk
management and internal control,
considers it important that there should
be a regular and systematic approach
to the management of risks in order to
provide assurance that strategic and
operational goals can be met and the
Group's reputation is protected.

The board has conducted a review

of the Group's risk management and
the effectiveness of internal controls
and is satisfied that those in place
remain appropriate (please see the
section on How Governance Supports
Strategy on page 36 for more detail)

To support this system for internal
control, the Group has a risk
management framework (figure 1)

that highlights the central role that the
management of risk plays in strategic
planning and the successful delivery of
strategic objectives and the fact that this
process is dependent upon people
fulfilling their clearly defined roles

and responsibilities.

Roles and responsibilities:

The board

The board is responsible for: approving
the risk management policy and related
framework; setting and communicating
the Group's risk appetite and related
policies; setting the tone and culture
for managing risk; providing strategic
direction and guidance on risk-related
decision making; ensuring that risk
management processes are adopted
across the whole Group; obtaining
assurance on the effectiveness of, and
compliance with, the risk management
framework; reporting on the
management of risk to stakeholders;
and signing off public disclosures
relating to risk and risk management.

The Audit Committee assists the board
in fulfilling its responsibilities by
satisfying itself that key risks are
monitored by senior management and
the internal audit plan is focused on high
priority areas.

The Audit Committee is supported by
two subcommittees, the annual report
compliance committee which ensures
that external statements accurately reflect

items such as viability, going concern,
principal risks and that the report is fair,
balanced and understandable; and the risk
committee which monitors and reports on
all aspects of risk management through
anumber of specialist subcommittees,
such as health and safety, data security,
and Brexit.

Heads of function

Heads of function are responsible for:
identifying and evaluating the risks that
relate to their areas and activities;
implementing appropriate controls to
manage risks in line with the Group's
risk appetite; and taking ownership for
risks and controls within their area of
responsibility, including the use of
segregation of duties to protect against
management override of controls.

Risk management team

The risk management team is responsible
for: developing, implementing and
reviewing the risk management framework
and process; promoting effective risk
management at all levels of the Group;
encouraging an appropriate risk culture
within the Group; liaising with other
functions that advise on specialist areas;
coordinating responses where risks impact
more than one area; reporting, escalating
and communicating risk management
issues to key internal stakeholders; and
providing assurance regarding risk
management within the Group. The team
also manages corporate insurance,
business continuity planning, travel risk
management and the whistleblowing

line, amongst other things.

Internal audit team

In relation to risk management, the internal
audit team is responsible for providing
independent assessment of: the design,
operation and effectiveness of the risk
management framework and process;
management of key risks, including the
effectiveness of the controls; reporting

of risk and control status; and reliability

of assurances provided by management.

Whistleblowing

Two main routes are available to
employees to raise concerns over
malpractice. The first encourages
employees to talk to their line manager,
their manager's manager or, if still
concerned, to call the central human
resources team directly. The second route
is a confidential reporting line where
employees can speak to the Group's
anti-fraud team. If an employee feels that
the matter is so serious that it cannot be
discussed in any of these ways, s/he can
contact the Company Secretary or the
Director of Internal Audit and Risk
Management. The Group's policy on
whistleblowing and these methods of
raising issues are published on the intranet
and on posters. The policy is reviewed
annually by the Audit Committee and any
serious matters identified are raised with
the chairman of the Audit Committee.

Risk management activities:

Risk identification

Risks are identified through a number of
routes. These include strategic planning
exercises, ongoing operational reviews
by management, project governance
processes, internal audits, control
environment reviews, environmental

Figure 1: Debenhams' risk management framework

Strategic objectives

A 4

Executive Committee

Define principal risks
and risk treatment

Strategic objectives

Divisions

—p—— Treat
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Report
Define risk appetite
Risk reporting

Risk management
team

Risk identification

Risk evaluation

< Evaluate <

Y

Audit Committee

Risk identification
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Specialist functions
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scanning (eg market research and
membership of industry bodies),
changes to legislation and enterprise
risk management best practices.

In addition to this, an extensive review of
the organisation’s risk universe has been
undertaken to verify that all key risks
have been identified and to ensure that
management has considered these as
part of its control environment review.

This organisation-wide review is
facilitated by the risk management
team for each operating division

on an ongoing cyclical basis. All senior
managers participate in the exercise,
including the Executive Committee. It
considers strategy, objectives and risks
to their achievement together with the
existing and new controls required to
mitigate risk. Management is required
to update the register with any new or
emerging risks as they are identified.

Risk evaluation

In order to understand the impact
specific risks would have on the

Group, each risk is evaluated based

on the likelihood of occurrence and

its severity using a risk ranking matrix
(figure 2) for consistency, which considers

Figure 2: Risk ranking matrix

the degree of change across one or
more key performance indicators.

Risk treatment

The risk score, derived from the risk
ranking matrix, is compared to the

risk appetite matrix (figure 3), which
provides guidance on the expected level
of treatment, timeframes and authority
levels. The four methods used are:

e Tolerate (take no further action)

e Treat (improve/implement controls)
® Transfer (via insurance/contract)

e Terminate (eliminate/re-engineer)

Risk reporting

The outputs from these processes are
collated into the risk register and linked
together to define the principal risks
faced by the Group. These are taken into
consideration when setting the annual
internal audit plan.

Individual managers are expected to
define and analyse the reports they
require to enhance financial and
operational performance and to identify
emerging risks or control failures.
Performance is also reviewed by the
board, Executive Committee, Audit
Committee, business continuity

management committee and health
and safety committee.

Principal risks and uncertainties
The risks detailed on pages 22 to 25
are the principal risks and uncertainties
that may impact the Group's ability to
achieve its strategic and operational
goals. They are ranked based on
overall risk to the business.

The Group reviews its principal risks and
uncertainties on, at least, an annual basis
as part of the risk management process.
The reviews over the last 12 months have
led to the simplification and consolidation
of the risks facing the organisation, for
example rather than having multiple risks
describing different supplier types, these
are now reported as a single risk. Where it
is believed that a risk could be sensitive to
the UK leaving the European Union, this
has been reflected in the impact section
for the risk.

