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Disclaimer

This Annual report has been prepared for, and only for, the members of the Company, as a body, and no
other persons. The Company, its directors, employees, agents or advisers do not accept or assume
responsibility to any other person to whom this document is shown or into whose hands it may come
and any such responsibility or liability is expressly disclaimed. By their nature, the statements
concerning the risks and uncertainties facing the Group in this Annual report involve uncertainty since
future events and circumstances can cause results and developments to differ materially from those
anticipated. The forward-looking statements reflect knowledge and information available at the date
of preparation of this Annual report and the Company undertakes no obligation to update these
forward-looking statements. Nothing in this Annual report should be construed as a profit forecast.
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WHSmith

CELEBRATING

229

YEARS

EST-1792

1792

Henry Walton Smith and
his wife Anna opened a
small newsvendorsin
Little Grosvenor Street,
London. Henry Smith dies
a few months later leaving
Anna to run the business.

Anna Smith goes into
partnership with Zaccheus
Coates. This lasts until

his death in 1812.

1846

The enterprise changes its
name to WHSmith & Son
when William Henry's son,
William Henry also, was
taken into partnership

on his 21st birthday.

1894

WHSmith & Son,

now recognised as the
principal newspaper
distributor in the country,
acquire wholesale
distribution warehouses
in Dublin, Birmingham,

Manchester and Liverpool.

A substantial network of
newspaper distribution
is established across
the country.

1895

A Pension Fund

for manual workers

is introduced.

1914

World War | sees
more than 4,000
WHSmith staff serving
their country. The new
Head Office, Strand
House in Portugal
Street, is used as the
Postal Censor’s office
until 1920.

...............................

1843

WHSmith opens its first
bookstall at Euston
Station on 1 November.
Other station bookstalls
followed, taking advantage
of railway mania’ in
England. These bookstalls
become outlets for

cheap editions of other
publications which were
produced for railway
travellers, the popular
‘vellowbacks'.

1903

First overseas branch
opens in Paris.

1828

1894

A superannuation Fund
for clerical workers is
founded.

William Henry Smith

was the more capable
businessman of the two
brothers and the business
becomes known

as WHSmith.




1949

WHSmith becomes
a public company.

World War Il - more than
5,000 men and women
from WHSmith go into
the forces.

1966

WHSmith creates the
ISBN book identifier.

1L gy 1y
a8 i B WHSmith

CELEBRATING

229

2007 YEARS

EST 1792
WH Smith PLC announces
its intention to open Post
Offices in 71 High Street
stores following the
successful trial of Post
Offices in six WHSmith
stores in 2006.

WHSmith Travel
establishes a strong
presence in the motorway WHSmith Travel
service area sector, becomes the largest
opening franchise units in 20 ’I 4 part of the Group in
Moto and Welcome Break both revenue and profit.

2017

WHSmith celebrates
its 225th anniversary.

locations.
Brown and orange WHSmith opens its
identity developed. 100th international
store.

2006 = 2014

WHSmith Travel opens
its 750th store.

Demerger of Retail

and News Distribution
businesses becomes
effective with the creation
of two separately listed
entities - WH Smith

PLC (formerly the Retail
business) and Smiths
News PLC (formerly
WHSmith News).

2010

WHSmith acquires
Funky Pigeon.
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About us

e WH Smith PLC is one of the UK’s leading
retailers and is made up of two core
businesses - Travel and High Street.

e WHSmith Travel has a presence in a wide
range of locations in the UK including airports,
train stations, hospitals and motorway service
areas with a growing International business,
mainly in airports.

e WHSmith High Street is present in prime
locations on most of the significant high
streets in the UK.

e WHSmith reaches customers online via
www.whsmith.co.uk and its specialist
personalised greetings cards and gifts
websites, www.funkypigeon.com and
www.funkypigeon.ie.

e WHSmith employs approximately 14,000
colleagues.

e WH Smith PLC is listed on the London Stock
Exchange (SMWH]) and is included in the
FTSE 250 Index.

e A commitment to the principles of corporate
responsibility is a key focus for WHSmith.

e Find out more about WHSmith at
www.whsmithplc.co.uk.

Find out more at
whsmithplc.co.uk

y o

youtube.com/

@whsmith
WHSmithDirect

@whsmithofficial

GROUP PROFIT BEFORE TAX (Em)

£140m
+7/%

(2016: £131m)

2017 14

o

2016 131

2015 121

2014 112

2013 103

DILUTED EARNINGS PER SHARE (p)

103.6p

103.6 10%

I
- 10%
_ B (2016: 93.9p)




02 ‘ WH Smith PLC Annual reportand accounts 2017

Group at a glance

WH Smith PLC is made up of two core
businesses - Travel and High Street.

TRAVEL

Travel sells a range of products to cater for people REVENUE PROFIT'
on the move or in need of a convenience offer. _—

Our goal is to be the leading retailer in news,

E)Szrosrsgf convenience for the world’s travelling _E624m E?ém

As at 31 August 2017, the business operated from
815 units (2016: 768 units) mainly in the UK in
airports, railway stations, motorway service areas [20165 E573m] [20162 E87m]
and hospitals. 233 of these units (2016: 192 units)
are outside the UK and mainly in airports.

GROSS
Travel delivered another strong profit' MARGIN GROWTH?
performance, up ten per cent year on year.
We made good progress in Travel's growing
International business, winning an additional 1 OObpS 81 5
41 units, bringing the total number of units
won to 273 units.
(2016: 30bps) 2016: 768)

Travel trading profit is stated after
directly attributable share-based
payment and pension service charges
and before unallocated costs, finance
costs and taxation. See Note 2 to the
financial statements, Segmental
analysis of results on page 75 and
Glossary on page 105 for an
explanation of the Group’s alternative
performance measures.

2 Basis points ['bps’).
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HIGH STREET

High Street sells a wide range of Stationery, Books,
Newspapers, Magazines and Impulse products.

