thewarehouse

wflere EvErYone j‘t’f_}' a Sarj;mn

14 September 2007

Listed Company Relations
New Zealand Exchange Limited

The Warehouse Group Limited

Audited results for the year ended 29 July 2007

Attached financial information as required by NZX listing Rule 10.4.2

Appendix 1 disclosures for the year ended 29 July 2007

Media release

Pobd=

29 July 2007, and the auditor’s report thereon.

Shehnaz Hajati
Company Secretary

The Warehouse Group Limited
26 The Warehouse Way
Northcote, Auckland

PO Box 33470 Takapuna
Auckland, New Zealand

phone +64 9 489 7000
fax +64 9 489 7444
web www.thewarehouse.co.nz

Operational Highlights for the year ended 29 July 2007 together with fourth quarter sales

Audited financial statements and notes for The Warehouse Group Limited for the year ended



NZX Appendix 1

THE WAREHOUSE GROUP LIMITED

Results for announcement to the market

Reporting Period

31 July 2006 to 29 July 2007

Previous Reporting Period

1 August 2005 to 30 July 2006

Amount (000s) Percentage change
Revenue form ordinary activities NzZ$ 1,804,902 (5.3)%
Profit from ordinary activities after tax attributable NZ$ 115,474 293.9 %
to shareholder.
Net profit attributable to shareholders. NZ$ 115,474 293.9 %

Final Distribution

Amount per share

Imputed amount per share

Final 5.50 cents 2.7090 cents
Special 35.00 cents 17.2388 cents
Comments Refer Operating Highlights

NTA Backing 2007 2006

Net tangible asset backing per ordinary share 133.4 cents 109.4 cents
OPERATING SURPLUS BEFORE UNUSUAL NON 2007 2006

RECURRING ITEMS AND TAXATION

Operating Surplus Before Unusual Non-recurring

Items and Taxation 146,584 142,951
Gain/(Loss) on divestment of Australian assets 5,939 (88,801)
Gain on divestment of Te Rapa joint venture 17,432 -
(Loss)/Gain on property disposals (542) 1,591
OPERATING SURPLUS BEFORE TAXATION 169,413 55,741

This report is based on accounts which have been audited. The report is provided with the accounts which

accompany this announcement.

14 September 2007
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THE WAREHOUSE GROUP LIMITED
Audited results for the year ended 29 July 20071

The Warehouse Group Limited has today announced its audited results for the year ended 29 July 2007.
HIGHLIGHTS

¢ Improved sales and operating earnings from continuing operations.

e Return to positive same store sales growth in The Warehouse Limited.

e Strategic Investment in Warehouse Extra format and category start ups.

e Continued progress in brand introduction, own label development and improving service and quality
credentials.

PROFIT AND DIVIDEND

e Reported net profit after tax $115.5 million compared to $29.3 million in FO6.

o Net profit after tax, excluding divestment of Te Rapa and The Warehouse Australia, up 1.8% to
$97.9 million.

o Final dividend of 5.5 cps to give a total dividend for the year of 17.5 cps up 9.4% on last year.

e Pay out ratio of 55.6% compared to 50.5% last year.

e Special dividend declared of 35.0 cps.

GROUP FINANCIAL SUMMARY

e Sales from continuing operations up 2.4% to $1.76 billion.

e EBITDA from continuing operations up 2.8% to $188.5 million.

e  Operating profit from continuing operations up 0.7% to $153.1 million.

e Second half operating profit from continuing operations flat on last year at $57.4 million.

e Operating cashflow of $129.6 million compared to $153.1 million FO6.

o Earnings per share, adjusted for divestment of Te Rapa and The Warehouse Australia were flat
at 31.7 cps.

e Net debt down to $43.0 million from $115.4 million.

o The company’s 50% interest in The Base, Te Rapa Joint Venture was divested on 26 July 2007
resulting in an after tax gain of $11.7 million.

e 5.47 million shares were issued during the year under the share option plan.

! Note: All references to dollars are NZ Dollars unless otherwise stated
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THE WAREHOUSE NZ OPERATING PERFORMANCE

2007 2006 Change
Sales ($millions) 1,547 1,508 2.6%
Operating profit ($millions) 147.2 143.5 2.6%
Total assets ($millions) 347.1 323.6 7.3%

e Sales for the year up 2.6% to $1,547 million.

e Operating profit up 2.6% to $147.2 million.

e Same store sales up 2.0% (-1.4% F06).

e Operating margin maintained at 9.5% despite change in sales mix and category start up costs.

e Second half sales up 3.0%, same store sales up 3.4%.

e Second half operating profit up 1.2% to $52.0 million.

e Milford store closed by fire on 23 April 2007, and re-opened on 24 August 2007.

e Wellington central store closed for relocation on 10 June 2007. Due to re-open on 18 October 2007.

e Good sales growth in Homewares, Health & Beauty and Confectionery.

e Modest growth in Apparel and Footwear in a very difficult market.

e Second Warehouse Extra store opened in November 2006 (Whangarei) and a third in August 2007
(Te Rapa).

e Three full store refits were completed together with one relocation.

e Thirteen “Pulse” upgrades were completed.

e Major investments were made during the year in point of sale, demand forecasting, in-store price
checking and grocery distribution.

WAREHOUSE STATIONERY OPERATING PERFORMANCE

2007 2006 Change
Sales ($millions) 213.5 211.7 0.9%
Operating profit ($millions) 9.5 9.3 2.2%
Total assets ($millions) 60.8 59.0 3.0%

e Sales for the year up 0.9% to $213.5 million.

e  Operating profit up 2.2% to $9.5 million.

e Same store sales up 2.2% (4.5% F06).

e Operating margins held at 4.5%.

e  Profit contribution from B2B improved during the year.

e Second half sales up 0.6%, same store sales up 2.5%

e Second half operating profit was flat on last year at $6.0 million.

e During the second half the Henderson mega store was reduced in size.

e A replacement store was opened in New Plymouth in Q1. No new stores were opened during the year.

e Overall performance was affected by disruption associated with the implementation of a new
merchandising system.
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FINANCIAL POSITION

1. Gearing and Debt Servicing

= Divestments have further strengthened the balance sheet with net debt reducing to $43.0 million
compared to $115.4 million last year.

= Gearing has reduced to 9.4% (25.7% FO06).

= Net Interest cover (adjusted for divestments) has increased to 23.6 times EBIT (15.3 times F06).

=  Fixed charge cover for continuing operations 4.0 times EBITDAR (3.9 times FOG6).

= Net debt to EBITDA 0.2 times (0.6 times F06).

2. Assets and Capital Expenditure

= Total assets increased to $687.0 million ($647.1 FO6).

= Cash on hand increased by $56.5 million to $77.9 million.

= Total gross capital expenditure for the year reduced by $2.1 million to $60.5 million. Capital was
invested mainly in store development and systems infrastructure. A further parcel of land was
acquired adjacent to the Pah Road site in Auckland.

=  The book value of the investment in Te Rapa sold during the year was $18.9 million.

3. Cashflow

= Operating cashflow down $23.5 million to $129.6 million due mainly to an increase in net working
capital.

= Net cashflow (before repayment of borrowings) of $72.4 million includes $36.7 million from the
sale of Te Rapa and $26.7 million from options exercised under the employee share option plan.

= Cash realisation ratio 96.8% (115.2% FO06).

4. Dividend
= An ordinary dividend of 5.5 cps and a special dividend of 35.0 cps will be paid to shareholders on

28 September 2007.
= Dividend entitlement date 21 September 2007.
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OUTLOOK

o Retail sales growth likely to slow relative to FO7 as discretionary spending comes under further pressure
from macro economic factors.

e Sector will remain highly competitive in all categories with space growth continuing to outpace
consumption.

e Consumers will continue to demand better quality, better service and more choice at lower prices.

o Inflationary pressures expected to continue in key cost areas.

e Too early to provide specific earnings guidance however given expected market conditions, the level of
investment planned for the business and increased interest costs we would not expect FO8 NPAT to be
higher than adjusted NPAT for FO7.

e A detailed sales update for the Q1 FO8 period ending 28 October 2007, is due for release on
Friday, 9 November 2007

RESULT BRIEFING

e A post result briefing will be conducted today at 10.00am. The audio of the briefing will be broadcast
live via audio cast on www.thewarehouse.co.nz from 10.00 am NZT.

ENDS

Approved by

K R Smith

Chairman

The Warehouse Group Limited

Investors and analysts - Contact details:

Luke Bunt, Group CFO
Telephone: +64 21 644 882

Media - Contact details:

lan Morrice, Group CEO may be contacted via Cynthia Church on +64 21 433 284
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APPENDIX 1 - FINANCIAL PERFORMANCE

The Warehouse Group Limited - Financial Performance for the year ended 29 July 2007

(NZ$000) 2007 2006 % Change
Sales from Continuing Operations:

The Warehouse New Zealand 1,546,611 1,507,654 2.6%
Warehouse Stationery 213,481 211,677 0.9%
Other group operations 8,913 8,101

Inter-segment eliminations (7,328) (6,953)

Total Sales from Continuing Operations 1,761,677 1,720,479 2.4%
Sales from Discontinued Operations:

The Warehouse Australia - 162,423 n.m.
Total Group Sales 1,761,677 1,882,902 (6.4)%
Operating Earnings from Continuing

Operations:

The Warehouse New Zealand 147,235 143,536 2.6%
Warehouse Stationery 9,548 9,345 2.2%
Other group operations (3,372) (837)

Total Operating Profit from Continuing 153,051 152,044 0.7%
Operations

Operating profit from Discontinued Operations - 1,034 n.m.
(The Warehouse Australia)

Total Group Operating Earnings 153,051 153,078 0.0%
(Loss) / gain from property disposals (542) 1,591 n.m.
Gain on divestment of Te Rapa joint venture 17,432 - n.m.
Gain / (Loss) on divestment of Australian 5,939 (88,801) n.m.
business

EBIT 175,880 65,868 167.0%
Interest (6,467) (10,127) (36.1%)
Group Pre-tax Profit 169,413 55,741 203.9%
Taxation (563,637) (26,165) 105.0%
Minorities (302) (259) 16.6%
Tax Paid Profit 115,474 29,317 293.9%
Operating Tax Paid Profit 97,856 96,883 1.0%
excluding divestments

Operating Margin

The Warehouse New Zealand 9.5% 9.5%

Warehouse Stationery 4.5% 4.4%

Total Continuing Op. Operating Margin 8.7% 8.8%

Tax- Paid Profit Margin 5.6% 5.1%

(excluding divestments)
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APPENDIX 2 - SUMMARY OF FINANCIAL POSITION