[t should be noted that any system of
risk management and internal control

is designed to manage rather than
eliminate the risk of failure to achieve
business objectives and can only provide
reasonable and not absolute assurance
against material misstatement or loss.

Frequency of event occurrence

Event will probably occur at least once Frequent
every year
Event will probably occur at least once Common
every three years
Event will probably occur at least once Occasional
every five years
Event will probably occur less than once Unlikely
every five years
Low Moderate Serious Critical
Severity of impact
(based on specified degrees of change
across one or more financial or reputational
key performance indicators)
Figure 3: Risk appetite matrix
Risk acceptance
Risk score Risk matrix zone Action Risk response Treatment timeframe owner
Treat or Head of
1,2, 3 ol Green (Limited) Optional tolerate 9-12 months department
Treat or
Optional tolerate 6-9 months Line director
Treat, transfer
16, 18 or 27 Orange (Significant) Yes or terminate 3-6 months Executive Committee
32, 36,48 Treat, transfer
or 64 Red (Ultimate) Yes or terminate 0-3 months Board
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PRINCIPAL RISKS
AND UNCERTAINTIES

Risk

Economic
environment

Continuing

adverse economic

conditions may
have a material
adverse effect
on Debenhams’
results

Impact

A decline in sales on discretionary
purchases leading to a reduction
in profit.

Whilst the gap between inflation
and wage growth has started to
narrow, the consumer environment
remains volatile and we remain
cautious about the outlook.

This is an increasing risk due to the
level of economic uncertainty and
volatility that followed the UK vote
to leave the European Union and
this is being monitored carefully.

*

Examples of mitigation Change
The board conducts strategic business reviews which ensure

that management is focused on key priorities and cost control.

These reviews also focus on the four pillars of the Group's

strategy to build a leading international, multi-channel brand

and the operational effectiveness of the processes and systems

which link the pillars of the strategy together.

Debenhams’ exposure to a weakening sterling has been
mitigated by the Group's hedging strategy, which will allow
it to manage the effect of this during 2017.

Currency &
hedging

Currency
fluctuations and
hedging risks
could materially
adversely affect
Debenhams’
earnings and
cash flow

Hinder ability to adjust rapidly to
changing market conditions and
impact earnings and cash flow.

Affect available cash and liquidity
and could have material effect on

the business, results of operations
and financial condition.

This is an increasing risk due to

the weakening of sterling, and the
potential for further future volatility,
following the UK decision to exit
the European Union and is being
monitored carefully.

Debenhams has a treasury policy in place which covers
counterparty limits and hedging for interest rates, foreign
exchange and energy. There is also an internal treasury function
which is mandated by the board.

Debenhams closely monitors all aspects of cash management
to optimise balance sheet metrics. Effectiveness is measured
regularly by management through a series of KPls.

Debenhams continues to develop its supplier base to mitigate
the potential of cost price inflation without compromising the
quality of its products. In addition, the sourcing division has
been strengthened to include additional expertise which assists
with sourcing decisions, production consolidation and lead
time reduction, amongst other things.

Please refer to the notes to the financial statements for more
information on this risk.

*  Change in severity and/or likelihood of risk during course of 2015/16. Ranked based on overall risk to the business.
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Risk Impact

Systems Risks associated with systems
availability & failure, external attack of systems,
cyber security or data inaccuracy may significantly

damage ability to manage
information technology systems,
such as our website or warehouse
management systems, or could
cause inappropriate decisions to
be made using wrong, missing

or ambiguous information.

Failure in the
stability, integrity
or availability of
information
systems could
adversely affect

Debenhams’

business Inability to continue operations
operations smoothly in the event of a major
and results incident may have an adverse

effect on inventory and
profitability and divert financial
and management resources
from more beneficial uses.

This is an increasing risk given the
rising levels of cybercrime globally
and the increasing reliance on
information assets.

Examples of mitigation Change*

A robust systems infrastructure is required to support the
delivery of our strategic objectives which are outlined on
pages 9 to 17. As such, information systems developments are
key enablers and critical for accelerating the pace of change
necessary to compete effectively. To support the efficient and
effective delivery of strategic and business critical projects,

a business change roadmap has been developed and the
governance framework has been enhanced, which includes

a data security committee that focuses on areas such as

data protection and payment card industry (PCl) compliance.
A series of projects are also under way to strengthen business
continuity to maintain and protect performance.

A business continuity policy, describing roles and
responsibilities across the Group, ensures that an effective
framework is in place to enable the recovery and continuation
of normal business operations as soon as possible in the event
of any disruptive incidents. Key business systems are managed
and monitored by specialist teams, and a disaster recovery site
is in place where associated systems are tested to ensure that
the requirements for invocation are fully understood.

Competition for  Sales will be lower, market share
customers will be reduced and the Company
may be forced to rely on additional

Debenhams’ .
; markdowns or promotional sales to
business could . )
o dispose of excess or slow-moving
sufferifitis

inventory or may experience
inventory shortfalls on popular
merchandise.

unable to predict
accurately or
fulfil customer

preferences or Channel shifts away from stores
demand through  to online could lead to higher
competitive, operational costs within the online
economic and channel and lower profitability, or

profitable channels even impairment, of store assets.

The UK exiting the European Union
may also have an impact through
potential changes to foreign
exchange rate volatility, trade
agreements, duty rates and access
to foreign markets, especially versus
EU competitors.

Delivering a compelling customer proposition is at the heart

of Debenhams’ strategy, which is outlined on pages 9 to 17.

In developing product and brand strategy, the Group takes into
consideration market, trend and customer research to help it
predict likely demand for its products and services. Debenhams
continues to invest in its product and brand strategy to ensure
that it remains competitive and to give customers a unique,
differentiated and exclusive choice of brands, products and
categories. An understanding of customers and their needs is
developed by listening to their views, market intelligence and
reviewing KPIs which ensures that pricing is competitive and
promotional activity is appropriate. Debenhams’ customer
insight team provides valuable intelligence to keep the board
alert to changes in customer priorities

A number of specific actions are being taken to address the
issues of the channel shift. These include:

® Building a more competitive and economic multi-channel
business to drive sales, increase the recovery of fulfilment
costs and reduce the cost per unit of fulfilment. To this end,
arange of competitive delivery options has been introduced

® Driving a better return on UK store assets through the
introduction of additional products, brands and services
as well as ensuring that stores are fully configured for
multi-channel shopping.