Our goal is to be Britain's most popular high street
stationer, bookseller and newsagent.

As at 31 August 2017, the business operated from
611 High Street stores (2016: 612 stores), located
on most of the UK's significant high streets.

Our digital business operates through two
websites: www.whsmith.co.uk and
www.funkypigeon.com.

High Street delivered a good profit® performance,
matching the strong performance from last year.

® High Street trading profit is stated after
directly attributable share-based payment
and pension service charges and before
unallocated costs, finance costs and taxation.
See Note 2 to the financial statements,
Segmental analysis of results on page 75 and
Glossary on page 105 for an explanation of the
Group's alternative performance.

REVENUE

PROFIT®

£610m

(2016: £639m)

GROSS
MARGIN GROWTH

£62m

(2016: £62m)

STORES

110bps

(2016: 130bps)

Stationery FrpikeabliL.

611
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Our business model and strategy to create value

BUSINESS MODEL AND STRATEGY

WHSmith is one of the UK's leading retailers Our business model explains what we do and
with two distinct businesses - Travel and how we create value. We aim to do this through
High Street. At the heart of both our businesses improving our profitability and cash flow, and
are our people and our customers. delivering sustainable returns.

OUR GOALS

Travel High Street
Our goal is to be the leading retailer in news, Our goal is to be Britain’s most popular high street
books and convenience for the world's stationer, bookseller and newsagent.

travelling customer.

We aim to deliver our goals through our strategic priorities and initiatives.
These are detailed on the following page.

Travel and High Street are run by separate management teams reflecting the different customers,
strategies, operating models and cost structures.

Smith

EST 1792




Travel High Street

Driving like for like sales, profit growth Delivering sustainable
and high levels of cash generation with a profit growth and

Strategic report Corporate governance Financial statements Other information 05

growing International business cash generation

Forensic focus on space and category returns to Optimise returns  Margin growth
meet the changing needs of our customers from a forensic ~ from category
focus on space mix management
Improved execution - .
and service

A 1 1 Utilising our assets and
Winning new space and Del_lverln X 9 :
developing new formats g third party partnerships to

and channels in the UK SharehOlder enhance our customer offer
and internationally returns e.g. Post Offices

Cost efficiency

Focused Use
of Cash

Investing in the business where returns are
greater than our cost of capital

Value accretive acquisitions

Return surplus cash to shareholders
through a progressive dividend policy
and share buybacks

Right

Operatin
szl regponsibgl’
and skills y
You can read more about You can read more about You can read more about
our values, employees and our approach to corporate our markets on page 6.
diversity on pages 28 and 29. responsibility on pages

2510 29.
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Our markets

TRAVEL

Travel units sell a range of products to cater
for people on the move or in need of a
convenience offer.

HIGH STREET

High Street sells a wide range of products in
the following categories: Stationery (including
greetings cards, general stationery, art and
craft, and gifting), News and Impulse (including
newspapers, magazines, confectionery and
drinks) and Books.

Travel units sell a range of products to cater for people on the
move or in need of a convenience offer. Travel's typical customer
has less time to browse and is more interested in purchasing
convenience and impulse products such as food, drink and
confectionery, travel accessories and souvenirs, as well as
reading materials for a journey.

Travel units are typically located in higher footfall locations than
High Street stores, with higher operating and occupation costs
with rents paid as a percentage of sales (subject to minimum
guarantees). Travel is less affected by the Christmas trading
period than high street retailers. Increased passenger traffic
during the summer holiday season, particularly in airports,
contributes to a summer peak in sales.

Travel is impacted by macroeconomic trends (including any
impact arising from the process of exiting the European Union)
and other factors which influence the number and nationality of
travelling customers. These include levels of employment and
investment, the cost of travelling, as well as specific category
trends such as the impact of digitisation on printed products and
the growth of consumable products.

Where we have reliable data on passenger trends, we see

a correlation between changes in passenger numbers and

our sales. Travel faces competition in its product categories
primarily from other retailers in air, rail, motorways and hospitals.
The growth of these retailers may take market share from Travel.

Travel operates in 150 air units, 124 rail units, 127 hospital units
and in other locations in the UK, and 233 units outside of the UK.

High Street sells a wide range of products in the following
categories: Stationery (including greetings cards, general
stationery, art and craft, and gifting), News and Impulse
(including newspapers, magazines, confectionery and drinks)
and Books. High Street's trading is seasonal, peaking at
Christmas and in August/September for ‘back to school'.

The High Street business operates 611 stores with an
extensive reach across the UK and a presence on nearly every
significant UK high street and mainly in prime locations.

High Street also includes our online business
www.whsmith.co.uk which sells a range of Stationery, Books,
Magazines and Gifts. Our online personalised greetings card
sites www.funkypigeon.com and www.funkypigeon.ie are part
of the broader greetings card market and have grown strongly.

High Street’s performance is dependent upon overall growth
in consumer spending (including any impact arising from

the process of exiting the European Union), growth in the
non-food, non-clothing sector, its ability to take share in its
product markets as well as specific category trends such as
the impact of digitisation on printed products. Additionally,
trends in the book market are impacted mainly by the strength
and quality of publishing in any year. High Street's competition
comes primarily from other high street specialists,
discounters, supermarkets and online retailers. The growth
of these formats may take market share away from the High
Street business.
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Chairman’s statement

It is with great pleasure in this, our 225th
anniversary year, that | report another year of

strong performance to 31 August 2017. We have
seen a good sales performance across our Travel
businesses both in the UK and internationally,
driven by our key initiatives and growth in passenger
numbers, some strong performances from recently
opened stores in international locations; and a High
Street performance equal to the particularly strong
result from last year.

The distinct strategies of our Travel and High Street
businesses continue to be successful in driving
profit and creating shareholder value. The Group has
grown its profit again with Group profit before tax
increasing by seven per cent to £140m.