Table 2
Summary of Financial Position of
The Warehouse Group Limited (NZ$000)
As at As at
29 July 2007 30 July 2006
Parent shareholders equity 415,510 333,917
Minority Interest 295 279
Total Shareholders Equity 415,805 334,196
Term Liabilities 127,301 144,729
Current Liabilities
- Bank overdraft - unsecured 905 184
- Current Borrowings - 9,600
- Creditors & Provisions 142,974 158,401
Total Current Liabilities 143,879 168,185
TOTAL EQUITY AND LIABILITIES 686,985 647,110
Property 176,777 190,776
Plant and equipment 128,377 114,849
Total property, plant and equipment 305,154 305,625
Investments 8,051 4,889
Deferred Taxation 13,153 11,255
Total Non Current assets 326,358 321,769
Current Assets
- Cash and Deposits 77,909 21,443
- Inventory on Hand 219,863 212,043
- Goods in Transit 34,907 35,484
- Receivables & Prepayments 25,530 18,761
- Taxation Receivable 2,418 37,610
Total Current Assets 360,627 3_25,341
TOTAL ASSETS 686,985 647,110
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APPENDIX 3 - THE WAREHOUSE GROUP LIMITED FOURTH QUARTER SALES
FOR THE 13 WEEKS ENDED 29 JULY 2007 (UNAUDITED)

1.0 Sales summary (all sales expressed in New Zealand Dollars)

FOURTH QUARTER SALES (30 APRIL 2007 to 29 JULY 2007) (all figures exclude GST)
FOURTH QUARTER YEAR TO DATE
2006/07 | 2005/06 2006/07 2005/06
Sales Sales Change C:::‘ge Sales Sales Change Cg:r:ge
Million Million in sales Million Million in sales
store store
The
Warehouse 347 349 -0.7% +1.0% 1,547 1,508 +2.6% +2.0%
New Zealand
Warehouse 49.9 52.2 -4.4% -3.0% 213.5 211.7 +0.9% +2.2%
Stationery
Total 396.9 401.2 -1.1% 1,760.5 1,719.7 +2.4% -
2.0 Store numbers
2005/06 2006/07
Start Q4 End Q4 Start Q4 End Q4
The Warehouse New Zealand 85 85 85 83
Warehouse Stationery 43 43 43 43

3.0 Store changes during the quarter:

Replacement stores

New location stores

Temporarily Closed

The Warehouse New Zealand

Milford, Wellington

Warehouse Stationery

4.0 Retail space

Square metres 2005/06 2006/07
Start Q4 End Q4 Start Q4 End Q4
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MEDIA RELEASE

THE WAREHOUSE GROUP ANNOUNCES ANNUAL RESULTS

Sales and earnings growth reported

Auckland, 14 September 2007 - The Board of The Warehouse Group Limited today announced
a full year net profit after tax of $115.5 million compared to $29.3 million last year.

Sales from continuing operations were up 2.4% to $1.76 billion. Net profit after tax, excluding
the sale of The Base development and the divestment of the Australian business, was up from
$96.2 million* in FO6 to $97.9 million in FO7.

In announcing the result for the full year ended 29 July 2007, Chairman Keith Smith says, “This
result demonstrates continuous improvement in the Group’s performance and a further
strengthening of our balance sheet, which will result in a total of $163.2 million being
distributed to shareholders in dividends for the year.”

The Warehouse New Zealand reported positive top-line growth, with sales up 2.6% to $1.55
billion, and same store sales up 2.0% for the year. Earnings before interest and tax was up 2.6%
to $147.2 million.

“The result for The Warehouse New Zealand is creditable given two difficult seasons for apparel,
a higher level of discounting in the market since Christmas, and our strategic investment in
category start-ups, pharmacy, liquor and fresh foods,” Group Chief Executive Officer lan Morrice
says. “Despite these challenges, operating margins were held year on year.”

“Customers are responding to our improved brand and quality offer and we have seen good
growth in homewares, health and beauty and confectionery. In apparel, new brands such as
Bonds, Maya and Match are performing well,” Mr Morrice says.

“We have also continued to invest heavily in improving service during the year; speeding up
transaction times through the replacement of all our point-of-sale terminals, increasing on-shelf
availability by replacing our stock allocation and store replenishment systems, together with
further improvements in our distribution centres,” Mr Morrice says.

The second Warehouse Extra store opened during the year in Whangarei, which is the first
conversion from an existing store. Following the conversion of the Te Rapa (Hamilton) store on
23 August 2007, there are no more Extra stores planned for FO8, providing the company with
time to refine and test both the customer proposition and the economic performance of the
format.

“Although we are expecting overall sales in the Whangerei store to increase by 30% in the same
selling space, this is below our target for its first year,” Mr Morrice says. “Sales mix and gross
margins in this store are broadly in line with our expectations, but operating costs are higher
than originally anticipated.”

During the year one replacement store was opened in Ashburton, however, Wellington Central
and Milford (Auckland) were temporarily closed during the fourth quarter.



Warehouse Stationery sales were up 0.9% to $213.5 million, with same store sales up 2.2% for
the year. Growth categories included consumer electronics, computer consumables and
packaging and postal products. Earnings before interest and tax was up 2.2% to $9.5 million.

Two Warehouse Stationery stores were changed during the period with the Henderson store
down-sized and a replacement store opened in New Plymouth.

“The past twelve months have been a period of consolidation for Warehouse Stationery with the
significant challenges in introducing new systems putting other initiatives on hold,” Mr Morrice
says. “With these systems now stabilised, Warehouse Stationery is well-placed to continue to
meet the needs of small businesses, families and people working from home.”

In the coming year, Mr Morrice says:

o We expect to grow sales in the coming year despite unpredictable market conditions
and continued competitor space growth.

o  We will continue our investment in start-up categories and improving our stores.

e  We will continue to pursue our commitment to putting our customers first and delivering
on our promise of making the desirable affordable.

As announced on 7 September 2007, The Directors have declared a final dividend of 5.5 cents
per share, bringing the total dividend for the year to 17.5cps, up 9.4% on F06. The Directors also
declared a special dividend of 35.0 cents per share. Dividends will be paid on 28 September
2007 with the entitlement date being 21 September 2007.

A detailed sales update for the Q1 FO8 period, ending 28 October 2007, is due for release on
Friday, 9 November 2007.

ENDS
Notes to Editors

*FOG6 profit figure is adjusted for pre-divestment earnings of The Warehouse Australia.

Background: The Warehouse Group Limited
The Warehouse Group Limited had sales of $NZ1.762 billion and an after tax profit of $NZ97.9 million for the year ended

29 July 2007 after adjusting for the sale of investments. The Warehouse Group comprises 85 Warehouse NZ stores and
43 Warehouse Stationery stores. The Warehouse Group directly employs more than 8,000 people in New Zealand.

Contact details regarding this announcement:

INVESTORS / ANALYSTS MEDIA

Luke Bunt Cynthia Church

Chief Financial Officer Corporate Affairs Manager
The Warehouse Group Limited The Warehouse Group Limited
Tel: +64-21-644-882 Telephone: +64-21-433-284

+64-9-488-3255
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Statement of Financial Performance

For the year ended 29 July 2007

Sales revenue

Other revenue

Operating revenue

Operating expenses

Operating surplus before tax and Australian asset disposals
Disposal of Australian assets

Operating surplus before income tax

Income tax

Net surplus after taxation for the year

Net surplus attributable to minority interest

Net surplus attributable to parent shareholders

Operating surplus before tax:
Operating surplus from continuing activities

Operating deficit from discontinued activities

Earnings per share - Net surplus attributable to parent shareholders

Statement of Movements in Equity

For the year ended 29 July 2007

Net surplus for the year, comprising
Parent shareholders' interest

Minority interest

Foreign currency translation movement

Total recognised revenues and expenses

Share options exercised

Dividends paid to parent shareholders

Dividends paid to minority interest

Treasury stock dividends received

Purchase of treasury stock on market

Forfeited ESOP shares repurchased as treasury stock
Share scheme amortisation

Movement in equity for the year

Equity at beginning of year, comprising
Parent shareholders' interest
Minority interest

Total equity at beginning of year

Equity at end of year, comprising
Parent shareholders' interest

Minority interest

Total equity at end of year

Note

34

26

26

23

20
25
26
24
21
21
22

26

The Warehouse Group Limited

Group Parent
2007 2006 2007 2006
$ 000 $ 000 $ 000 $ 000
1,761,677 1,882,902 - -
43,225 23,336 100,000 44,296
1,804,902 1,906,238 100,000 44,296
(1,641,428) (1,761,696) (4) (8)
163,474 144,542 99,996 44,288
5,939 (88,801) - -
169,413 55,741 99,996 44,288
53,637 26,165 (1) 3)
115,776 29,576 99,997 44,291
(302) (259) - -
115,474 29,317 99,997 44,291
163,474 145,293 99,996 44,288
5,939 (89,552) - -
169,413 55,741 99,996 44,288
37.4 cents 9.6 cents
115,474 29,317 99,997 44,291
302 259 - -
115,776 29,576 99,997 44,291
- (3,175) - -
115,776 26,401 99,997 44,291
26,716 - 26,716 -
(54,201) (44,296) (54,201) (44,296)
(286) (202) - -
435 - - -
(8,677) - - -
(22) (578) - -
1,868 990 - -
81,609 (17,685) 72,512 (5)
333,917 351,659 219,664 219,669
279 222 - -
334,196 351,881 219,664 219,669
415,510 333,917 292,176 219,664
295 279 - -
415,805 334,196 292,176 219,664

The accompanying accounting policies and notes form an integral part of the financial statements.



Statement of Financial Position

As at 29 July 2007

Current assets
Cash balances
Receivables
Inventories
Taxation receivable

Total current assets

Non-current assets
Investments

Property, plant and equipment
Deferred taxation

Total non-current assets

Total assets

Current liabilities
Bank overdraft
Payables and accruals
Borrowings

Total current liabilities

Non-current liabilities
Borrowings

Borrowings - secured
Provisions

Total non-current liabilities
Total liabilities

Equity

Share capital

Treasury stock

Employee equity-settled benefits reserve
Foreign currency translation reserve
Retained earnings

Parent shareholders’ interest
Minority interest

Total equity

Total equity and liabilities

Note

19
11
12

13
16
10

18
15
18

18
18
14

20
21
22
23
24

26

The Warehouse Group Limited

Group Parent
2007 2006 2007 2006
$ 000 $ 000 $ 000 $ 000
77,909 21,443 1,066 930
25,530 18,761 247,772 167,826
254,770 247,527 - -
2,418 37,610 1,338 8,908
360,627 325,341 250,176 177,664
8,051 4,889 42,000 42,000
305,154 305,625 - -
13,153 11,255 - -
326,358 321,769 42,000 42,000
686,985 647,110 292,176 219,664
905 184 - -
142,974 158,401 - -
- 9,600 - -
143,879 168,185 - -
120,000 120,000 - -
- 7,081 - -
7,301 17,648 - -
127,301 144,729 - -
271,180 312,914 - -
245,692 218,976 245,692 218,976
(14,699) (7,628) - -
1,970 990 - -
- (3,068) - -
182,547 124,647 46,484 688
415,510 333,917 292,176 219,664
295 279 - -
415,805 334,196 292,176 219,664
686,985 647,110 292,176 219,664
2

The accompanying accounting policies and notes form an integral part of the financial statements.