*

Change in severity and/or likelihood of risk during course of 2015/16. Ranked based on overall risk to the business.
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PRINCIPAL RISKS AND

UNCERTAINTIES CONTINUED

Risk Impact

Business strategy
& transformation

Could significantly delay or prevent
the achievement of Debenhams’
business plan and could have a
material adverse effect on
Debenhams’ business, financial
condition or results of operations.

Afailure to deliver
Debenhams’ key
strategic priorities
may adversely
affect its business  This is an increasing risk due to the
volume and complexity of change
being implemented, its importance
to the business plan, and our
reliance on third party specialist
resource to support delivery,
alongside the fact that this risk
could be exacerbated still further
by the potential loss of access to
the freedom of movement of
goods, services, people and

capital following the UK decision

to exit the European Union.

Examples of mitigation

Debenhams has developed a business change roadmap which
includes a number of projects that support the delivery of the
key strategic priorities. These include investment in systems
capability across areas such as buying and merchandising

and supply chain to achieve greater alignment across all

sales channels and geographies.

Management supply detailed updates on progress within the
transformational programme, which are closely reviewed by the
board to ensure that management is focused on key priorities
and cost control.

Supply chainand  Any of the risks associated with
key suppliers doing business in international
markets and/or importing
merchandise from these regions
could place pressure on margins
and profitability or require the
Group to divert financial and
management resources from more
beneficial uses. Typical impacts
include: costs associated with the
transfer of the operations from one
provider to another or the potential
of extra operational cost from a new

Any disruption
or other adverse
event influencing
either the
sustainability of
the supply chain
or Debenhams’
relationship with
any of its major
suppliers, service

roviders . . L
P Y provider; changes in exclusivity
international . .
arrangements with designers or any
partners,

decline in their popularity; or the
loss of a number of important
concession partners.

designers, or
concessionaires

The uncertainty around future
trade agreements and duty rates
following the UK decision to exit the
European Union means this is an
area of high management focus.

Debenhams fosters close and collaborative relationships

with its suppliers. Both parties work towards the objective of
optimising sustainable fulfilment and costs, which is measured
regularly by management through KPls. You can read more
about how the Group builds relationships with our suppliers
on pages 34 and 35.

Debenhams continues to develop its supplier base to mitigate
the potential of cost price inflation without compromising the
quality of its products. In addition, the sourcing division has
been strengthened to include additional expertise which assists
with sourcing decisions, production consolidation and lead
time reduction, amongst other things.

In order to minimise the impact of any major supplier,

designer or concessionaire relationship or performance issues,
Debenhams’ objectives are to: maintain close and collaborative
relationships in order to ensure that strategies are aligned; to
ensure that appropriate, unambiguous contracts are in place;
ensure that all major suppliers, designers or concessionaires are
financially robust; and to have contingency plans in place in the
event of a failure.

*  Change in severity and/or likelihood of risk during course of 2015/16. Ranked based on overall risk to the business.
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Risk Impact

Legal & Unfavourable publicity concerning

regulatory Debenhams may lead to a loss of
stakeholder trust and confidence

Any events that

and could have a material adverse
effect on Debenhams’ ability to
attract and retain third party
brands, suppliers, designers,
concessions and franchisees,

negatively impact
the reputation of,
or value associated
with, Debenhams’

brand could )

and could consequently impact
adversely affect A ) .
. . Debenhams’ business, financial
its business

condition or profitability.

The UK decision to exit the
European Union is likely to result

in changes to selected laws which
could increase the likelihood of this
risk manifesting, and this is being
monitored closely.

Examples of mitigation Change*
Forums exist to focus on specific areas of legislation, and

specific business policies and procedures are in place to ensure

that roles and responsibilities are understood across the Group.

For example, the Sustainability Committee focuses on areas

such as ethical sourcing, legislative change and corporate

responsibility matters; and the data security committee focuses

on areas such as data protection and payment card industry

(PCI) compliance.

All suppliers are expected to adhere to Debenhams’ own
supplier code of conduct, which is underpinned by Debenhams’
robust policy on compliance that includes a focus on social and
ethical standards.

Debenhams has specialist accounting, taxation, information
systems and legal and secretariat teams in place to monitor
changes to legislation and standards and this is further
supported by membership of key industry bodies that
enhance awareness.

Key personnel **  Could significantly delay or prevent
the achievement of Debenhams’
business plan and could have

a material adverse effect on
Debenhams’ business, financial

condition or results of operations.

Debenhams
depends upon key
management and
other personnel
and the departure
of such
management or
personnel could
adversely affect
its business

The UK decision to exit the
European Union could impact
on the availability of talent in the
job market and the eligibility

for individuals to work in

certain jurisdictions.

In order to attract and retain talent, both succession and
personal development plans are in place throughout the
Group. In addition, target-led, performance-related incentive
schemes exist.

*  Change in severity and/or likelihood of risk during course of 2015/16. Ranked based on overall risk to the business.
** These risks are not new but are now reported as principal risks following the annual review of their ranking.
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Solid results underpinned by good cash generation.

The Financial Statements for the period
ended 3 September 2016 cover 53
weeks. In the notes to follow all income
statement numbers for the financial
year use the results for the 52 weeks

of trading to 27 August 2016 and the
comparative data for the 52 weeks to
29 August 2015. Management believes
that comparing like-for-like 52 week
periods demonstrates the underlying
performance of the business. Cash flow
and balance sheet numbers reflect the
full 53 weeks to 3 September 2016 and
the comparative balance sheet at

29 August 2015.

Gross transaction value for the UK
segment increased by 1.2% to £2,352.1
million and reported revenue decreased
by 0.8% to £1,906.6 million. This was a
result of continued online sales growth
and the benefit of new store openings

in the first half of FY2016. Sales benefited
from a strong Christmas performance,
but slowed in the second half of the year
as the UK clothing market became
weaker and more volatile. However,

our strategy to increase the mix of
non-clothing sales has supported our
performance against this background,
with beauty sales and casual dining
sales in particular continuing to show
good growth.