The Group remains highly cash generative delivering
a free cash flow' of £105m.

We remain focused on profitable growth, cash
generation and creating value for shareholders,
while investing for future growth.

' Free cash flow is cash generated from operating activities adjusted for capital
expenditure, repayments to HMRC (see Notes to the financial statements Note 9,
page 82), pension funding and net interest paid. See Group cash flow statement on
page 67, Note 22 to the financial statements, Cash generated from operating activities
on page 90 and Glossary on page 105 for an explanation of the Group's alternative
performance measures.

“This performance would not
be possible without the ongoing
commitment and hard work
of our employees across our
stores, distribution centres
and head offices.”

Henry Staunton
Chairman

CORPORATE GOVERNANCE

Corporate governance remains an important area of focus for
the Board and underpins the sustainability of our business and
the achievement of our strategy. A more detailed explanation
of our approach to corporate governance can be found in our
Corporate governance report on pages 30 to 56.

CORPORATE RESPONSIBILITY

During the year, we have continued our focus on managing those
social and environmental issues which are most material to our
business and to our stakeholders. Our workstreams cover a
wide range of issues from ethical trade and sustainable forestry
to mental health awareness and diversity. In this, our 225th
anniversary year, we wanted to make a lasting difference to
charities which our employees care about. Our teams across the
business have been undertaking a number of activities as they
work together to reach our £2m fundraising target. It has been a
fantastic year so far, bringing the business together in a shared
objective, and we hope that our three charity partners, Cancer
Research UK, Mind and the National Literacy Trust, will see

the benefits for many years to come. Further information on all
aspects of our CR programmes can be found on pages 25 to 27.

PEOPLE

This performance would not be possible without the ongoing
commitment and hard work of our employees across our stores,
distribution centres and head offices. | would like to thank each
and every individual for their ongoing support.

OUTLOOK

While the economic environment remains uncertain, we believe
we are well positioned for the year ahead and we remain focused
on the distinct strategies of each of our businesses in order

to maximise the contribution from both and best deliver value
for shareholders.

Henry Staunton
Chairman

12 October 2017
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Chief Executive’s review

In our 225th anniversary year, | am pleased to report
another year of good performance from both of our
businesses. Travel continues to perform well with
strong revenue growth across all channels and, for
the first time, revenue in Travel has overtaken High
Street with Travel now the largest part of the Group
in both revenue and profit. Internationally, we have
made further good progress in growing our revenue
and profit and have won some significant tenders in
the year. In our High Street business, our strategy
of optimising the return from our space and assets
continues to produce strong cash generation and
sustainable profits.

It is important to recognise that this performance
would not be possible without the support of all of
our colleagues across the entire business. Their
hard work ensures that we are able to achieve these
results and | am sincerely grateful for their support
and valued contribution.

“In our 225th anniversary year,
| am pleased to report another
year of good performance from
both of our businesses.”

Stephen Clarke

Group Chief Executive

GROUP OVERVIEW

The distinct strategies of our Travel and High Street
businesses have been successful in driving profit growth

and creating shareholder value, underpinned by our
disciplined approach to cash generation and capital allocation.

In Travel, we aim to deliver high levels of revenue and profit
growth and good cash generation. We seek to achieve this
by driving like-for-like revenue growth in existing stores
through improved execution and service; investment in store
environments and layouts; a forensic store by store focus on
retail space and category management; winning new space
and developing new formats in the UK.

In International Travel, we aim to expand profitably by winning
new tenders and retaining existing space; building critical mass
in our emerging hubs; driving like-for-like sales in existing
stores; and by executing the same retail and operational
disciplines and insights as we do in the UK.

In High Street, we aim to deliver sustainable profit growth

and, as we do in Travel, good cash generation in a constantly
changing consumer environment. We seek to do this by adopting
a forensic store by store focus on retail space management to
optimise the returns from our core categories; driving margin
growth through category mix management; reducing our cost
base to reflect our changing sales profile and productivity
initiatives; and creating value from our assets, including third
party partnerships that enhance the customer offer.

Group profit from trading operations' increased by six per cent
on the prior year to £158m and the Group generated Group profit
before tax of £140m (2016: £131m), an increase of seven per cent
on the prior year.

Total Group revenue was up two per cent at £1,234m

(2016: £1,212m) with like-for-like? revenue flat compared to last
year. Travel revenue was up nine per cent on 2016 at £624m, of
which three per cent relates to forex benefits, and up four per
cent on a like-for-like basis, reflecting investment in our key
initiatives and improved passenger numbers. Compared to last
year, High Street revenue was down five per cent at £610m and
down four per cent on a like-for-like basis.
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Travel delivered a strong revenue performance across all
channels, with trading profit" increasing by ten per cent to £96m,
including £9m (2016: £7m] from our growing International
business. Travel now represents over 60 per cent of Group profit
from trading operations. We continue to invest in the business
and we opened 15 new units in the UK during the year, taking us
to a total of 582 units in the UK.

During the year we won a further 41 units in our International
business, including a significant win in Changi Airport in
Singapore in the first half of the year, and our first stores in Italy
in the second half, making a total of 273 international units won,
of which 233 are open.

High Street delivered another good performance matching

a particularly strong profit performance from last year.

As expected, trading profit' was £62m. We saw a good gross
margin performance and costs were tightly controlled.

Cost savings of £12m were delivered in the year. An additional
£9m of cost savings have been identified over the next three
years making a total of £18m, of which £9m are planned for
2017/18.

Diluted earnings per share increased by ten per cent to 103.6p
(2016: 93.9p). This reflects the increase in profit and a lower
basic weighted average number of shares in issue following the
share buyback.