Statement of Cash Flows

For the year ended 29 July 2007

Cash flows from operating activities
Cash received from customers

Interest income

Dividends received from subsidiary companies
Payments to suppliers and employees

Income tax paid

Interest paid

Net cash flows from operating activities

Cash flows from investing activities

Proceeds from sale of property, plant and equipment

Staff share purchase advances repaid

Distributions received from associate

Advances from subsidiary companies

Purchase of property, plant and equipment

Refund of staff share purchase advances terminated

Net proceeds from the disposal of The Base Te Rapa joint venture
Net proceeds from the disposal of Australian assets

Net cash flows from investing activities

Cash flows from financing activities
Repayment of short term borrowings
Repayments of term borrowings

Share options exercised

Purchase of treasury stock

Treasury stock dividends received
Dividends paid to parent shareholders
Dividends paid to minority shareholders

Net cash flows from financing activities

Net (decrease) / increase in cash held
Effect of exchange rate movements

Total movement in cash position

Cash position at beginning of year, comprising
Cash, bank in funds and deposits
Bank overdrafts

Total cash position at beginning of year

Cash position at end of year, comprising
Cash, bank in funds and deposits

Bank overdrafts

Total cash position at end of year

The Warehouse Group Limited

Group Parent
Note 2007 2006 2007 2006
$ 000 $ 000 $ 000 $ 000

1,779,401 1,898,613 - -

2,180 429 - -

- - 100,000 44,296
(1,624,256) (1,711,466) (8)
(17,537) (20,733) - -
(10,226) (13,782) - -
129,562 153,061 100,000 44,288

3,315 5,664 - -

257 674 - -

13 - 9,687 - -
- - (71,063) 1,763

(60,505) (62,577) - -

(19) (396) - -

33 36,681 - - -
34 464 87,165 - -
(19,807) 40,217 (71,063) 1,763
(9,600) (30,265) - -

(7,081) (141,961) - -

20 26,716 - 26,716 -
21 (8,677) - - -
435 - - -

(55,517) (45,910) (55,517) (45,910)

26 (286) (202) - -
(54,010) (218,338) (28,801) (45,910)

55,745 (25,060) 136 141

- 746 - -

55,745 (24,314) 136 141

21,443 45,742 930 789

(184) (169) - -

21,259 45,573 930 789

19 77,909 21,443 1,066 930
18 (905) (184) - -
77,004 21,259 1,066 930

3

The accompanying accounting policies and notes form an integral part of the financial statements.



Statement of Cash Flows - continued

For the year ended 29 July 2007

Reconciliation of Net Surplus with

Net Cash Flows from Operating Activities

Reported net surplus after taxation
Non-cash items

Depreciation

Share plan amortisation

Movement in deferred tax

Share of surplus retained by associate
Total non-cash items

Items classified as investing or financing activities
Net loss/(gain) on sale of property, plant and equipment
Capitalised interest

Gain on disposal of 'The Base' Te Rapa Limited joint venture
(Gain) / Loss on the disposal of Australian assets

Other investing and financing activities

Total investing and financing adjustments

Changes in assets and liabilities
Payables and accruals

Income tax

Receivables

Inventories

Effect of exchange rate movements

Total changes in assets and liabilities

Net cash flows from operating activities

The Warehouse Group Limited

Group Parent
Note 2007 2006 2007 2006
$ 000 $ 000 $ 000 $ 000

115,776 29,576 99,997 44,291

4 35,409 35,982 - -
22 1,868 990 - -
10 (1,898) 16,899 - -
13 (3,162) (4,198) - -
32,217 49,673 - -

1,079 144 - -

- (119) - -

33 (17,432) - - -
34 (5,939) 88,801 - -
1,316 1,614 1,316 1,614

(20,976) 90,440 1,316 1,614
(18,267) (3,347) - -
35,138 (14,485) (1,313) (1,617)

(7,083) (139) - -

(7,243) 5,147 - -

- (3,804) - -

2,545 (16,628) (1,313) (1,617)

129,562 153,061 100,000 44,288

4

The accompanying accounting policies and notes form an integral part of the financial statements.



The Warehouse Group Limited

Notes to and forming part of the Financial Statements - Continued

2, Statement of Accounting Policies

Reporting entity

The Warehouse Group Limited is a company registered under the New Zealand Companies Act 1993 and is listed on the New Zealand and Australian stock exchanges.
The Warehouse Group Limited is an issuer for the purposes of the New Zealand Financial Reporting Act 1993. The financial statements and group financial statements of
The Warehouse Group Limited have been prepared in accordance with the New Zealand Companies Act 1993 and New Zealand Financial Reporting Act 1993.

Measurement base
The accounting principles recognised as appropriate for the measurement and reporting of financial performance and financial position on an historical cost basis are
followed by the group.

Specific accounting policies
The following specific accounting policies which materially affect the measurement of financial performance and the financial position have been applied:

(a) Basis of consolidation

The consolidated financial statements include the parent company and its subsidiaries, associates and joint venture investments. Subsidiaries have been consolidated
using the purchase method. All significant intercompany transactions are eliminated on consolidation. Subsidiaries are entities that are controlled, either directly or
indirectly, by the parent. The results of subsidiaries and associates acquired or disposed of during the year are included in the consolidated statement of financial
performance from the date of acquisition or up to the date of disposal.

(b) Joint ventures
Where the group invests in joint ventures, the group’s share of revenues, expenditures, assets and liabilities are included in the appropriate categories within the financial
statements.

(c) Associates

Associates have been recorded in the consolidated financial statements on an equity accounting basis which recognises the group’s share of retained surpluses in the
statement of financial performance and its share of post acquisition increases or decreases in net assets in the consolidated statement of financial position.
Associates are entities in which the parent, either directly or indirectly, has a significant but not controlling interest.

(d) Statement of cash flows

The following definitions are used in the statement of cash flows:

» Operating activities include all transactions and other events that are not investing or financing activities.

¢ Investing activities are those activities relating to the acquisition, holding and disposal of property, plant and equipment and of investments.

» Financing activities are those activities that result in changes in the size and composition of the capital structure. This includes both equity and borrowings not falling
within the definition of cash. Dividends paid in relation to the capital structure are included in financing activities.

e Cash comprises cash on hand and in transit, bank in funds and short term deposits offset by bank overdrafts.

¢ Cash flows relating to current and non-current borrowings are presented as net cash flows as gross cash inflows and outflows include day-to-day cash management.

(e) Revenue
Goods and services
Sales revenue comprises the amounts received and receivable for goods and services supplied to customers in the ordinary course of business.

Investment income
Dividend income is recognised in the period the dividend is declared.
Interest and rental income are accounted for as earned.

(f) Property, plant and equipment

Cost

The cost of purchased property, plant and equipment is the value of the consideration given to acquire the assets and the value of other directly attributable costs which
have been incurred in bringing the assets to the location and condition necessary for their intended use. The cost of self-constructed assets includes the cost of all
materials used in construction, direct labour on the project, financing costs, and costs of obtaining regulatory consents that are directly attributable to the project.

Depreciation and disposal

Property, plant and equipment are depreciated on a straight line basis to allocate the cost, less any residual value, over their useful life. When property, plant and
equipment are disposed of the gain or loss recognised in the statement of financial performance is calculated as the difference between the sale price and the carrying
amount of the asset.

Estimated useful life of property, plant and equipment:

Freehold land indefinite
Freehold buildings 50 - 100 years
Store fittings and equipment 4 - 12 years
Computer equipment 2 - 10 years
Vehicles 5 - 8 years

Work in progress not depreciated

(g) Income tax

The income tax expense charged to the statement of financial performance includes both the current year provision and the income tax effects of timing differences
calculated using the liability method. Tax effect accounting is applied on a comprehensive basis to all timing differences. A debit balance in the deferred tax account,
arising from timing differences or income tax benefits from income tax losses, is recognised only if there is virtual certainty of realisation.

(h) Goods and services tax ("GST")
The statement of financial performance and statement of cash flows have been prepared so that all components are stated exclusive of GST. All items in the statement of
financial position are stated net of GST with the exception of receivables and payables which include GST invoiced.

(i) Inventories
Inventories are stated at the lower of cost, determined on a weighted average cost basis, and net realisable value.

(j) Receivables
Receivables are carried at estimated realisable value after providing against debts where collection is doubtful.
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2. Statement of Accounting Policies (Continued)

(k) Employee entitlements
Employee entitlements to salaries and wages, annual leave, bonuses and other benefits are recognised when they accrue to team members as a result of services
rendered prior to balance date.

(I) Investments
The parent company’s investment in subsidiaries is stated at cost in the statement of financial position. Other investments are stated at the lower of cost or net realisable
value.

(m) Leases

Group entities lease certain land and buildings. Certain plant and equipment are also leased for short terms. Operating lease payments, where the lessors effectively
retain substantially all the risks and benefits of ownership of the leased items, are recognised in the statement of financial performance in equal instalments over the
lease term.

(n) Impairment of long life assets
Annually the directors assess the book value of each asset. Where the estimated recoverable amount of the asset is less than its book value the asset is written down.
The impairment loss is recognised in the statement of financial performance.

(o) Share options

No compensation expense is recognised in respect of fixed price share options granted if the exercise price is equal to or greater than the market price of the shares on
the date that the options are granted. If the options are granted at a discount to the market price, a compensation expense is recognised in the statement of financial
performance based on that discount. When the options are exercised, the proceeds received will be recognised in share capital.

(p) Executive share scheme
Conditional share rights granted in accordance with the executive share scheme are measured at fair value on grant date. The fair value of the share rights are expensed
on a straight line basis over the minimum vesting period, based on the group’s estimate of shares that will eventually vest.

(q) Financial instruments

The group is party to the following financial instruments with off-balance sheet risk:

o Letters of credit to secure future purchasing requirements.

» Forward exchange contracts and currency options to reduce exposure to fluctuations in foreign currency exchange rates.

o Interest rate swaps to reduce exposure to fluctuations in interest rates.

Electricity hedge contracts to reduce exposure to fluctuations in electricity prices.

o Letters of credit exposures are disclosed as contingent liabilities in the financial statements until valid documents are received and terms, as set out in the letter of
credit, are met.

Foreign currency forward exchange contracts and currency options are used to hedge foreign currency transactions. Any exposure to gains or losses on the foreign
exchange derivatives are generally offset by a related loss or gain on the item being hedged.

Foreign currency option premiums paid are expensed and spread over the the period from the inception of the option to the exercise date.

Any amounts paid or received on interest rate swaps are recognised as an interest expense over the period of the underlying debt hedged.

Electricity contracts used to fix electricity prices are recognised as an expense over the period of usage.

Financial instruments are not used for the purpose of trading or speculation. All other financial exposures are recognised in the statement of financial position.

(r) Foreign currencies
Transactions in foreign currencies are converted to New Zealand dollars at the exchange rate ruling at the date of the transaction. Short term transactions covered by
forward exchange contracts are measured and reported at the forward rates specified in those contracts.

At balance date foreign monetary assets and liabilities are translated to New Zealand dollars at the closing exchange rate, and exchange variations arising from these
translations are recognised in the statement of financial performance.

(s) Translation of foreign operations
Revenues and expenses of independent foreign operations are translated to New Zealand dollars at the exchange rates in effect at the date of the transaction, or at rates
approximating them. Assets and liabilities are converted to New Zealand dollars at the rates of exchange ruling at balance date.