We continue to see online growth
and positive trends in mobile, which
now represents over 50% of UK
online orders and strong growth in
click & collect, up 35% year on year.
The like-for-like store sales were a
small negative for the year.

As we have continued to add choice in
concessions to drive sales, own bought
mix declined from 78.3% last year to
76.6%, with a consequent dilution

to gross margin rate, offset by

reduced markdown.

EBITDA reduced by 2.0% to £193.6
million, reflecting the impact of

lower store sales and sales mix towards
lower margin divisions. Operating profit
decreased by 6.7% to £94.9 million, as
depreciation expense rose as expected.

In the International segment, gross
transaction value of £543.8 million was
1.3% higher than last year and reported
revenue increased by 0.9% to £403.8
million. Over the year, the currency
impact was minimal, with constant
currency International gross transaction
value improving by 1.4%.

The gross transaction value growth
was driven by a strong performance,
particularly over peak trading, in Magasin
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du Nord and some improvement in
Republic of Ireland sales. Franchise
despatches had a 0.5% negative impact
on Group GTV. A number of franchise
partners have sought to improve their
working capital positions by reducing
stock intake in the autumn/winter 2015
and spring/summer 2016 seasons.

A number of markets, such as the
Middle East and Russia, are also
planning more prudently as a result

of more difficult trading conditions.

International operating profit
decreased by 2.2% to £31.7 million as
a result of lower franchise despatches
previously mentioned.

Group gross transaction value increased
by 1.3% to £2,895.9 million for the 52
weeks to 27 August 2016 and Group,
statutory revenue decreased by 0.5% to
£2,310.4 million. Group like-for-like sales
increased by 0.6% on a reported basis
and increased 0.7% on a constant
currency basis. Week 53 had a further
1.4% impact on gross transaction value
with Group gross transaction value on

a 53 week basis increasing 2.7% to
£2938.5 million.

Like-for-like sales growth was principally
driven by 9.3% growth in online sales;
online now represents 14.7% of Group
gross transaction value (FY2015: 13.6%).

The components of the gross transaction
value increase of 1.3% and reported
like-for-like sales growth of 0.6% are
shown below:

UK stores (1.1%)
UK online +1.0%
International +0.8%
Like-for-like-sales — constant +0.7%
currency

Exchange rate impact (0.1%)
Like-for-like sales — reported +0.6%
New UK space +1.2%
International franchises (0.5%)
GTV movement — 52 weeks +1.3%



Figure 2: Financial Summary

53 weeks to 52 weeks to 52 weeks to % change
£fm 3 September 2016 27 August 2016 29 August 2015 (52v.52)
Gross transaction value'?

UK 2,386.2 2,352.1 2,3235 1.2%
International 552.3 543.8 536.6 1.3%
Group 2,938.5 2,895.9 2,860.1 1.3%
Statutory revenue'?
UK 1,931.9 1,906.6 1,922.3 (0.8%)
International 409.8 403.8 400.4 09%
Group 2,341.7 2,310.4 2,322.7 (0.5%)
Group like-for-like sales movement® 0.6%
Group gross margin movement* (10 bps)
EBITDA'">¢
UK 198.6 193.6 197.6 (2.0%)
International 1M1 398 1.0 (2.9%)
Group 239.7 2334 238.6 (2.2%)
Operating profit'®
UK 98.0 949 101.7 (6.7%)
International 33.0 317 324 (2.2%)
Group 131.0 126.6 1341 (5.6%)
Underlying profit before tax? 118.2 14 113.5 0.5%
Exceptional items (12.4) (12.4) -
Reported profit before tax 105.8 101.7 113.5 (10.4%)
Underlying earnings per share® 7.8p 7.5p 7.6p (1.3%)
Basic earnings per share 7.0p 6.7p 7.6p (11.8%)
Dividend per share 3.425p 3.425p 3.400p 0.7%
3 September 2016 29 August 2015
Net debt 279.0 319.8
Net debt : EBITDA (last 12 months)? 1.2x 1.3x

Notes to the above table and to all references in this statement:

the owned stores in Denmark and the Republic of Ireland and online sales to addresses outside the UK.

N

for these items.

o o s ow

Like-for-like sales movement relates to sales from stores which have been open for more than 12 months plus online sales.
Gross margin: GTV less the value of cost of goods sold, as a percentage of GTV.
EBITDA is earnings before interest, taxation, depreciation and amortisation (including loss on disposal of fixed assets).

Before exceptional items, comprising restructure costs in the Republic of Ireland relating to the examinership process, restructure costs associated with
streamlining head office and a charge relating to the cost of writing off intangible systems assets following the launch of the new International website.

UK operating segment comprises stores in the UK and online sales to UK addresses. International operating segment comprises the international franchise stores,

Gross transaction value (GTV): sales on a gross basis before adjusting for concessions, consignments and staff discounts. Statutory revenue: sales after adjusting
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As planned, growth in the lower margin
cosmetic, gifting and concession
categories which are dilutive to gross
margin rate, relative to higher-margin
own bought clothing categories, has also
continued to impact sales mix. However,
further progress has been made to
tighten stock and reduce the breadth
and depth of promotions, resulting in
reduced markdown and a 60 bps benefit
to gross margin. Although the second
half was more promotional than we had
planned, it was less so than last year and
contributed to the overall markdown
saving. The combined effect of these
factors was that overall gross margin

rate declined 10 bps.

Operating costs before depreciation
rose in line with expectations,
increasing 1.8% compared to the same
period last year despite the further shift
into online. From April 2016, the National
Living Wage came into effect, having

a c.£3 million impact in the second

half of the financial year, in line with
previous guidance. We expect a

further incremental impact in FY2017

of ¢.£9 million, which is expected to

be largely mitigated through further
cost efficiencies.