The Group remains highly cash generative and has a
strong balance sheet. Net funds were £4m at 31 August
2017 (2016: £7m), with a Group free cash flow? of £105m

RETURN OF CASH TO SHAREHOLDERS (£m)

(2016: £108m). The Group has a committed revolving credit
working capital facility of £140m through to December 2021.

We completed £41m of the share buyback announced on

13 October 2016 and on 12 October 2017 we announced a further
return of cash to shareholders of up to £50m through a rolling
on-market share buyback programme.

The Board has proposed a final dividend of 33.6p per share, a
ten per cent increase on last year, giving a total dividend per
ordinary share of 48.2p, a ten per cent increase on the prior year.
The proposed increase in final dividend reflects our progressive
dividend policy, the Board's confidence in the future prospects

of the Group and the strong cash generative nature of the
business. The annual dividend has now increased every year
since demerger from 11.8p in 2007 to 48.2p for 2017.

Both the Travel and High Street businesses are cash generative
and we allocate our capital efficiently: investing in the business
and new opportunities where we can achieve an attractive return
ahead of our cost of capital (capital expenditure in the year was
£48m), and making appropriate acquisitions whilst consistently
growing dividends and returning cash to shareholders as part of
our long-term strategy to create value for shareholders.

Since our 2007 financial year, including the share buyback
announced on 12 October 2017 and the proposed final dividend,
we will have returned over £900m of cash to shareholders,
increased the dividend each year and reduced our issued share
capital by 40 per cent.

1
[

14

61

84 81 84 .
R [ ]

19 28
7
26 34
57 17
23
" .
e
M 33 15 35 55 50 50 41 54 47 41 50¢

2007 2008 2009 2010 2011 2012

2013 2014 2015 2016 2017 2018

M nterim Dividend* Final Dividend* M Share Buyback® M Special Dividend

' Group profit from trading operations and High Street and Travel trading profit are stated after directly attributable share-based payment and pension service charges and before
unallocated costs, finance costs and taxation. See Note 2 to the financial statements, Segmental analysis of results on page 75 and Glossary on page 105 for an explanation of the Group’s
alternative performance measures

2 Like-for-like revenue is calculated on stores with a similar selling space that have been open for more than a year (constant currency basis). See Glossary on page 105 for an explanation of
the Group’s alternative performance measures

3 Free cash flow is cash generated from operating activities adjusted for capital expenditure, repayments to HMRC [see Notes to the financial statements Note 9, page 82), pension funding
and net interest paid. See Group cash flow statement on page 67 and Note 22 to the financial statements. Cash generated from operating activities on page 90 and Glossary on page 105 for
an explanation of the Group’s alternative performance measures

“  Cash dividend paid, except for year ending 31 August 2017, see footnotes 7 and 8.
° Buyback inyear, except for year ending 31 August 2017, see footnote 6.

¢ Buyback of up to £50m announced on 12 October 2017.

Proposed final dividend for year ended 31 August 2017.

8 Includes buyback announced on 12 October 2017, proposed final dividend for FY 2017 and, for illustrative purposes only, assumes interim dividend to be the same as in 2017.
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Review of operations:
Travel

PERFORMANCE

REVENUE PROFIT'

£96m

£624m

(2016: £573m) (2016: £87m)

Total Like-for-
revenue like revenue
+9% +4%

RETAIL SELLING SPACE (SQ FT '000s)
AND NUMBER OF UNITS?

Number
of units

Retail
selling space

During the year, Travel delivered
a strong performance with
trading profit' up ten per cent
to £96m.”

Travel trading profit is stated after directly attributable share-based payment and
pension service charges and before unallocated costs, finance costs and taxation.
See Note 2 to the financial statements, Segmental analysis of results on page 75
and Glossary on page 105 for an explanation of the Group's alternative performance
measures

Travel units include motorway and international franchise units and exclude
kiosks in China and India, and Wild Cards and Gifts franchisees in Australia.

PERFORMANCE REVIEW 2016/17

During the year, Travel delivered a strong performance with
trading profit' up ten per cent to £96m. Full year total revenue
was up nine per cent, which includes three per cent from forex
benefits from our growing International business. Like-for-like
revenue was up four per cent on a constant currency basis.
Second half like-for-like revenue was up four per cent.

We saw a strong revenue performance across all our key
channels as a result of an improvement in passenger numbers
and our initiatives in managing space, ranges and customer
service. In air, total revenue was up seven per cent with like-for-
like revenue up six per cent; in rail, total revenue was up one
per cent with like-for-like revenue also up one per cent; and in
hospitals, total revenue was up six per cent with like-for-like
revenue up five per cent. Gross margin increased by 100 bps
during the year, driven by mix.

Whilst the increase in passenger numbers will be an important
driver of growth, we are well placed to take advantage of the
structural growth opportunities in our markets by:

i. focusing in our existing stores on improved execution and
customer service; investment in store layouts; space and
category management

ii. developing new formats and opening new space in the UK; and
lii. expanding profitably overseas

Travel - UK

Retail space in Travel is often very constrained, it varies
substantially by channel and location and is expensive. We seek
to maximise the return from every square metre of this space
through our detailed analysis of the space and category
elasticities of each square metre of display space. This, along
with our operational capabilities to make space changes three
or four times a year even in our busiest stores, means we are
able to respond to the changes in our customers’ needs, growth
opportunities and adapt to seasonal variations. This process
has, over the years, led to a significant evolution of our formats
and ranges. During the year, we added to our digital ranges,
introducing brands such as Apple, while also opening our first
standalone Tech Express’ unit in Southampton Airport. We also
further improved our food offer by re-launching our sandwich
and salad ranges and extended our healthy eating ranges.

We have continued to invest to drive improved customer service.
With around 100,000 transactions in a peak week in some of our
busiest stores, maintaining availability and customer throughput
is critical. For peak trading this year we invested in additional
labour for replenishment and fitted additional staffed tills as part
of our Customer First initiative.