Exchange differences arising from the translation of independent foreign operations are recognised in the foreign currency translation reserve, together with unrealised
gains and losses on foreign currency monetary liabilities that are identified as hedges against these operations.

An average Australian dollar exchange rate of 0.9210 cents was used to translate earnings for the 4 month period from 1 August 2005 to 28 November 2005. The
disposal of the assets of The Warehouse Australia (refer note 34) was translated at an exchange rate of 0.9415 cents representing the Australian dollar exchange rate on
28 November 2005, the date of the disposal.

(t) Changes in accounting policies
There have been no changes in accounting policies.
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Sales Operating Profit Operating Margin
Note 2007 2006 2007 2006 2007 2006
$ 000 $ 000 $ 000 $ 000 % %

2, Segment analysis
The Warehouse New Zealand 1,546,611 1,507,654 147,235 143,536 9.5 9.5
Warehouse Stationery 213,481 211,677 9,548 9,345 4.5 4.4
Other group operations 8,913 8,101 (3,732) (837)
Inter-segment eliminations (7,328) (6,953) - -
New Zealand - continuing businesses 1,761,677 1,720,479 153,051 152,044 8.7 8.8
The Warehouse Australia - discontinued business - 162,423 - 1,034
Total 1,761,677 1,882,902 153,051 153,078 8.7 8.1
(Loss) / Gain on property disposals 4,3 (542) 1,591
Gain on disposal of 'The Base' Te Rapa Limited joint venture 33 17,432 -
Gain/(loss) on disposal of the business assets of The Warehouse Australia 34 5,939 (88,801)
Earnings before interest and taxation 175,880 65,868 10.0 3.5
Net interest expense (6,467) (10,127)
Operating surplus before income taxation 169,413 55,741 9.6 3.0

Operating Assets

2007 2006

$ 000 $ 000
The Warehouse New Zealand 347,058 323,594
Warehouse Stationery 60,805 59,032
Other group operations 185,642 194,125
New Zealand - continuing businesses 593,505 576,751
The Warehouse Australia - discontinued business - 51
Total operating assets 593,505 576,802
Cash 19 77,909 21,443
Taxation 15,571 48,865
Total assets 686,985 647,110

The group operates predominantly in the retail sector. Operating Margins are calculated by dividing the respective segment operating profit by the respective segment
sales. The "Earnings before interest and taxation" and the "Operating surplus before income taxation" operating margins are similarly calculated by dividing the respective
line items by total sales.

Discontinued business

Effective from 27 November 2005 the group sold the business assets of The Warehouse Australia. The discontinued operations of The Warehouse Australia represent the
four month trading period up to and including 27 November 2005 and the loss on the sale was determined at that date. Further details pertaining to the asset sale is
referred to in note 34.
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Note

3. Other revenue

Interest income

Rental income

Gain on sale of property

Share of surplus of associate 13
Gain on disposal of 'The Base' Te Rapa Limited joint venture 33
Other income

Total other revenue
During the year the parent company received dividends from subsidiaries of $100.000 million (2006: $44.296 million).

4. Operating expenses
Operating expenses include

Bad debts written off

Provision for doubtful debts

Loss on sale of property

Loss on sale of plant and equipment
Donations

Interest on borrowings

Leasing costs

Net foreign currency exchange loss

Depreciation

Freehold buildings

Store fittings and equipment

Computer equipment

Vehicles

Total depreciation 16

5. Auditor's remuneration

Auditing the group financial statements
Reviewing the half year financial statements
Other services

Total auditor's remuneration

Fees paid for non audit services were approved by the group's Audit Committee and related to the group’s implementation of
International Financial Reporting Standards and audit of the group's Sustainability Reporting.

6. Earnings per share
Net surplus attributable to parent shareholders

Cents per share

Earnings per share is calculated by dividing the group net surplus attributable to parent shareholders by the weighted average
number of ordinary shares on issue during the year. The weighted average number of ordinary shares on issue was
308,356,000 shares (2006: 305,489,000 shares).

The Warehouse Group Limited

Group
2007 2006
$ 000 $ 000
3,667 2,736
6,092 5,242
- 1,591
3,162 4,198
17,432 -
12,872 9,569
43,225 23,336
61 555
(181) 302
542 -
537 1,735
85 92
10,134 12,863
54,892 64,662
260 31
2,870 2,737
22,265 24,890
9,766 7,755
508 600
35,409 35,982
285 329
65 85
49 19
399 433
115,474 29,317
37.4 cps 9.6 cps
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Group
2007 2006
$ 000 $ 000
7. Directors remuneration
Non-executive directors:
K R Smith (Chairman) 132 105
J R Avery 73 60
R L Challinor 70 60
J C Dahlsen 87 84
G F Evans 72 60
J L Smith (appointed 3 August 2006) 66 -
S R Tindall 66 60
Total non executive directors remuneration 566 429
In addition to the remuneration stated above R L Challinor also retains 11,000 share options granted on 16 April 2003 as part of the 2003
share option plan (refer note 27).
During the year a Committee of Independent Directors was formed to respond to matters arising from potential transactions concerning the
acquisition of substantial shareholdings in the group. The members of the Committee of Independent Directors R L Challinor — Chairman
($30,000), J C Dahlsen ($7,500), G F Evans ($7,500) and J L Smith ($3,000) received additional remuneration for this work not included in
the remuneration stated above.
This additional remuneration and other attributable expenses (total costs $294,000) incurred responding to information requests connected
with the potential transaction were reimbursed by the consortium proposing the transaction. The consortium leading the proposal was
comprised of Director, S R Tindall and Pacific Equity Partners.
Executive directors:
I R Morrice received the following remuneration in his capacity as an Executive Director and Chief Executive Officer of the group.
Base Salary 1,365 1,300
Annual performance based payments 878 696
Total 2,243 1,996
The remuneration stated above represents the salary and incentives received by I R Morrice during the financial year. The performance
based payments relate to the current first half year and previous years second half performance.
I R Morrice also received additional remuneration of $1,665,000 as a special non-recurring incentive payment, which became payable on the
achievement of certain specified performance hurdles agreed at the commencement of his employment with the group in 2004. In the
comparative 2006 year I R Morrice received additional remuneration of $350,000 in compensation for loss of benefits as a result of
foregoing a long term incentive plan with his previous employer.
The details of 'award shares' and 'performance shares' granted to I R Morrice in accordance with the Executive Share Scheme (refer note 28)
are detailed below. The fair value of the "performance shares" and "award shares" are not included in the remuneration stated above.
Number of Number of

Right rights Rights Rights Rights rights

Grant date Expected vesting date value 2006 issued exercised lapsed 2007
$

Performance shares
06/10/2005 17/10/2008 (target price $4.77) 1.68 99,624 - - - 99,624
16/04/2007 16/10/2009 (target price $8.14) 3.75 - 60,847 - - 60,847
Award shares
06/10/2005 20/10/2006 3.78 46,491 - (43,005) (3,486) -
06/10/2005 19/10/2007 3.65 46,491 - - (3,486) 43,005
06/10/2005 17/10/2008 3.51 46,491 - - (3,486) 43,005
16/04/2007 12/10/2007 8.03 - 28,395 - - 28,395
16/04/2007 17/10/2008 7.88 - 28,395 - - 28,395
16/04/2007 16/10/2009 7.74 - 28,395 - - 28,395
Total conditional share rights 239,097 146,032 (43,005) (10,458) 331,666

I Tsicalas was an Executive Director and Chief Executive Officer of The Warehouse Australia for the first four months of the 2006 comparative year. During that period he

received a remuneration of $449,000.
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8. Income taxation expense
Operating surplus before income taxation

Taxation calculated at 33%

Effect of change in taxation rate on future timing differences

Prima facie income taxation
Adjusted for the taxation effect of
Non taxable dividends

Non deductible costs associated with the Australian asset disposal

Other non deductible expenditure

Share of associates tax paid earnings

Section DF7 notional interest on staff share purchase plan

Income taxation expense on operating surplus
Income tax over provided in prior year

Total income taxation expense

Total income taxation expense comprises
Current year income taxation payable
Deferred taxation

Total income tax expense

9. Income taxation

Taxation receivable at beginning of year

Current year income taxation payable

Net taxation paid

Supplementary dividend taxation credit

Other adjustments

Taxation effect of movements in the translation reserve

Taxation receivable at end of year

Imputation credit account
Memorandum account

Imputation credit at beginning of year
Taxation payments made

Credits attached to dividends paid
Credits attached to dividends received
Other adjustments

Imputation credit at end of year

New Zealand taxation group

Note

10

[ee]

23

Certain group subsidiary companies form a consolidated group for income tax purposes. The group
imputation credit account movements reported above are for the tax group only, and are available to

shareholders through their shareholding in the parent company.

10. Deferred taxation
Deferred taxation at beginning of year
Recognised in the statement of financial performance

Deferred taxation at end of year

Deferred taxation asset consists of:
Depreciation differences

Inventory differences

Holiday pay and other payroll related accruals
Provisions and other timing differences

Total deferred taxation

The Warehouse Group Limited

Group Parent
2007 2006 2007 2006
$ 000 $ 000 $ 000 $ 000
169,413 55,741 99,996 44,288
55,906 18,395 32,999 14,615
46 - - -
55,952 18,395 32,999 14,615
- (115) (33,000) (14,618)
(1,960) 8,069 - -
744 1,309 - -
(1,043) (1,385) - -
3) (19) - -
53,690 26,254 (1) 3)
(53) (89) - -
53,637 26,165 (1) 3)
55,535 9,266 1) 3
(1,898) 16,899 - -
53,637 26,165 (1) 3)
37,610 23,125 8,908 7,291
(55,535) (9,266) 1 3
17,537 20,733 - -
1,316 1,614 1,316 1,614
1,490 2,313 (8,887) -
- (909) - -
2,418 37,610 1,338 8,908
136,459 130,060 61 61
11,000 20,496 - -
(25,379) (21,817) (25,379) (21,817)
132 3,695 49,254 21,817
1,507 4,025 - -
123,719 136,459 23,936 61
11,255 28,154 - -
1,898 (16,899) - -
13,153 11,255 - -
2,314 2,186 - -
5,420 2,905 - -
6,165 5,973 - -
(746) 191 - -
13,153 11,255 - -
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The Warehouse Group Limited

Group Parent
2007 2006 2007 2006
Note $ 000 $ 000 $ 000 $ 000
11. Receivables
Current
Trade receivables 18,051 14,307 - -
Provision for doubtful debts (578) (759) - -
Net trade receivables 17,473 13,548 - -
Prepaid expenses and interest 8,033 4,928 - -
Employee share purchase plan advances 29 24 285 - -
Advance to subsidiary company - - 247,772 167,826
Total current receivables 25,530 18,761 247,772 167,826
Group
2007 2006
$ 000 $ 000
12, Inventory
Retail stock 219,863 212,043
Goods in transit from overseas 34,907 35,484
Total inventory 254,770 247,527
In some instances where goods have been purchased locally, the supplier retains title to the goods until payment has been made. No
inventories have been specifically or separately pledged as security for any liabilities.
Goods in transit
Goods in transit from overseas are recognised when title to the goods is passed to the group. Title to the goods is passed when valid
documents (which usually include a *bill of lading’) are received, and terms, as set out in a supplier's letter of credit or in the supplier's terms of
trade, are met.
13. Investments
Balance at beginning of year 4,889 10,378
Share of associates surplus before taxation 4,755 6,123
Less taxation (1,593) (1,925)
Equity earnings of associate 3 3,162 4,198
Distributions received - (9,687)
Balance at end of year 8,051 4,889

The Warehouse Financial Services Limited

The group has a 49% interest, and Westpac Holdings-NZ-Limited a 51% interest in The Warehouse Financial Services Limited. There have been no changes in the

shareholders or the percentage shareholdings since formation in July 2001. The Warehouse Financial Services Limited offers consumer credit and risk related products that

include credit cards and basic insurance cover. The products and services are sold through The Warehouse stores as well as by direct mail and over the telephone.