Depreciation and amortisation (including
losses on disposals) increased by 2.2% to
£106.8 million, reflecting higher capital
expenditure over the last few years.

As a result of the above, Group
operating profit for the 52 weeks to
27 August 2016, was £126.6 million,
5.6% below last year.

Net finance costs decreased by 39.3%
to £12.5 million reflecting the benefit
of lower debt levels and interest costs
following the revolving credit facility
(“"RCF”) extension in February 2016. The
net finance cost also benefited from

a £1.1 million pension valuation credit
associated with the pension surplus

in accordance with IAS 19 revised
"Employee benefits” (FY2015: £0.1
million credit).

As we continued to manage the business
actively in order to improve efficiency
and build a more resilient business
model, exceptional costs (before tax) of
£12.4 million were recorded in the year.
The costs related to three areas:

a) The Irish business entered into an
examinership process in May 2016
which successfully concluded
in August 2016. As a result, an
exceptional charge of £4.0 million
has been made relating to the
restructure of the Irish business, as
detailed on page 7.

b) A head office restructuring
charge of £5.7 million consisting of
redundancies and other costs arising
from streamlining our head office and
local store warehouse function, as
detailed on page 17.

o) A £2.7 million charge relating to the
cost of writing off IT system assets
following the launch of the new
International website in the year.

Of the £12.4 million charge, £9.7 million
is cash-related, of which £2.0 million
was incurred in the year.

Underlying profit before tax before
exceptional items increased by 0.5%
to £114.1 million from £113.5 million

in FY2015. Reported profit before tax
after exceptional items decreased
by 10.4% to £101.7 million.

Taxation excluding the impact of
exceptional items increased from
£20.0 million last year to £21.6 million
principally due to an increase in the
effective tax rate and an increase in
reported profits. The effective tax rate
increased to 18.9% from 17.6% last year,
as last year's rate benefited from the
resolution of prior year tax matters.

Profit after tax but before exceptional
items decreased by 1.1% to £92.5 million.
Profit after tax after accounting for
exceptional items decreased by 11.8%.
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Underlying basic and diluted earnings
per share, before exceptional items,
decreased by 1.3% to 7.5 pence. The
basic weighted average number of
shares in issue increased from 1,226.4
million last year to 1,227.4 million and the
diluted weighted average number of
shares decreased from 1,228.7 million

to 1,2279 million.

The 53rd week in the year covered
28 August to 3 September 2016. This
delivered £42.6 million of additional
gross transaction value, contributing
1.4% of the 53 week sales, £6.3 million
of EBITDA and £4.1 million of profit
before tax. There was no material
effect on overall debt levels, where
benefits from EBITDA generation
were offset with timing of capital
spend and supplier payments.

Debenhams is cash generative and

has clear priorities for the uses of

cash. The first priority is to invest in our
strategy to build a leading international,
multi-channel brand. Second, we pay
our shareholders a progressive dividend.
Third, as we communicated in October
2015, we have a medium-term financial
leverage target for net debt to EBITDA
of 0.5 times.

Operating cash flow before financing
and taxation increased from £102.9
million to £113.7 million as a result of
higher EBITDA, benefits from working
capital inflows and lower capital
expenditure. Within the working capital
improvement, there is a benefit of

£10 million related to timing, which will
reverse in 2017. This offset the impact
of the agreed contributions to the
Debenhams Retirement Scheme and
the Debenhams Executive Pension Plan.

Cash flow generation, the uses of cash
and the movement in net debt are
summarised in the table opposite.



Figure 3: Cash flow, uses of cash and movement in net debt

53 weeks to 52 weeks to
fm 3 September 2016 29 August 2015
EBITDA 239.7 238.6
Working capital 0.5 (2.3)
Cash generated from operations 240.2 236.3
Capital expenditure (126.5) (133.4)
Operating cash flow before financing 13.7 102.9
and taxation
Taxation (11.0) 1.1
Financing (15.3) (19.3)
Dividends paid (42.0) 41.7)
Other movements (4.6) (1.3)
Change in net debt 40.8 417
Opening net debt 319.8 361.5
Closing net debt 279.0 319.8
Figure 4: Capital expenditure
" ® New UK stores 12%
‘ @ UK modernisations 8%
@ UK maintenance 19%
@ International 7%
@ Group systems 45%
‘ ® Other 9%
Figure 5: Key balance sheet items
53 weeks to 52 weeks to
fm 3 September 2016 29 August 2015
Intangible assets 962.1 931.5
Property, plant and equipment 670.2 675.3
Inventory 326.3 331.6
Other assets 149.6 124.5
Trade and other payables (516.3) (523.6)
Other liabilities (394.5) (358.4)
Retirement benefit (obligations)/surplus 4. 26.2
Net deferred tax liabilities (30.4) (34.0)
Net debt (279.0) (319.8)
Reported net assets 883.9 853.3
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Capital expenditure was £126.5 million
during the year compared to £133.4
million in the same period last year. The
decrease is principally associated with
the upfront capital investment in the
new stores opened in autumn 2015.
Investment in new [T systems continues
to be a key focus with 45% (or £57 million)
being spent in the year.

An interim dividend of 1.025 pence

per share was paid to shareholders

on 1 July 2016 (FY2015: 1.000 pence),
consistent with the progressive
dividend policy outlined in October
2015. As the earnings growth (before
any exceptional items) has been broadly
flat on the previous year, the board is
recommending a final dividend in line
with last year of 2.4 pence per share
which will be paid to shareholders who
are on the register on 9 December 2016.
The total dividend for the year is 3.425
pence (FY2015: 3.400 pence), an
increase of 0.7%.

The Group's net debt position as at

3 September 2016 of £279.0 million
improved by £40.8 million from the
same point last year, a result of the
profit performance and the improved
operating cash flows. The Group also
benefited from the continued effect

of reduced tax payments from the
adoption of FRS 101 “Reduced
disclosure framework” in the first

half of the year. This is part of new
accounting standards in the UK and RO
that the Group is required to adopt in its
subsidiary company statutory accounts.
The tax payments are expected to
return to normalised levels for FY2017.