During the year, we have invested in store layouts and store
environment, as well as developing new formats that position
us well for the future. One area of particular focus is our large
airport format where our experience and analysis shows that
we can deliver superior average transaction value and sales
per passenger from larger store footprints. Larger stores
enable improved customer circulation which drives customer
conversion. Our first UK store showcasing a new design is due
to open in Gatwick Airport South Terminal in November with a
further store of a similar design due to open in Stansted Airport
this year.
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In rail, we have created a new format for smaller regional rail
stations which combines the traditional WHSmith format with a
coffee offer. We have opened our first store which is trading well.
This new format gives us opportunities to open stores in smaller
stations in the rail network. In addition, following the successful
opening of our standalone bookshop in Euston Station earlier in
the year, we will open a further two new bookshops in the first
half of the current financial year. These dedicated bookshops
provide an enhanced customer experience with a unique look
and feel and have been well received by customers, publishers
and landlords. We now have 11 bookshops open in air and rail.

Our hospital business is an important channel and we continue
to invest here. During the second half of the financial year we
developed and began trialling a new format within the WHSmith
footprint that also includes an M&S Food to Go range, with

an emphasis on healthy eating, and a WHSmith Coffee House
counter. We are pleased with the two trial stores we have opened
and customer feedback has been positive. During the year, we
opened 15 units in the UK, including three in air, five in rail and
six in hospitals, including three M&S Simply Food units. We now
have a total of 18 M&S Simply Food units open.

Looking ahead, we anticipate opening around 15 new units in
total in the UK in each of the next three years across all three

of our channels, while at the same time driving sales per
passenger in existing stores through improvements to customer
offer and active space and margin mix management.

“Looking ahead, we anticipate
opening around 15 new units
in total in the UK in each of
the next three years.”

International

We have built a successful Travel business based on the
different operating models applied in each channel. Our active
space management and our focus on providing a compelling
offer to customers and to landlords enables us to win and
retain business.

We continue to be successful in exporting this model overseas
where the WHSmith brand is well received and we have
demonstrated we can deliver improved performance and add
value relative to the previous incumbent.

Our International business is growing rapidly. We have now won
273 units and opened 233. However, our share of the global
news, books and convenience (NBC] travel market is still

very small and we see opportunities to grow using our three
economic models of directly-run, joint venture and franchise.
Total revenue for the year was £108m (2016: £79m)], up 37 per
cent versus the previous year. Approximately 17 per cent of this
increase relates to forex benefits. Like-for-like revenue was up
six per cent on a constant currency basis. Trading profit' for the
year was £9m, an increase of £2m on the previous year.

During the year, we won 41 new units including the significant
tender win at Changi Airport in Singapore and, in the second
half, seven units in Italy, including four at Rome Fiumicino
Airport and two in Rome Ciampino Airport. Our first unit in
Changi Airport is due to open in November 2017 with the
remaining nine units opening during the first half of 2018.

Four of the units in Rome are now open. In addition to the 23
units won in the first half we won a further 18 new units in the
second half, including the seven units in Italy and further units in
Malta, Oman, India, Indonesia and Malaysia.

Of the units we have won approximately 50 per cent are
franchised, 10 per cent joint venture and 40 per cent directly run.
We will continue to use these three economic models flexibly in
order to create value and win new business.

We are now present in 45 airports and 25 countries outside of
the UK with 62 units open in Europe, 84 in the Middle East and
India and 87 in Asia Pacific.

As at 31 August 2017 the Travel business operated from

815 units, including motorway service area franchise units.
Nine UK units were closed in the year, primarily due to landlord
redevelopment. Excluding franchise units, Travel occupies 0.6m
square feet.

“During the year, we won
41 new units including
the significant tender
win at Changi Airport
in Singapore.”
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Review of operations:
High Street

PERFORMANCE

REVENUE

£610m

PROFIT'

£62m

(2016: £639m) (2016: £62m)

Total Like-for-
revenue like revenue
(5% (4)%

RETAIL SELLING SPACE (SQ FT '000s)
AND NUMBER OF STORES

Number Retail

HIGH STREET of stores  selling space

2017 611 2,799

2016 612 2,827

2015 615 2,892

2014 604 2,490

AUK) 615 3,000

‘Our strategy to build on our

market leading position in
Stationery remains unchanged.”

High Street trading profit is stated after directly attributable share-based
payment and pension service charges and before unallocated costs, finance costs
and taxation. See Note 2 to the financial statements, Segmental analysis of results
on page 75 and Glossary on page 105 for an explanation of the Group's alternative
performance measures.

PERFORMANCE REVIEW 2016/17

High Street delivered a good performance in the year in line
with our expectations, matching a particularly strong profit
performance from last year with trading profit' flat at £62m
(2016: £62m).

High Street total revenue was down five per cent and down four
per cent on a like-for-like basis. Gross margin improved by
around 110 bps, through rebalancing the mix of our business,
better buying and markdown management.

In High Street, we aim to deliver sustainable profit growth
and good cash generation in a constantly changing
consumer environment.

As we do with our Travel business, we consider retail space as a
strategic asset and we utilise our space to maximise profitability
in the current year in ways that are sustainable for future years.
We have extensive and detailed space and range elasticity data
for every store, built up over many years and we utilise our
space to maximise the return on every metre drop in every store.
We also create value through improving margins, reducing costs
and driving third party income opportunities.

Nearly all our stores are located in the best retail locations

in the catchments in which we operate. This, and the huge
variability in the size and shape of our stores, continues to give
us opportunities to reconfigure our space to deliver margin

mix benefits and efficiencies in the store operating model.
During the year space changes have included further extending
our Stationery ranges and providing more, better quality space in
store to this category.

We have conducted a number of trials to explore opportunities
to further improve Stationery in our larger stores. These trials
have ranged from lower cost initiatives that deliver key benefits,
to additional space with new features, such as a dedicated

pen shop and digital area, through to a complete store
refurbishment, as we have done in Reading.