The balance date of The Warehouse Financial Services Limited is 30 September. The share of associate earnings is based on both audited financial statements for the year

ended 30 September 2006 and unaudited management accounts for the ten month period ended 31 July 2007.

The parent company has an investment in subsidiaries of $42.0 million (2006: $42.0 million).

Principal Activity Country of Incorporation Shareholding
Significant subsidiaries comprise: 2007 2006
% %

Guaranteeing subsidiaries

The Warehouse Limited Retail New Zealand 100 100
TWGA Pty Limited Retail Australia 100 100
TWL Australia Pty Limited Investment Australia 100 100
Warehouse Stationery Limited Retail New Zealand 100 100
The Warehouse Nominees Limited Investment New Zealand 100 100
Eldamos Investments Limited Store property owner New Zealand 100 100
Waikato Valley Chocolates Limited Chocolate factory New Zealand 50 50
The Warehouse Management Trustee Company Limited Share plan trustee New Zealand 100 100
Non guaranteeing joint venture

The Base Te Rapa Limited (sold 26 July 2007) Property development New Zealand - 50

All subsidiaries have the same balance date as the group.
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14. Provisions Warranty Warranty Onerous

provisions provisions lease Total Total
Note 2007 2006 2006 2007 2006

$ 000 $ 000 $ 000 $ 000 $ 000

Value at beginning of year 20,142 - 5,277 20,142 5,277
Additional provision 34 - 20,926 - - 20,926
Release of surplus provision (5,939) - - (5,939) -
Amounts settled (1,728) (380) (3,750) (1,728) (4,130)
Liabilities transferred as part of Australian asset disposal 2,192 (3,186) (1,410) 2,192 (4,596)
Effect of exchange rate movements - 2,782 (117) - 2,665
Provisions at end of year 14,667 20,142 - 14,667 20,142

Represented by:

Current 15 7,366 2,494 - 7,366 2,494
Non-current 7,301 17,648 - 7,301 17,648
Total provisions 14,667 20,142 - 14,667 20,142

Warranty provision

In November 2005 the group sold the assets of The Warehouse Australia discontinued business. As part of the sale the group agreed to indemnify the buyer of the
business assets against potential losses associated with six specified property leases which were assigned to the buyer. The amount of the losses which can be claimed by
the buyer in respect of these leases was capped in the sale and purchase agreement. The initial provision recorded at the time of the sale represented the full amount
which could be claimed. During 2007 both parties agreed to an early settlement of three of the specified property leases. The settlement resulted in the group receiving a
net payment of $1.663 million which included a recovery of $2.192 million in respect of excess provisions included in the net assets sold.

The buyer must notify the group of any claim against the remaining three properties leases before the expiry of certain specified dates. The last date under which the
buyer can make a lease warranty claim is December 2011.

The sale and purchase agreement also contains general warranty provisions in respect of the assets sold. General warranty claims made by the buyer must be claimed by
September 2007. The group has provided for general warranty claims based on the group’s assessment of claims which are anticipated could arise. During the 2007 and
2006 financial years the group has worked with the buyer to settle a number of the product and public liability claims which have arisen.

Onerous leases

At the commencement of the 2006 comparative year, the group had onerous lease provisions in respect of four store leases in the discontinued Australia business and
one store lease in New Zealand. The group was able to negotiate a settlement agreement with the landlord of the New Zealand store and the landlord of one of the stores
in Australia to discharge the future lease obligations during the 2006 financial year. The provisions relating to the three remaining Australian stores and were included as
an adjustment to working capital included as part of the sale of The Warehouse Australia’s business assets.

Group
Note 2007 2006
$000 $000

15. Payables and accruals

Trade creditors 91,681 96,847
Goods in transit creditors 13,002 21,966
Accrued staff entitlements 30,643 34,812
Provisions 14 7,366 2,494
Property development payables 282 2,282
Total creditors and accruals 142,974 158,401

Trade creditor terms are between 7-90 days.
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16. Property, plant and equipment

Store fittings

The Warehouse Group Limited

Freehold Freehold and Computer Work in
Note land buildings  equipment  equipment Vehicles progress Total
$ 000 $ 000 $ 000 $ 000 $ 000 $ 000 $ 000

Additions 5,744 5,465 28,281 21,186 167 (2,338) 58,505
Disposals (2,130) (1,044) (1,027) (82) (112) - (4,395)
The Base Te Rapa joint venture disposal 33 - (19,164) (8) - - - (19,172)
Depreciation 4 - (2,870) (22,265) (9,766) (508) - (35,409)
Movement for the year 3,614 (17,613) 4,981 11,338 (453) (2,338) (471)
Carrying amount at beginning of year, comprising
Cost 61,667 141,607 227,118 91,355 3,403 12,095 537,245
Accumulated depreciation - (12,498) (148,548) (68,965) (1,609) - (231,620)
Book value 2006 61,667 129,109 78,570 22,390 1,794 12,095 305,625
Carrying amount at end of year, comprising
Cost 65,281 126,102 253,092 112,211 2,835 9,757 569,278
Accumulated depreciation - (14,606) (169,541) (78,483) (1,494) - (264,124)
Book value 2007 65,281 111,496 83,551 33,728 1,341 9,757 305,154

Property valuation

The directors, having taken into consideration purchase offers, independent and government valuations and other known factors, have assessed the fair value of freehold

land and buildings to be $277.602 million (2006: $250.350 million). The directors' valuation was approved by the Board on 6 September 2007.

Freehold land and buildings

Support offices

Distribution centres

Stores

Development assets and tenanted property
Total freehold land and buildings

Carrying Amount

Directors Valuation

2007 2006 2007 2006

$ 000 $000 $000 $000
13,987 14,112 26,500 26,500
43,976 43,801 96,000 60,000
81,924 84,796 92,550 93,050
36,890 48,067 62,552 70,800

176,777 190,776 277,602 250,350

Stores comprise eight stores located throughout New Zealand. Development Assets include four Auckland properties and properties at Gisborne and Timaru.

Property Caveat

The group has development land in Manukau which can be repurchased for its carrying value of $10.955 million if the group does not perform certain specified

development works.

17. Commitments

Capital commitments

Contracts entered into for capital expenditure within the next twelve months

which have not been provided for in the statement of financial position

The commitments at balance date comprise the completion of certain information system development projects ($2.776 million) and three

store refits and a store extension.

Lease commitments

The group has the following non-cancellable operating lease commitments which

relate to leases of stores and distribution centres:
Due within one year

Due within one to two years

Due within two to five years

Due after five years

Total lease commitment

The parent company had no capital or lease commitments (2006: nil).

Group
2007 2006
$000 $000
6,540 13,930
53,439 54,317
48,162 48,513
98,671 107,832
56,584 78,323
256,856 288,985
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The Warehouse Group Limited

Group Unused Facility Facility Limit

2007 2006 2007 2006 2007 2006

$ 000 $ 000 $ 000 $ 000 $ 000 $ 000
18. Borrowings
Bank overdraft 905 184
Repayable within one year - 9,600
Current borrowings and overdrafts 905 9,784 84,095 75,216 85,000 85,000
Repayable within one to two years 120,000 - 85,000 35,000 205,000 35,000
Repayable within two to five years - 120,000 - 96,622 - 216,622
Non-current borrowings 120,000 120,000 85,000 131,622 205,000 251,622
Borrowings - secured
Repayable within two to five years - 7,081 - 6,419 - 13,500
Total borrowings and overdrafts 120,905 136,865 169,095 213,257 290,000 350,122
Letters of credit 17,254 15,470 33,000 40,000
Total facility 186,349 228,727 323,000 390,122

Borrowings have been aged in accordance with the bank facilities under which the funds have been drawn. All borrowings are drawn down by way of short term bills at
interest rates current at draw down date.

Bank overdrafts

The average overdraft interest rate incurred for the year was 9.56% (2006: 9.17%). The bank overdraft is set off against cash balances pursuant to the right of set off
arrangement with the bank.

Negative pledge deed

Bank borrowings are subject to a negative pledge deed. The negative pledge deed provides a guarantee to the group's banking institutions that the parent and its
guaranteeing group companies (refer note 13) will comply with certain quarterly debt ratios and restrictive covenants. The principal covenants of the negative pledge are:
(a) the group gearing ratio will not exceed 60.0% in the October first quarter or exceed 50% for the remaining three quarter's of the year

(b) the interest cover ratio for the group will not be less than 2 times

(c) the total tangible assets of the guaranteeing group will constitute at least 90% of the total tangible assets of the group

The group was in compliance with the negative pledge covenants throughout the 2007 financial year. During 2006 the group sought and was given a waiver from
compliance with the negative pledge covenants for the second and third quarters of the year. The loss incurred on the disposal of the business assets of The Warehouse
Australia caused the group to be unable to meet the negative pledge covenants during this period.

Secured borrowings

The secured borrowings related to the group’s interest in ‘The Base Te Rapa Limited’ joint venture which was sold in July 2007. The borrowings of the joint venture were
secured by first mortgage over certain assets of the joint venture. These borrowings were repaid in full when the joint venture interests were sold. The groups share of
total tangible assets of the joint venture at the 2006 balance date was $16.688 million.

Interest rate repricing periods

Notional principal of

Weighted average

Group interest rate swaps effective interest rate

2007 2006 2007 2006 2007 2006

$ 000 $ 000 $ 000 $ 000 % %
Borrowings
Reprices within six months 20,000 86,681 - - 8.59 7.79
Reprices within one to two years 30,000 - 30,000 - 6.95 -
Reprices within two to five years 40,000 50,000 40,000 50,000 7.05 6.91
Reprices within five to ten years 30,000 - 30,000 - 7.01 -
Total borrowings 120,000 136,681 100,000 50,000 7.27 7.47
Bank overdraft 905 184
Total borrowings and overdrafts 120,905 136,865

Interest rates

Certain borrowings have been paired with interest rate swaps to hedge interest rate risk. The effect of the interest rate swaps are included in the calculation of the
effective interest rate and repricing periods. Where the group has extended the repricing period by entering into a second interest rate swap commencing from end of an
earlier maturing contract, the effective interest rate and notional principal have been disclosed as if they were a single contract.