The ratio of net debt to EBITDA of 1.2
times on a 53 week basis compares

with 1.3 times at the end of the previous
year. The improvement is in line with our
intention to reduce to 0.5 times over

the medium term.

During the year the Group refinanced
its £320 million revolving credit facility
(RCF), and extended the maturity
from October 2018 to June 2020. The
amended RCF contains an option to
request an extension to June 2021.

A £200 million 5.25% bond remains
in place to July 2021.

Key balance sheet items are summarised
in figure 5, on page 29.

Stock levels continued to be managed
tightly during the year, reflecting the
ongoing strategy to plan the business
prudently. Total stock value decreased
by 1.6% to £326.3 million reflecting a
4.2% decline in like-for-like stock.
Terminal stock of 3.3% was in line with
our historical range of 2.5% to 3.5%.

The Group provides a number

of pension arrangements for its
employees. These include the
Debenhams Retirement Scheme

and the Debenhams Executive Pension
Plan (together “the pension schemes”)
which both closed for future service
accrual from 31 October 2006. Under
IAS 19 "Employee Benefits” revised,
the net deficit on the Group's pension
schemes as at 3 September 2016

was £4.1 million (29 August 2015:
surplus of £26.2 million).

The deficit was driven by the reduction
in bond yields partly offset by asset
returns. During June 2015, the triennial
actuarial valuation was completed and
anew agreement was concluded under
which the Group agreed to contribute
£9.5 million per annum to the pension
schemes (previously £8.9 million per
annum) for the period from 1 April 2014
to 31 March 2022 increasing by the
percentage increase in RPl over the
year to the previous December. The
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Group agreed to continue to cover the
non-investment expenses and levies
of the pension schemes, including
those payable to the Pension
Protection Fund.

Current pension arrangements for
Debenhams' employees are provided by
defined contribution pension schemes.
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OUR APPROACH TO

ASSESSING VIABILITY

The aim of the Viability Statement is for
the directors to assess the prospects of
Debenhams to meet its liabilities, taking
into account its current position and
principal risks.

Debenhams has developed an annual
three year strategic plan, which considers
the Group's cash flows, dividend cover
and other financial key performance
indicators over this period. The three year
strategic plan takes into consideration
sensitivities that encompass a wide
spectrum of potential outcomes including
changes in like-for-like sales, margin rate,
costs, capital expenditure forecasts and
franchise store opening plans. These
scenarios are designed to explore the
resilience of Debenhams to the potential
impact of the Principal risks set out on
pages 22 to 25, or a combination of

those risks. The directors paid particular
attention to the following principal risks:

e Economic environment

e Currency and hedging

e Competition for customers; and

¢ Business strategy & transformation.

The three year strategic plan is reviewed
each year by the directors. Once
approved by the board, the plan is
cascaded across the business and
provides the basis for setting strategic
priorities and detailed budgets that

are subsequently used by the board

to monitor and evaluate performance.

The directors have assessed the viability
of Debenhams over the three year
period to 31 August 2019. This period
has been selected because it reflects
the pace of change in retail and aligns
with the Group's three year planning
process and presents the board and
the readers of the annual report with
a reasonable degree of confidence
whilst still providing an appropriate
longer-term outlook.

The board is in agreement that
Debenhams is a viable business and the
viability statement can be found in the
directors’ report on page 70. In making
this statement the directors have
considered the resilience of Debenhams,
taking account of its current position and
historical financial performance, the
principal risks facing the business in
severe but theoretical scenarios, and the
effectiveness of any mitigating actions.
This assessment has considered the
potential impacts of these risks on the
business model, future performance,
solvency and liquidity over the period.
As noted in note 21 of the financial
statements on page 104, the Group's
revolving credit facility is due to expire

in June 2020 and contains an option

to request an extension to June 2021.
The directors have no reason to

believe that future financing facilities

will not be available when the current
facility expires.

The financial position of the Group,
including information on cash flow,
can be found in the financial review
section on pages 26 to 30. In addition,
the financial statements include notes
on finance costs (page 96) and financial
risk management including treasury
policies on interest rate, liquidity,
currency and credit risk (pages

106 to 111).
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RESOURCES, RELATIONSHIPS

AND SUSTAINABILITY

Delivering sustainable growth

Our people and culture

Debenhams directly employs around
28,000 people in the UK, Denmark,
Repubilic of Ireland, Hong Kong and
Bangladesh. Debenhams is committed
to ensuring that employees or applicants
for employment are treated equally,
regardless of gender (including if
reassigned), race, ethnic or national origin,
religious, political or philosophical beliefs,
disability, marital or civil partnership
status, sexual orientation, and age.

Through our equal opportunities policy,
we aim to create an environment that
offers all employees the chance to use
their skills and talent. Decisions on
recruitment, training, promotion, pay
terms and conditions and leavers are
based solely on objective, job-related
criteria, and personal competence

and performance.

Debenhams has a number of policies in
place to protect and promote employee
welfare and is committed to supporting
all human rights in our business
operations as well as in our relationships
with our suppliers and other stakeholders.
Our statement on Modern Slavery is
summarised on the following pages.

Building a pipeline of leaders

for the future

We adopt a consistent approach to
identifiying and developing talent across
retail and head office. With a clear view
of our top talent at every level of the
organisation, we have been able to make
a number of key appointments from
within our existing workforce.

We have realigned our retail and head
office talent development approach to
use a consistent framework - our six-step
development programme - which allows
easy transferability of talent across retail
and head office.

We have continued our business
placement programme which brings new
talent into the business and extended
the programme’s reach in focus and
growth areas such as e-commerce.

Our business placement participants
undergo an intensive training
programme, with around half the
participants returning to us on
completion of their full-time education.

32

"Respecting human rights
across our global reach is
a fundamental part of our
company ethics and integrity.”