Our strategy to build on our market leading position in
Stationery remains unchanged. Stationery remains an attractive
category for us with good economics and growth potential.

Our in-house design capabilities for product and packaging;

the quality, breadth and depth of our ranges; our ability to
source competitively through our Far East sourcing office; and
our promotional offers and scale mean we can differentiate
ourselves in this category.

During the year, Stationery has continued to be the main
beneficiary of space with more stores benefitting from
additional space towards the front of store and further range
improvements. This additional space, combined with our range
development initiatives drove good like-for-like revenue growth
over the Christmas period (in categories such as calendars,
single Christmas cards, wrap, diaries and decorations), and at
‘back to school'.

In Books, the General Retail Market remains fairly stable
however the quality of publishing is still the biggest driver of
market performance. Ebooks continue to decline across the
market. During the first half, spoof humour books were a key
driver of revenue while revenue from ‘colour therapy' titles
reduced significantly versus last year. In the second half, we
annualised good publishing from 2016 including Harry Potter and
The Cursed Child.




Strategic report Corporate governance

Financial statements

Other information 13

We continue to focus on areas of strength and the net
profitability from this category. For example, spoof humour titles
over Christmas and our book clubs where we continue to drive
good results. The Richard and Judy Book Club remains the

UK's biggest book club and we are now in the second year of
our successful Zoella book club targeting young adult readers.
In September 2017, we launched a new Kids book club fronted
by Tom Fletcher. We also see opportunities to improve the
efficiency of our books operating model both in store and in the
supply chain, reducing stock levels and increasing productivity.

The newspaper and magazine market continues to be
challenging but we held our market share supported by the re-
launch of our bookazine ranges.

Driving efficiencies remains a core part of our strategy and

we focus on all areas of cost in the business. We continue

to deliver savings as part of our cost efficiency programme
whilst adjusting our variable costs to sales. During the year

we achieved cost savings of £12m. These savings come from
right across the business, including rent savings at lease
renewal, a more efficient store operating model through greater
use of technology and contract renegotiations. Over the next
three years, the leases on 250 stores expire giving us further
opportunities to renegotiate rent to reduce our occupation costs.
An additional £9m of cost savings have been identified over

the next three years making a total of £18m of which £9m are
planned for 2017/18.

“The Post Offices further
cement our position in the
heart of the communities
in which we operate.”

Post Offices continue to be an important area of investment.

We now have 166 Post Offices open within our High Street stores
of which 133 are franchises and 33 are run by Post Office Ltd
under a concession agreement. During the year, we opened

58 Post Offices from the deal we announced in April 2016.
Customer feedback continues to be positive with customers
commenting on the modern layout and environment as well as
extended opening hours. The contract for all 166 Post Offices
runs to 2026. The Post Offices further cement our position in the
heart of the communities in which we operate.

Funkypigeon.com performed well over the key seasons in

the year. Mobile continues to be the main and growing source
of traffic to the site and our investment in web development
reflects this. During the second half, in line with our plan, we
successfully opened a new 36,000 square foot fulfilment centre
having reached capacity in the original site which opened in
2011. This future proofing gives us scope to develop our gifting
offer further and bring the majority of our fulfilment in-house.

As at 31 August 2017, the High Street business operated
from 611 stores? (2016: 612}, which occupy 2.8m square feet
(2016: 2.8m square feet). Three stores were closed in the year.

2 Including branches in Guernsey and Isle of Man.

OUTLOOK

The distinct strategies for each of our businesses continue to
deliver a good performance. We see further opportunities for
growth in Travel in both the UK and overseas. Most airports

are forecasting increases in passenger numbers although

the forecasts remain variable by location. In addition, we will
continue to invest in our stores and service levels and open
new space. Outside of the UK we have won 273 units and

our International business is profitable and growing fast.

Our High Street strategy remains unchanged. We see further
opportunities to grow our margin and reduce our cost base and
we will continue to focus on driving returns from our existing
space with our forensic approach to space management.
Looking to the year ahead, while the economic environment
remains uncertain we are well positioned for the year ahead and
beyond. We will continue to drive both businesses, each with
their distinct strategies, to maximise the contribution from both
in order to deliver value for shareholders.

Stephen Clarke
Group Chief Executive

12 October 2017
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Financial review

GROUP REVENUE

Total Group revenue was up two per cent at £1,234m and flat on
a like-for-like basis. In Travel, total revenue was up nine per cent
with like-for-like revenue up four per cent reflecting investment
in our key initiatives and improved passenger numbers. For the
first time, revenue in Travel has overtaken High Street and Travel
is now the largest part of the Group in both revenue and profit.
As expected, in High Street, total revenue was down five per cent
with like-for-like revenue down four per cent.

In the first half, Travel like-for-like revenue was up five per cent
and up four per cent in the second half. In High Street, first half
like-for-like revenue was down three per cent, and down four
per cent in the second half.

Year to

H1 H2  August 2017

Like-for-like revenue % % %
Travel 5 4 4
High Street (3) (4) (4)

Group - - -

Stationery like-for-like revenue was up three per cent in the
year. Stationery remains an attractive category for us with good
economics and growth potential. Publishing remains the biggest
driver of the books market. Books like-for-like revenue was
down four per cent as we annualised some strong publishing
from the prior year which included JK Rowling's Harry Potter and
The Cursed Child. News and Impulse like-for-like revenue was
up one per cent. We continue to see good growth in our impulse
and Food to Go ranges. During the year we launched our new
‘Munch’ range and extended the offer with healthier snacks and
ready to eat convenience lines including fruit and protein pots.

Books and News and Impulse saw an increase in gross margin
compared to last year and Stationery was slightly lower than last
year reflecting mix and strong sales of digital ranges in Travel.