Group Parent
2007 2006 2007 2006
$ 000 $ 000 $ 000 $ 000
19. Cash balances
Cash on hand and at bank 15,559 16,791 1,066 930
Deposits at call (interest rate: 8.25% - 2006: 5.65%) 62,350 4,652 - -
Total cash 77,909 21,443 1,066 930

Cash on hand and at bank includes EFTPOS transactions which have not been cleared by the bank until the day following balance date. The timing of the end of the

financial year means three days (2006: three days) EFTPOS sales remain in transit at balance date.
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The Warehouse Group Limited

Group & Parent

Ordinary Shares

2007 2006 2007 2006
Note $ 000 $ 000 000s 000s
20. Share capital
Share capital at beginning of year 218,976 218,976 305,489 305,489
2003 Employee share options exercised at $5.36 per share (net of issuance costs) 27 15,863 - 2,979 -
2004 Employee share options exercised at $4.38 per share (net of issuance costs) 27 10,853 - 2,494 -
Share capital at end of year 245,692 218,976 310,962 305,489

All ordinary shares have equal voting rights and share equally in dividends and surplus on winding up.

Share restrictions

The share plan trustee holds 35,000 shares (2006: 343,000 shares) allocated to team members purchasing shares in accordance with the group's share purchase plans.

The trading restrictions placed on these shares are detailed in note 32.

Group Ordinary Shares
2007 2006 2007 2006
Note $ 000 $ 000 000s 000s
21, Treasury stock
Treasury stock at beginning of year 7,628 7,050 1,758 1,602
Share issued to satisfy Executive share scheme obligations 22,28 (1,628) - (249) -
Shares purchased on market in accordance with the requirements of the executive share scheme 8,677 - 1,271 -
Shares forfeited under the staff share purchase plan 29 22 578 5 156
Treasury stock at end of year 14,699 7,628 2,785 1,758
Ordinary shares held by the trustee of the share purchase plan
Unallocated treasury stock 2,785 1,758
Allocated to staff share purchase plan 29 35 343
Total ordinary shares held by the trustee 2,820 2,101
Percentage of share capital 0.91% 0.69%
Shares held by the trustee are fully paid and carry the same voting rights as other issued ordinary shares. Voting rights
attached to the shares are held by the trustee, and dividends paid on unallocated shares are retained by the trustee for the
benefit of the group. The directors may appoint or remove any trustee by directors' resolution. Group
2007 2006
Note $ 000 $ 000
22. Employee equity-settled benefits reserve
Employee equity-settled benefits reserve at beginning of year 990 -
Share plan amortisation 1,868 990
Transfer from treasury stock 21 (1,628) -
Transferred to retained earnings 24 740 -
Employee equity-settled benefits reserve at end of year 1,970 990
The employee equity settled benefits reserve arises on the grant of rights to ‘performance shares’ and ‘award shares’ under
the executive share scheme. The fair value of share rights granted is recognised as an employee benefit expense with a
corresponding increase in the reserve. At each balance sheet date, the group revises its estimate of the number of share
rights that are expected to become exercisable. The employee benefit expense recognised each period takes into account the
most recent estimate. Upon the exercise of the share rights, the balance of the employee equity settled benefits reserve
relating to the share rights is offset against the cost of treasury stock allotted to settle the employee commitment, with any
difference in cost of settling the commitment transferred to retained earnings. Further information about these share based
payments to employees is detailed in note 28.
23. Foreign currency translation reserve
Foreign currency translation reserve at beginning of year (3,068) (2,862)
Exchange difference on translation of overseas subsidiaries - (5,471)
Effect of hedging the net investment of overseas subsidiaries - 3,205
Taxation effect of movements in the translation reserve 9 - (909)
Transferred to retained earnings 24 3,068 2,969
Foreign currency translation reserve at end of year - (3,068)

Following the substantial completion of the disposal of Australian business assets the group changed the classification of the Australian operations from independent to

intergrated.
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24, Retained earnings

Retained earnings at beginning of year

Net surplus attributable to parent shareholders

Dividends paid to parent shareholders

Treasury stock dividends received and retained by the scheme trustee
Transferred from employee equity-settled benefits reserve
Transferred from translation reserve

Retained earnings at end of year

25, Dividends

First half year - current year
Second half year - previous year
Total dividends paid

Note

25

22
23

24

All dividends paid were fully imputed. Supplementary dividends of $1.316 million (2006: $1.614 million)

were paid.

Dividend policy

The group has a policy of paying 50% of the net surplus attributable to shareholders back to
shareholders in the form of ordinary dividends. The board declares two dividends annually in respect of
the half year and full year results. The dividends declared in respect of the net surplus relating to the
second half of the year, are accounted for in the year they are paid. The declared dividend payout ratio
for the year is 55.6% after adjustment for the sale of ‘The Base’ Te Rapa and the release of provisions
relating to the divestment of The Warehouse Australia (2006: 50.5% after adjustment for the

divestment of The Warehouse Australia).

Dividends declared, in respect of:
First half year - current year

Second half year - current year

Sub total

Special dividend

Total dividends declared

Subsequent event

The Warehouse Group Limited

Group
2007 2006
$ 000 $ 000
124,647 142,595
115,474 29,317

(54,201)  (44,296)
435 -

Parent
2007 2006
000s 000s
688 693
99,997 44,291

(54,201)  (44,296)

(740) - - -
(3,068) (2,969) - -
182,547 124,647 46,484 688

Group & Parent

Cents per share
2007 2006

12.0 cps 10.5 cps
5.5 cps 4.0 cps

17.5 cps 14.5 cps

12.0 cps 10.5 cps
5.5 cps 5.5 cps

17.5 cps 16.0 cps
35.0 cps -

2007 2006

$000 $ 000
37,265 32,076
16,936 12,220
54,201 44,296
37,265 32,076
17,103 16,936
54,368 49,012

108,837 -

163,205 49,012

52.5 cps 16.0 cps

On 6 September 2007 the directors declared a second half dividend of 5.5 cents per ordinary share and a special dividend of 35.0 cents per share. Both dividends will be
paid on 28 September 2007 to all shareholders on the group's share register at the close of business on 21 September 2007.

26. Minority interest

Minority interest at beginning of year
Net surplus attributable to minority interest
Dividends paid to minority shareholders

Minority interest at end of year

Group
2007 2006
$ 000 $ 000
279 222
302 259
(286) (202)
295 279
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27. Share Option Plan

Number of Number of
Option Exercise options Options Options Options options
Grant date Exercise period value price 2006 issued exercised lapsed 2007
$ $ 000s 000s 000s 000s 000s

Share option plan
16/04/2003 16/03/2006 - 16/03/2008 (target price $6.52) 0.91 5.36 3,210 - (2,979) (86) 145
16/03/2004 16/03/2007 - 16/03/2009 (target price $5.12) 0.76 4.38 3,400 - (2,494) (272) 634
Total share options 6,610 - (5,473) (358) 779

(Refer Note 20)

Share option plan

In accordance with the share option plan approved by shareholders at a special general meeting held in March 2003, two tranches of share options were granted to team
members in 2003 and 2004.

The share options can only be exercised when the share price exceeds the target price during the exercise period, and is further restricted to the share trading period
detailed in the group’s ‘insider trading policy’ (refer Corporate Governance page 89). The exercise price for the share options was set ‘at the money’ on grant date.

The target price for the plan was calculated using the weighted average market price of the group’s share price over the ten share trading days prior to grant date,
increased by the group's estimated cost of equity (after adjusting for dividends) between the grant date and earliest exercise date. The estimated cost of equity is
independently determined by external advisors and approved by the directors prior to the share options being granted.

On 6 September 2007 the Directors declared a special dividend of 35 cents per share (refer note 25). To compensate team members for the dilutive effect of the special
dividend the Remuneration Committee are considering amending both the target price and exercise price of unexercised share options. If approved these amendments
would ensure the fair value of the share options remain unchanged once the shares are ex-dividend.

Option value

The option value of the share options at grant date were independently estimated using the Black-Scholes option pricing model and used to determine the number of
share options allocated to individual team members. At year end 94 (2006:304) current and former team members held share options. The scheme committee granted
dispensation for the former Australian team members of the discontinued business to retain their share options while they remain employees with their new employer.

28. Executive Share Scheme

Number of Number of
Right rights Rights Rights Rights rights
Grant date Expected vesting date value 2006 issued exercised lapsed 2007
$ 000s 000s 000s 000s 000s
Performance shares
06/10/2005 17/10/2008 (target price $4.77) 1.68 454 - (21) (78) 355
16/04/2007 16/10/2009 (target price $8.14) 3.75 - 339 - (34) 305
Award shares
06/10/2005 20/10/2006 3.78 211 - (182) (29) -
06/10/2005 19/10/2007 3.65 212 - (23) (45) 144
06/10/2005 17/10/2008 3.51 212 - (23) (45) 144
16/04/2007 12/10/2007 8.03 - 158 - (15) 143
16/04/2007 17/10/2008 7.88 - 158 - (15) 143
16/04/2007 16/10/2009 7.74 - 158 - (16) 142
Total conditional share rights 1,089 813 (249) (277) 1,376

(Refer Note 21)

Executive share scheme

In November 2004 shareholders approved the establishment of an Executive Share Scheme. The executives who are nominated to participate in the scheme are offered
conditional rights to be allocated and transferred shares which are termed “performance shares” and/or rights to shares which are termed “award shares”.

Performance shares convert into ordinary shares at the end of the vesting period if the group’s share price exceeds the specified target price. The set target price is
calculated using the method used to determine the target price for the group’s share option plan referred to in note 27.

The Remuneration Committee is considering amending the target price of unexercised performance shares to compensate team members for the dilutive effect of the
special dividend declared on 6 September 2007 as mentioned above. If approved the amendment is designed to ensure the fair value of the performance shares remain
unchanged once the shares are ex-dividend.

Award shares convert into ordinary shares upon the satisfaction of certain company performance targets and individual targets set for each executive member during the
initial vesting period. The amount of ordinary shares which are allocated is determined by reference to the percentage achievement of these targets with one third of the
allocated shares being transferred to the executive member at the end of the initial vesting period if minimum threshold performance targets have been achieved. The
executive member is transferred a further third of the allocated shares at the end of each of the next two vesting dates providing the executive member has maintained
continuous employment with the group.

Right value

The value of performance shares at grant date has been independently estimated using an average of the outcomes using the Binomial Options Pricing Model and a
Monte Carlo simulation. The value of award shares is the present value of the rights at grant date discounted using the group’s estimated cost of equity (after adjusting
for dividends). At year end 42 (2006:36) executive members held conditional share rights.
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29, Share Purchase Plan

Number of Number of
Issue shares Shares Shares Shares shares
Grant date Expected vesting period price 2006 allocated redeemed forfeited 2007
$ 000s 000s 000s 000s 000s

Staff share purchase plan
18/05/2001 18/05/2004 - 18/05/2006 4.04 34 - (25) (1) 8
24/05/2002 24/05/2005 - 24/05/2007 4.90 309 - (278) 4) 27
343 - (303) (5) 35

(Refer Note 21)
Staff share purchase plan

The Warehouse Management Trustee Company acts as trustee for the team members share purchase plan. At regular intervals the trustee offers shares to those
permanent team members of the group with service in excess of 750 hours per year. The shares are usually offered at a discount ranging from 15% to 30% of market
price. Team members accepting the share offer are provided financial assistance on an interest free basis, payable over five years in regular instalments. Dividends paid
on the allocated shares during the qualifying period are paid to team members.