Apprenticeships

Currently, we have a small number of
apprentices in retail and food, as well as
early trials of an apprenticeship scheme
in head office. We plan to convert our
in-house development programme for
retail supervisors aiming for their first
management appointment, into a level
three trailblazer apprenticeship. We will
therefore be one of the first retailers to
use the new Retail Trailblazer standards
for apprenticeships. In 2017 we will
review the opportunities to convert other
in-house development programmes to
these standards, supported by our plan
to appoint a national training provider.

Developing employee performance
We continue to roll out a goal-setting
approach for all head office employees
and are moving performance reviews

to an online system for 2017, which

will enable better visibility of
performance levels.
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Business information and key messages
are cascaded to all employees via personal
briefings and email. Briefings are also led
by the executive team and senior
management to update employees on
Debenhams’ performance and strategy.
We also have an employee consultation
forum, which is attended by elected
representatives from stores and head
office, both as a means of informing
employees about the Company and giving
them the opportunity to be consulted on
certain activities of the business.

Employee engagement

We carried out our fourth all-employee
survey and have maintained the
engagement score at last year's high level
of 79%. Scores on each question response
were maintained or improved on previous
years' surveys and there was a high level of
unprompted positive commentary on the
culture of the organisation.




This is the third year of our Learning@
Work Week programme, with 2,000 head
office employees attending learning
events in a two week period. For this
initiative we were nominated for the
Retail Week "Rising Stars” awards.

The Debenhams Foundation

The Debenhams Foundation was formed
in 2012, with the aim of providing clarity
and direction on charitable fundraising
across the business. In the four years
since the Foundation was established,
we have raised over £5 million. In FY2016,
we have raised over £2 million via
activities such as in-store fundraising,
dedicated product donation and
donated carrier bag income. These
funds enable the Foundation to support
a range of charities including our charity
partners, BBC Children in Need, Help for
Heroes and Breast Cancer Now. For
more information visit our webpage at

2

Debenhams
Foundation funds
raised in 2016

£2.0m

http:/sustainability.debenhamsplc.com/
debenhams-foundation/.

Global sourcing

We source our goods from a diverse
supply base. Respecting human rights
across our global reach is a fundamental
part of our company ethics and integrity.
Our ethical responsible sourcing
programme covers the entire product
supply base, which consists of 896
factories and 512 suppliers of our own
branded goods. China remains our key
sourcing hub, with half of our factories
located there. Our other key sourcing
regions are India, Bangladesh, Turkey,
UK, Romania, Cambodia and Vietnam.

Our extensive due diligence evaluation

of suppliers and factories has stringent
requirements to ensure that our Code

of Conduct is adhered to within the
Conditions of Trading. We have been a
member of the Ethical Trade Initiative (ETI)
since 2001 and our Code is based on the
ETl and International Labour Organisation
(ILO) core conventions.

Intertek, a FTSE 100 listed company, are
our nominated global audit partner. In
addition to third party compliance audits
for the entire factory base, our own

|
LIFE female empowerment
programme in India

Gender split at financial year end

Male Female

Executive team 7 2

Senior management 77 70

All direct employees 5444 17,612

ethical compliance teams visited more
than 500 factories during FY2016.
Outside the UK, we use recognised
industry standard audit methodology. In
the UK we are a founding member of Fast
Forward, an audit initiative designed and
developed to help identify all guises of
modern slavery in relation to pay and
working conditions.

We have joined a new programme with
the ETI on eastern European supply
chains, where risk also lies with migrant
labour and the labour provider sector.

For our associates, including franchise
partners, we are adopting an approach
that is consistent with the principles of
our human rights policy.

MODERN SLAVERY STATEMENT 2016
The Modern Slavery Act came into force
in 2015. It places a duty on businesses
to disclose publicly the steps they are
taking to combat forced labour and
human trafficking. Our commitment

to prohibiting modern slavery is

defined in our Human Rights policy,

our Supplier code of conduct and has
been incorporated in the conditions

of trading we have with our suppliers.

A full version of Debenhams’
statement on Modern Slavery

may be found on our website at
http://sustainability.debenhamsplc.com

Debenhams’ actions in place to support
the Act are as follows:

Governance

Debenhams operates a Sustainability
Committee which, amongst other
activities, oversees and monitors actions
taken to prevent modern slavery. Whilst
everyone has a part to play, the director
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No. of factories

fast fgrward

Bullding sustatngbility in UK supphe

“Tackling modern slavery is complex
and demands new ways of working
between brands operating in global
supply chains. Debenhams is a
member of the Fast Forward retailer
initiative to build legal and ethical
labour standards compliance within
the supply base and is active in
encouraging other brands

to collaborate to address human
rights risks. Debenhams has required
the majority of its UK based suppliers
to attend Fast Forward ethical
compliance training in 2015 and 2016
which, as well as covering a broad
range of ethical labour standards
training, covers an introduction to
the Stronger Together programme
providing free guidance and
resources to support organisations
to identify and tackle modern slavery
within their business and supply
chains. Debenhams sits on the
Technical Advisory Committee
overseeing the development of the
Clearview Global Labour Provider
Certification Scheme to be launched
in 2017. | welcome the active
contributions that Debenhams make
to these initiatives.”

[ e i

PROGRAMME LEAD,
STRONGER TOGETHER
AND FAST FORWARD

of ethical trade and corporate
responsibility participates in this
committee and is responsible for driving
initiatives internally and externally to
support the Act and is developing a human
rights policy. In addition the supplier code

of conduct has been reviewed, updated
and communicated to suppliers to reflect
Debenhams'’ support of the Act.

The Directors of Ethical Trade and
Corporate Responsibility and Internal
Audit have completed a review to
identify actions required to improve
operational effectiveness in relation to
modern slavery. This exercise also
identified suppliers with a reliance on
temporary and flexible workforces who
are reviewed by Fast Forward, the
specialists in this field, in conjunction
with Audit for Labour Providers (ALP). In
addition, a survey was conducted to
increase supplier awareness of the Act.