VYear to
Category like-for-like H1 H2  August 2017
sales % % %
Stationery 2 4 3
Books (3) (6) (4)
News and Impulse 1 1 1
Group - - -

“For the first time, revenue
In Travel has overtaken High
Street and Travel is now the
largest part of the Group in
both revenue and profit.”

Robert Moorhead
Chief Financial Officer and Chief Operating Officer

GROUP PROFIT

The Group generated profit before tax of £140m (2016: £131m),
an increase of seven per cent on the prior year. Group profit from
trading operations' increased to £158m, up six per cent on the
prior year.

2017 2016 Growth
£m £m %
Travel trading profit! 96 87 10
High Street trading profit' 62 62 -
Group profit from
trading operations' 158 149 6
Unallocated costs (16) (16)
Group operating profit 142 133 7
Net finance costs (2) (2)
Profit before tax 140 131 7

“The Group generated profit
before tax of £140m, an
increase of seven per cent
on the prior year.”

' Group profit from trading operations and High Street and Travel trading profit are stated
after directly attributable defined benefit service charge and share-based payment
costs and before unallocated costs, finance costs and taxation. See Note 2 to the
financial statements, Segmental analysis of results on page 75 and Glossary on page
105 for an explanation of the Group's alternative performance measures.
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TAXATION

The effective tax rate was 17 per cent (2016:17 per cent],
reflecting the lower statutory rate combined with the agreement
with the tax authorities of open items from prior years. In the
current financial year, we expect the effective tax rate to be
around 18 per cent. The exact tax rate achieved will depend

on the underlying profitability of the Group and agreeing
outstanding tax assessments with the tax authorities.

In the year ended 31 August 2017, WHSmith contributed £255m
in taxes, both paid and collected for the UK government. The key
taxes paid by the Group were business rates, UK corporation

tax and employers’ national insurance incurred in employing
our 14,000 people. Other taxes incurred include environmental
levies and customs duties. The main taxes the Group collects for
the government are the sales taxes charged to its customers on
their purchases and employee payroll related taxes.

£m
Taxes borne 87
Taxes collected 168
Total tax contribution 255

EARNINGS PER SHARE

Diluted earnings per share was 103.6p (2016: 93.9p), an increase
of ten per cent. This reflects the increase in profit and the lower

basic weighted average number of shares in issue following the

share buyback.

DIVIDENDS

The Board has a progressive dividend policy and expects that,
over time, dividends would be broadly covered twice by earnings
calculated on a normalised tax basis.

The Board has proposed a final dividend of 33.6p per ordinary
share, an increase of ten per cent on the prior year, giving a total
dividend per ordinary share of 48.2p, a ten per cent increase on
the prior year. This increase on the prior year, together with the
return of cash to shareholders announced on 12 October 2017,
reflects the continuing cash generative nature of the Group

and the Board's confidence in its future prospects. Subject to
shareholder approval, the dividend will be paid on 1 February
2018 to shareholders registered at the close of business on

12 January 2018. The final dividend will be paid gross.

“The Board has proposed a
final dividend of 33.6p per
ordinary share, an increase
of ten per cent.”

BALANCE SHEET AND CASH FLOW

As at 31 August 2017, the Group had net assets of £187m
(2016: £168m). The increase in net assets reflects the cash
generation of the business, the return of cash to shareholders
and investments in fixed assets.

CASH FLOW

The Group generated £105m (2016: £108m) of free cash flow.
The cash generative nature of both the Travel and High Street
businesses is one of the strengths of the Group.

2017 2016
£m £m

Group operating profit 142 133
Depreciation, amortisation and
amounts written off fixed assets 42 41
Working capital (7) 8)
Employers’ payroll tax on exercised
share awards (2) (2)
Capital expenditure (48) (42)
Net tax paid’ (25) (23)
Net interest paid (1) (1)
Movement in provisions (1) 2
Other items 5 8
Free cash flow 105 108

2 Excludes £13m repayment on account made in 2016. See Note 9 to the financial statements
on page 82.

Cash outflows from working capital were £7m which reflects our

new store opening programme and timing. Payments relating to

employers payroll tax resulting from the exercise of share based

awards were £2m compared to £2m last year. Net corporation

tax paid on trading profits was £25m, compared to £23m

last year.

Capital expenditure was £48m in the year and was £6m higher
than the prior year due to the investment in Post Offices and
the store operating model. Capex includes new stores in Travel
in the UK and International, further investment in the store
operating model, IT and our existing stores, and further format
trials in Travel and High Street.

This year, we expect capex to also be around £48m.

Going forward after this year, we expect capex to be around
£45m per annum although this will depend on the number of
new stores we open.
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Financial review continued

Analysis of capex:

RETURN ON CAPITAL EMPLOYED (ROCE)

2017 2016 ROCE for the Group after capitalising operating leases is 25 per
£m fm cent (2016: 27 per cent) with Travel at 29 per cent (2016: 36 per
New stores and store development 23 20 cent] and High Street at 23 per cent (2016: 22 per cent).
Refurbished stores 13 12 ROCE with
Systems 10 7 Operating operating
capital leases
Other 2 3 employed ROCE  capitalised
Total capital expenditure 48 42 £m® %* %°
] Travel 75 128% 29%
Trading operations 205 77% 26%
The movement in net funds is as follows: Unallocated central liabilities (17)
2017 2016 Operating assets employed 188 76% 25%
- Em £m ® Netassets adjusted for net funds and retirement benefit obligations [net of deferred tax).
Opemng netfunds u 15 “ Returnon capital employed is calculated as the trading profit as a percentage of
Free cash flow 105 108 operating capital employed.
Dividends paidw (50] [46] > Return on capital employed after capitalised net operating leases is calculated as the
Pension funding (3) (3) ledes, Adustod rading proft s tated sfir sading bock ine anedtnet rentang
Net purchase of o shares for o o |
employee share schemes
Purih;/se of own shares for For the prior year, comparable ROCE was 80 per cent (Travel 116
cancellation (40) (47) per cent and High Street 54 per cent).
Return of payment on account
to HMRC? (2) (13)
Proceeds from the sale and leaseback
of equipment - 3
Repayments of obligations under
finance leases (4) (3)
Other (1) 2
Closing net funds before net
movement in finance leases 3 10
Net movement on finance leases 1 (3)
Closing net funds 4 7

' Dividends paid include current year interim and prior year final dividends paid.