Shares are offered to team members in accordance with Section DF7 of the New Zealand Income Tax Act 1994 to a maximum consideration of $2,340 per team member
in any three year period. The qualifying period between grant and vesting date is a minimum of three to a maximum of five years. If a team member leaves the group
before the three year qualifying period ends the shares are repurchased by the trustee at the lesser of the market price and the price at which the shares were offered.
The trustee may at its discretion extend the qualifying period for individual team members and suspend loan repayments for a period of time in the case of hardship or
when a team member is on maternity leave.

30. Financial Instruments
Interest rate risk

The group manages its interest rate risk by using interest rate swaps and forward rate agreements to hedge floating rate borrowings. The directors regularly review the
amount and the mix of interest rate derivatives used for hedging purposes.

Currency risk

The group maintains an off-balance sheet portfolio of forward exchange contracts and currency options to reduce the currency risks associated with purchasing goods in
foreign currencies. The group's overseas purchases are principally denominated in US dollars. The group hedging policy parameters of forecasted future US dollar
exposure are:

e 0 to 6 months hedge 40% to 100% of the forecasted US dollar commitments

e 6 to 12 months 0% to 85% of the forecasted US dollar commitments
When the US dollar is trading at historically high levels the policy provides discretion to extend the hedging time horizon beyond 12 months, allowing hedging levels up to

70% of the 12 to 36 month forecasted US dollar exposure. Foreign currency hedging which extends beyond a 12 month time horizon requires the approval of the group's
Chief Executive Officer. No foreign currency hedging has been undertaken during the year which extended beyond 12 months.

Where specific currency exposures are known the group specifically hedges these risks as they arise. Treasury management of foreign currency and interest rate risk is
reported to the directors at each board meeting.

Group
2007 2006
$ 000 $ 000
Foreign currency portfolio
Foreign currency options - 13,057
Forward exchange contracts 160,882 198,858
Total contract amounts 160,882 211,915

Credit risk

Financial instruments that potentially subject the group to credit risk consist principally of bank balances, off balance sheet financial instruments, foreign-currency
exchange swaps, receivables and advances.

The group's deposits and off balance sheet financial instruments are placed only with major banks within limits approved by the directors. Team members advanced funds
to purchase shares in accordance with the share purchase plan, are not given the shares until the advances are fully repaid. Agreements for the sale of property are
entered into only with parties of high credit quality, and title and possession do not pass until settlement. The group performs credit evaluations on customers requiring
credit but generally does not require collateral. Concentrations of credit risk with respect to trade receivables are limited due to the minor nature and spread of such
accounts. There were no other significant concentrations of credit risk at balance date.

The Warehouse Financial Services Limited

The group's associate company, The Warehouse Financial Services Limited, offers consumer credit to customers who potentially expose the group to an indirect credit
risk. The amount of capital invested by both parties, and the level of bad debt provisions maintained by the associate are determined in accordance with Westpac Banking
Corporation standards. The directors are satisfied that these standards are appropriate for the nature and performance of the business, and that the bad debt provisions
are adequate to meet expected credit losses.

Group Parent
2007 2006 2007 2006
Note $ 000 $ 000 $ 000 $ 000

Maximum exposures to credit risk at balance date are:

Cash, bank in funds and deposits 19 77,909 21,443 1,066 930
Trade receivables and intercompany advances 11 17,473 13,548 247,772 167,826
Employee share purchase plan advances 11 24 285 - -
Investment in associate 13 8,051 4,889 - -
Total exposure to credit risk 103,457 40,165 248,838 168,756
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30. Financial Instruments (Continued)

Fair values
Except for the group's off-balance sheet financial instruments and the staff share purchase plan advances the fair value of the group's financial instruments do not differ
from their carrying values.

Group Group
Carrying Amount Fair Value

2007 2006 2007 2006

$ 000 $ 000 $ 000 $ 000
Off-balance sheet financial instruments
Asset / (Liability)
Foreign currency options - - - (166)
Forward exchange contracts - - (17,973) 9,427
Interest rate swaps and forward rate agreements (176) (48) 4,057 693
Electricity contracts for difference - - (340) (342)

The fair value of the interest rate derivatives and foreign exchange derivatives are based on the quoted market price of the financial instrument or comparable financial
instruments. The carrying value of interest rate derivatives represents the accrued interest on these instruments. The carrying value of currency options represents the
unamortised option premium spread over the period from inception to the exercise date.

It was also not practicable to estimate the fair value of the staff share purchase plan advances as there is no market for the advances and the timing of repayment is
uncertain.

The parent has no off-balance sheet financial instruments.

Group

2007 2006

$ 000 $ 000
31. Contingent Liabilities
Bank letters of credit issued to secure future purchasing requirements 13,038 20,731
Bank guarantees provided to land lords and the New Zealand Stock Exchange Limited 558 744
Lease disputes 300 250
Product liabilities 1,000 1,000
Total contingent liabilities 14,896 22,725

Contingent liabilities
Bank letters of credit issued to secure future purchasing requirements are matched to a contingent asset of the same value representing the inventories purchased.
No settlement relating to bank guarantees has occurred since their inception and any future outflow is unlikely.

Other contingent liabilities arise in the ordinary course of business. The likelihood and value of any future outflow relating to these liabilities is uncertain.

The Warehouse Financial Services Limited

The Group has a 49% interest, and Westpac Holding-NZ-Limited a 51% interest in The Warehouse Financial Services Limited. The Commerce Commission has issued civil
proceedings against Visa, Mastercard and 11 financial institutions including The Warehouse Financial Services Limited for alleged price-fixing in relation to credit card
interchange fees. Further to the Commerce Commission’s allegations, a group of retailers has also brought an action against the same financial institutions seeking
damages for the alleged price fixing of the credit card interchange fees. At this time it is not possible to quantify the amount of the liability, if any, that may arise out of
these proceedings. No provision has been recognised in the accounts for this potential liability.

The Warehouse Australia

In November 2005 the group sold the assets of The Warehouse Australia discontinued business. As part of the sale the group agreed to indemnify the purchaser against
losses associated with the company’s property leases as a consequence of the change of ownership, pre-existing issues regarding the zoning of the properties and general
warranty claims under the sale and purchase agreement. Where it is probable that a liability will arise, a provision has been made in the financial statements (refer note
14), however there are potentially residual exposures for unknown claims that can not be quantified.

Money back guarantee

The group has a contingent liability for guarantees. The group offers a twelve month money back guarantee on certain goods sold, and any cost of making good a
customer's purchase is accounted for when incurred.

The parent company had no contingent liabilities (2006: nil)

32. Trading period

In order to align merchandising planning and financial management processes within The Warehouse, the group has reported the current year results on a 52 week basis.
The current period represents a 364 day period commencing 31 July 2006 to 29 July 2007. Prior year comparative figures represent a 364 day period commencing 1
August 2005 to 30 July 2006.
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Group
2007
Note $ 000

33. The Base Te Rapa Limited joint venture disposal
Gross consideration 37,350
Working capital adjustment (669)
Net proceeds received 36,681
Property, plant and equipment 16 19,172
Working capital (274)
Net assets disposed 18,898
Transaction costs and adjustments payable (351)
Gain on disposal of 'The Base' Te Rapa Limited joint venture 17,432
Taxation (5,753)
After taxation gain on disposal of The Base Te Rapa Limited joint venture 11,679

The group sold its 50% joint venture interest in ‘'The Base’ Te Rapa retail complex to its joint venture partner, Tainui Group Holdings Limited effective from 26 July 2007.
The sale proceeds are subject to a working capital adjustment which will be determined once the disposal accounts have been finalised. The gain on disposal has been
calculated based on pro-forma accounts for the joint venture at the date of disposal as final disposal accounts will not be available until early October 2007.

Group
2007 2006
Note $ 000 $ 000

34. The Warehouse Australia asset disposal

Consideration - 98,184
Working capital adjustment - (4,185)
Transaction costs - (6,834)
Net proceeds received - 87,165
Property, plant and equipment - 62,415
Working capital - 92,625
Net assets disposed - 155,040
Net proceeds received in settlement of warranty claims 14 (464) -
Warranty provisions (discharged)/recognised 14 (5,475) 20,926
Gain/(loss) on disposal of the business assets of The Warehouse Australia 5,939 (88,801)
Taxation ) 21,235
After taxation gain/(loss) on disposal of the business assets of The Warehouse Australia 5,939 (67,566)

The group sold the business assets of The Warehouse Australia to a jointly owned entity formed by Catalyst Investment Managers Pty Limited and its parent PPM Capital
and Castle Harlam Mezzanine Partners Pty Limited effective from 27 November 2005. In two other related property sales the group sold The Warehouse Australia Sydney
Head Office and a store in Moe Victoria as part of the combined sale.

The sale was subject to a number of warranties (refer note 14) which extended over a number of years, the latest of which may not be fully discharged until December
2011. During 2007 both parties agreed to an early settlement of certain sale warranties. As a consequence of settling these warranties the group was able to release
surplus provisions held against these specific warranties. The group also recovered $2.192 million from the purchaser as an working capital adjustment arising from a
reduction in the liabilities transferred. This receipt has been netted against the ongoing settlement payments made by the group of sale warranty claims.

Group
2007 2006
35. Related parties $000 $000
The group paid for the following services at normal commercial rates from the legal firm of Hesketh Henry in which Director, JR Avery
was a partner. J R Avery retired as a partner of Hesketh Henry in October 2006.
Hesketh Henry 275 689

Directors are entitled to purchase goods at normal staff discount. Other specific director's disclosures are made in note 7.
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36. Explanation of transition to New Zealand equivalents to IFRS

The Warehouse Group Limited will prepare financial statements under the New Zealand equivalent to International Financial Reporting Standards (“NZIFRS") for the year
ending 27 July 2008, including comparative financial information for the year ended 29 July 2007. A project team was established to plan for the transition to NZIFRS and
identify the impacts of implementation.

This work is now largely complete and has been reported to the audit committee of the board. The project team identified a number of accounting policy changes that
are required although, the team have not identified any new issues since those which have been previously reported in the 2006 annual report.

The team has prepared a transition balance sheet for the year ended 30 July 2006 in compliance with NZIFRS which details the adjustments which arise on the transition
to NZIFRS. A reconciliation of changes between the group's balance sheet reported under current New Zealand Financial Reporting Standard ("NZ FRS") and NZ IFRS is
detailed below.

Reconciliation of equity reported under current NZ FRS to equity under New Zealand equivalents to IFRS (NZ IFRS).