The ethical trade & corporate
responsibility departments sit within

the sourcing division. Both are fully
integrated which results in a close
working relationship between the two
functions. We are committed to ethical
sourcing, mitigating risk and improving
the livelihood of the people in our
complex operations and supply chain.

It is the division’s overall responsibility
to ensure risk is identified and managed,
which includes regular audit and reviews
of the overall corporate social
responsibility (CSR) work. A training
programme is also under way across
the key functions of our business.

We have been collaborating with
industry bodies such as the ETl and
the British Retail Consortium to
improve awareness.

We invited Ergon, a specialist
consultancy in human rights, to present
to senior executives on modern slavery
and other human rights issues.

Further sessions have been delivered by
Stop the Traffik to train key management
within our head office in the
requirements of the Act.

We have a nominated global audit
partner, Intertek, which perform audits
internationally across our global supplier
base using the Sedex members ethical
trade audit (SMETA) methodology and
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for the UK supply base, Fast Forward has
designed a specific audit model focusing
on six key modern slavery indicators.

Debenhams is committed to continuous
improvement in helping prevent and
eradicate any instances of modemn
slavery across its supply chains through
effective due diligence, enhanced
supplier risk assessment and auditing,
and by raising awareness of modern
slavery internally to colleagues and
externally to suppliers.

This statement is made pursuant to the
Modern Slavery Act 2015 and relates
to Debenhams financial year end

3 September 2016.

On behalf of Debenhams plc
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CHAIRMAN OF THE BOARD

Debenhams is committed to
continuously improving the energy
efficiency of our buildings and
operations. Five new stores were opened
in FY2016, each designed with energy
efficiency in mind, utilising LED lighting
and energy efficient heating, ventilation
and air conditioning (HVAC) systems.

Last year, we pledged to spend

£2 million on energy efficiency initiatives
in FY2016; we invested over £4 million in
this period, and retro-fitted LED lighting
in 50 stores. These projects have not only
delivered excellent results in reducing
energy use, but have also led to a more
comfortable customer environment.

We will be investing £4 million in FY2017
on energy efficiency projects, using LED
lighting where possible, since lighting
typically accounts for 35% of energy

use in a store.

Debenhams has reported its greenhouse
gas (GHG) emissions for its UK, Irish and
Danish operations since 2008. Since then,
its footprint boundary has evolved to
include areas such as other international



offices, packaging, hangers (material
use and recycling), and production of
catalogue, brochure and direct mail.
This section provides a breakdown of
our GHG emissions for this year. Further
details of our GHG emissions are found
on our website http:/sustainability.
debenhamsplc.com.

With the support of Ricardo Energy &
Environment, we have applied the GHG
protocol corporate accounting and
reporting standard 2013, and UK
government conversion factors for
company reporting to calculate our
carbon emissions. As of this year,
following new guidance from the GHG
Protocol, Scope 2 emissions are reported
using two different quantification
methods: location-based and market-
based'. Scope 2 emissions using the
market-based method are lower than
with the location-based approach, as a
result of our decision to purchase 100%
renewable electricity in the Republic of
Ireland and Northern Ireland.

Excluding Scope 3 emissions, for which
the inventory boundary has widened this
year, and which is not mandatory, Scope 1
and 2 emissions have decreased by 12%.

Based on the data provided for Scopes
1,2, and 3, our overall carbon footprint
has increased by 7%, from 190,930
tonnes CO,e in 2015 to 204,136 tonnes
CO,e this year. A breakdown of this is
shown in Table 1.

The reason for the increase in the overall
emissions is primarily due to a widening
of the inventory boundary. As of this year,
additional emission sources have been
included in Scope 3, such as water supply/
treatment in Hong Kong and Bangladesh;
UK rail; and plastic material use for carrier
bags in UK stores. Excluding these

newly added sources, Scope 3 emissions
have decreased by 8%, due mainly to a
reduction in business travel.

The decrease in Scope 1 emissions this
year is a reflection of decreased use of
gas, fuels and refrigerants across our UK,
Ireland and Denmark operations. Scope
2 emissions have decreased as a result of
changes in fuel mixes, as well as a
reduction in overall energy consumption.

Emissions data are made more
meaningful when compared to a core
business variable. We have used intensity
ratios for both the total footprint using
the annual turnover and premises floor
area. Table 1 shows the total annual
turnover and floor area for the whole
business. Total absolute emissions are
then divided by these figures to provide
tonnes of CO,e per million pounds of
turnover and tonnes of CO,e per m? of
floor area, respectively, as shown in Table
2. These tables show that the tCO,e for
both intensity metrics have increased.

! The location-based method reflects the average
emissions intensity of grids on which energy
consumption occurs, whereas the market-based
method reflects emissions from the electricity that
companies have chosen in the market (or their lack
of choice).

Overall, monitoring remains stringent
and during the next few years towards
FY2020, we aim to continue to contribute
positively to the Better Retail Climate

as part of our drive to save energy and
protect the environment.

The strategic report was approved by
a duly authorised committee of the
board of directors on 26 October 2016
and signed on its behalf by:

CHIEF FINANCIAL OFFICER
27 OCTOBER 2016

FY2012 FY2013 FY2014 FY2015 FY2016
Scope 1 14,850 17,786 15,989 19,668 14,241
Scope 2
(location-based) 144,536 139,607 149,068 139,354 125,453
Scope 2 Not calculated; market-based method was
(market-based) introduced in 2015 113,134
Scope 3 19,071 16,687 28,308 31,908 64,442
Total 178,457 174,080 193,365 190,930 204,136*

* Total emissions calculated using the location-based Scope 2 emissions figure, covering a 53 week period.

FY2012 FY2013 FY2014 FY2015 FY2016
Turnover (£m) 2,700 2,777 2,824 2,860 2,939*
Total floor area** (m?) 1,838,924 1,808,398 1,850,874 1,894,926 1,888,887
*2015/16 is a 53 week year.
**This total floor area included back of store, offices and distribution centres.

FY2012 FY2013 FY2014 FY2015 FY2016
Absolute Emissions
(tCO,e) 178,457 174,080 193,365 190,930 204,136*
Absolute tCO