Effect of transition to NZ IFRS

BALANCE SHEET Current Inzltr:zrr::wlts Associates SE:;;zistgd Eé?azlglel:se Maléss%;) od Sales Returns chtlizsrllfslc
As at 30 July 2006 NZ FRS (@) (b) © (d (e 6] ©) NZ IFRS

$ 000 $ 000 $ 000 $ 000 $ 000 $ 000 $ 000 $ 000 $ 000
ASSETS
Current assets
Cash and cash equivalents 21,443 - - - - - - - 21,443
Trade and other receivables 18,761 - - - - - - - 18,761
Inventories 247,527 - - - - - - - 247,527
Derivative financial instruments - 9,428 - - - - - - 9,428
Taxation receivable 37,610 - - - - - - - 37,610
Total current assets 325,341 9,428 - - - - - - 334,769

Non-current assets

Property, plant and equipment 305,625 - - - - - - (15,864) 289,761
Computer software - - - - - - - 15,864 15,864
Investments 4,889 - 857 - - - - - 5,746
Derivative financial instruments - 693 - - - - - - 693
Deferred taxation 11,255 (3,172) - - 1,721 701 852 - 11,357
Total non-current assets 321,769 (2,479) 857 - 1,721 701 852 - 323,421
Total assets 647,110 6,949 857 - 1,721 701 852 - 658,190
LIABILITIES

Current liabilities

Bank overdraft 184 - - - - - - - 184
Trade and other payables 155,907 - - - - - - (27,995) 127,912
Derivative financial instruments - 508 - - - - - - 508
Provisions 2,494 - - - - 201 2,582 27,995 33,272
Borrowings 9,600 - - - - - - - 9,600
Total current liabilities 168,185 508 - - - 201 2,582 - 171,476
Non-current liabilities

Borrowings 120,000 - - - - - - - 120,000
Borrowings - secured 7,081 - - - - - - - 7,081
Provisions 17,648 - - - 5,215 1,924 - - 24,787
Total non-current liabilities 144,729 - - - 5,215 1,924 - - 151,868
Total liabilities 312,914 508 - - 5,215 2,125 2,582 - 323,344
Net assets 334,196 6,441 857 - (3,494) (1,424) (1,730) - 334,846
EQUITY

Share capital 218,976 - - - - - - - 218,976
Treasury stock (7,628) - - - - - - - (7,628)
Equity-settled employee benefits 990 - - 5,093 - - - - 6,083
Hedge reserve - 6,781 - - - - - - 6,781
Foreign currency translation reserve (3,068) - - - - - - 3,068 -
Retained earnings 124,647 (340) 857 (5,093) (3,494) (1,424) (1,730) (3,068) 110,355
Parent shareholders' interest 333,917 6,441 857 - (3,494) (1,424) (1,730) - 334,567
Minority interest 279 - - - - - - - 279
Total equity 334,196 6,441 857 - (3,494) (1,424) (1,730) - 334,846
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36. Explanation of transition to New Zealand equivalents to IFRS (Continued)

Notes to the reconciliation

The Warehouse Group Limited

Ref Item NZ FRS NZ IFRS Impact Debit Credit
$000 $000
(a) | Financial Foreign exchange contracts Foreign exchange contracts Cash flow hedges
Instruments | Forward exchange contracts In accordance with NZ IAS 39 “Financial Derivative - foreign exchange 0,428
and foreign currency options Instruments” derivatives are initially recognised
were recognised at the date at fair value on the date a derivative contract is | Derivative - interest rate swap 693
the contract was entered, and entered and are subsequently remeasured to Deferred taxation 3,340
exchange gains or losses fair value at regular intervals. The method of Hedge reserve 6781
deferred until settlement and recognising the resulting gain or loss depends !
included in the cost of the on whether the derivative is designated as a
hedged item. hedging instrument. Recognise derivative assets of $10.121 million a
corresponding deferred tax liability of $3.340 million and a
Interest rate swaps Prior to the group’s transition to NZIFRS the credit to the equity hedge reserve of $6.781 million.
The fair value of interest rate group designated its portfolio of forward
swaps were not recognised on | exchange contracts and interest rate swaps as
the balance sheet. Net receipts | cashflow hedges of future forecast overseas
and payments were recognised | purchasing requirements; and as hedges of
as an adjustment to the future interest expense commitments
interest expense. respectively.
Cash flow hedges
The effective portion of changes in the fair
value of derivatives that are designated and
qualify as cash flow hedges are recognised in
equity in the hedging reserve. The gain or loss
relating to the ineffective portion is recognised
immediately in the income statement.
Amounts accumulated in equity are recycled in
the income statement in the periods when the
hedged item will affect profit or loss (for
instance when the forecast interest payment
takes place) or when the forecast transaction
that is hedged results in the recognition of a
non-financial asset (for example, inventory),
the gains and losses previously deferred in
equity are transferred from equity and included
in the measurement of the initial cost of the
asset.
Debit Credit
$ 000 $ 000
Electricity contracts for Derivatives that do not qualify for hedge Non-compliant hedges
_dlffer(.en.ce . uccountlp. . o Derivative - foreign exchange 166
Electricity contracts used to fix | On transition the group had certain derivative
electricity prices were instruments which did not qualify for hedge Derivative - electricity 342
recognised as an expense over | accounting. Deferred taxation 168
the period of usage. ’ ;
The groups electricity “contracts for difference” Retained earnings 340
and foreign currency options did not meet the
strict hedge criteria required to qualify for Recognise derivative liabilities of $0.508 million a
hedge accounting stipulated in NZ IAS 39. corresponding deferred tax asset of $0.168 million and a
debit to retained earnings of $0.340 million.
Changes in the fair value of derivative
instruments that do not qualify for hedge
accounting are recognised immediately in the
income statement.
Debit Credit
$ 000 $ 000
(b) | Associate General provisioning was used | Investment in The Warehouse Financial Investments
to determine the required Services Limited Investment in Associate 857
levels of doubtful debts in the Non specific provisioning for doubtful debt is
group’s associate. not permitted under NZ IFRS. This has resulted | Retained earnings 857
in a reduction in the level of doubtful debt
prows.lons. heId.by the g'roup s associate and Decrease retained earnings and increase investment in
resulting in an increase in the value of the : .
, . . associate by $0.857 million.
group’s investment in associate.
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Notes to and forming part of the Financial Statements - Continued

36. Explanation of transition to New Zealand equivalents to IFRS (Continued)

Notes to the reconciliation

The Warehouse Group Limited

Ref Item NZ FRS NZ IFRS Impact Debit Credit
$ 000 $ 000
(c) | Share based | Share Options 2003 and 2004 Share Option Plan Cash flow hedges
payments No expense was recognised for | In accordance with NZ IFRS 2 "Share based Employee benefit reserve 5,003
fixed price share options payments” the fair value of share options
granted by the group in respect | granted are recognised as an employee Retained earnings 5,093
of the 2003 and 2004 share expense with a corresponding increase in
option plans. equity. The_ fair value is mea_sured E_’t gran_t date Decrease retained earnings and increase the employee
and recognised over the period during which benefit reserve b -
L ) y $5.093 million.
the employees become unconditionally entitled
to the share options.
At each balance date, the group revises its
estimate of the number of share options that
are expected to become exercisable. The
employee benefit expense recognised each
period takes into account the most recent
estimate. Upon the exercise of the share
options, the balance of the share-based
payments reserve relating to the share options
is transferred to share capital.
Debit Credit
$ 000 $ 000
(d) | Employee Long Service Leave and Sick In accordance with NZ IAS 19 “Employee Provisions
benefits Leave . benefits”, the liability for b(?th vestefi anq non- Employee benefit provision 5,215
No expense was recognised for | vested employee benefits, is recognised in the
employee benefits until the financial statements based on the present value | Deferred taxation 1,721
benefits vested. of the expected future obligation. Retained earnings 3,494
Long Service Leave
The liability for long service leave is recognised Recognise an additional provision for employee benefits of
as a provision for employee benefits and $5.215 million, a corresponding deferred taxation asset of
measured as the present value of expected $1.721 million and a decrease to retained earnings $3.494
future payments to be made to the employees. | million.
Sick Leave
A provision for sick leave is recognised for
employees with entitlements in excess of one
year, where there is a likelihood that the
entitlement will be taken.
Debit Credit
$ 000 $ 000
(e) Make good The group has an obligation to In accordance with NZ IAS 37 “Provisions”, Provisions
costs restore certain leasehold sites where an obligation exists to restore leasehold | e good provision 2,125
to their original condition when | sites to their previous condition when the lease
the related lease expires. No expires, a ‘make good’ provision is recognised Deferred taxation 701
expense was recognised for from the commencement of the lease. The Retained earnings 1,424
restoring these sites until the provision is calculated on the basis of the
costs were incurred. present value of the expected future make
good commitment. Recognise a provision for make good costs of $2.125 million,
a corresponding deferred tax asset of $0.701 million and a
decrease to retained earnings $1.424 million.
Debit Credit
$ 000 $ 000
) Sales When a customer returns In accordance with NZ IAS 18 “Revenue” where | Provisions
returns product for a refund the cost of | products sold to customers have a right of Sales return provision 2,582
the refund was recognised at return, an estimate for such returns are
the time the product was provided for at the time of sale based on Deferred taxation 852
returned. historical return rates. Retained earnings 1,730
Recognise a provision for sales returns of $2.582 million, a
corresponding deferred tax asset of $0.852 million and a
decrease to retained earnings $1.730 million.
Debit Credit
$ 000 $ 000
(g) | Reclassific- Computer software was In accordance with NZ IAS 38 “Intangibles” all Intangibles
ations cIas§ified as property, plant and _compu_ter software assets are reclassified as Property, plant and equipment 15,864
equipment. intangible assets.
Intangibles 15,864

Decrease property, plant and equipment and increase
intangible assets by $15.864 million.
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The Warehouse Group Limited

Notes to and forming part of the Financial Statements - Continued

36. Explanation of transition to New Zealand equivalents to IFRS (Continued)

Notes to the reconciliation

Ref Item NZ IFRS Impact
(g) | Reclassific- Translation Reserve Transfer the $3.068 million debit balance in the translation
ations NZ IFRS 1 “First time adoption” permits companies adopting NZ IFRS for the | reserve to retained earnings.

first time to take some exemptions from the full requirements of NZIFRS
when applying the standards to the comparative period. The group has
applied the exemption relating to foreign currency translation reserves to
reset the opening balance to zero on the date of transition.

Employee Entitlement Provisions Reclassification of $27.995 million from “Trade and other
As a result of additional disclosure on the face of the balance sheet, payables” to *Provisions'.

Employee Benefit provisions specifically relating to annual leave, sick leave
and bonus payments previously classified as “Trade and other payables”
have been reclassified to ‘Provisions’.

The areas identified above are based on the projects team’s current interpretation of the standards which have been released to date. Until the time when the company
prepares its first full NZIFRS financial statements, the possibility cannot be excluded that the items identified in the transition balance sheet reconciliation between NZFRS
and NZIFRS may have to be adjusted.
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PRICEAVATERHOUSEH(QOPERS

Auditors’ Report

The Warehouse Group Limited

Unqualified Opinion

We have obtained all the information and explanations we have required.
In our opinion:

@) proper accounting records have been kept by the Company as far as appears from our
examination of those records; and

(b) the financial statements on pages 1 to 24:
® comply with generally accepted accounting practice in New Zealand; and
(i)  give a true and fair view of the financial position of the Company and Group as at 29
July 2007 and their financial performance and cash flows for the year ended on that

date.

Our audit was completed on 13 September 2007 and our unqualified opinion is expressed as at
that date.

[ il s

Chartered Accountants Auckland