2 £2min 2017 relates to the interest on the £13m repayment to HMRC made in 2016.
See Note 9 to the financial statements on page 82.

In addition to the £105m of free cash flow generated in the

year, the Group has seen a net cash outflow of £62m in relation

to non-trading operations. This includes £50m of dividend

payments, £3m pension funding and net purchase of our own

shares for employee share schemes of £9m.

In total we returned £41m to shareholders through an on-
market buyback of which £40m had been cash settled by

31 August 2017. A further buyback of up to £50m was announced
on 12 October 2017.
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PENSIONS

The latest actuarial revaluation of the main defined benefit
pension scheme, the WHSmith Pension Trust, was at 31 March
2017 at which point the deficit was £11m (31 March 2014
actuarial revaluation deficit of £24m). The Group has agreed

a revised annual funding schedule with the Trustees from
September 2017 for the next six years of just under £3m, a
reduction of approximately £0.5m. This includes the deficit
recovery contributions and other running costs. During the year
ended 31 August 2017, the Group made a contribution of £3m to
the scheme.

The scheme has been closed to new members since 1996 and
closed to defined benefit service accrual since 2007. The Liability
Driven Investment (LDI) policy adopted by the scheme continues
to perform well with around 85 per cent of the inflation and
interest rate risks hedged.

As at 31 August 2017, the Group has an IFRIC 14 minimum
funding requirement in respect of the WHSmith Pension Trust
of £4m (2016: £5m) and an associated deferred tax asset of

£1m (2016: £1m) based on the latest schedule of contributions
agreed with the Trustees. As at 31 August 2017, the scheme

had an IAS 19(R) surplus of £269m (2016: surplus of £164m)
which the Group has continued not to recognise. There is an
actuarial deficit due to the different assumptions and calculation
methodologies used compared to those under IAS 19(R).

The IAS 19(R) pension deficit on the relatively small UNS defined
benefit pension scheme was £2m (2016: £2m).

OPERATING LEASES

The Group's stores are held mainly under operating leases that
are not capitalised and therefore are not included as debt for
accounting purposes. The High Street leases are on standard
‘institutional’ lease terms, subject to five year upwards-only rent
reviews. The Travel stores operate mainly through turnover-
related leases, usually with minimum rent guarantees, and
generally varying in length from five to ten years.

The business has an annual minimum net rental commitment
of £182m (2016: £159m) (net of £1m of external rent receivable
(2016: £2m)]). The total future rental commitment at the balance
sheet date amounted to £841m (2016: £769m) with the leases
having an average life of five years.

CONTINGENT LIABILITIES

The Group has contingent liabilities relating to reversionary
property leases. Any such contingent liability which crystallises
will be apportioned between the Group and Connect Group PLC
(formerly Smiths News PLC] in the ratio 65:35 pursuant to the
terms of the Demerger Agreement (provided that the Connect
Group PLC liability is limited to £5m in any 12 month period).
We have estimated the Group's 65 per cent share of the future
cumulative contingent rental commitment at approximately
£3m (2016: £3m).

Robert Moorhead
Chief Financial Officer and Chief Operating Officer

12 October 2017
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Our performance

Key performance indicators

Driving profitable growth

REVENUE (£m) GROSS MARGIN MOVEMENT PROFIT' (Em)
(basis points)

—

Total revenue (Em) including Gross profit divided by revenue. Travel and High Street trading profit is
retail sales, wholesale sales to stated after directly attributable share
franchisees, and commission and based payments and pension charges,
fee income on concession and and before unallocated costs, finance

Year-on-year movement expressed
in basis points.

franchise arrangements. costs and taxation.
2. Year-on-year percentage movement. Group is Group profit before tax.
Travel
@
High Street
@
GFOUp @
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Focused use of cash

FREE CASH FLOW! (Em)

Free cash flow is cash generated from
operating activities adjusted for capital
expenditure, repayments to HMRC
(see Note 9 to the financial statements
on page 82), pension funding and net
interest paid.

2017 105

2016 108

2014 98

2013 95

Returns to shareholders

EARNINGS PER SHARE (p)

Earnings per share is the diluted
earnings per share in pence per share
and percentage increase to prior year.

DIVIDEND PER SHARE (p]

Total dividend per share.

RETURN OF CASHTO
SHAREHOLDERS (Em)

Total cash returned to shareholders
through dividends and buybacks.

2017 103.6  10%

2016 93.9  10%

2015 85.6 13%

2014 760  19%

2013 63.8 7%

2017 48.2

2016 439

2015 39.4

2014 35.0

2013 30.7

2017 91

2016 93

2015 96

2014 79

2013 84

Performance indicators relating to operating responsibly can be found in the Corporate responsibility and environment section
of the Strategic report set out on pages 25 to 27 and in our full CR report, available at www.whsmithplc.co.uk/cr.

' See Glossary on page 105 for an explanation of the Group’s alternative performance measures.
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Principal risks and uncertainties

RISK MANAGEMENT FRAMEWORK

Our risk management framework is designed so that material
business risks throughout the Group can be identified, assessed
and effectively managed. This framework incorporates the
following core elements:

Identify - Risk registers compiled by each business function
- Risk mapping to identify emerging issues

Assess - Determining the likelihood of risk occurrence

- Evaluating the potential impact

Mitigate - Agreeing actions to manage the identified risks
- Ensuring control measures are in place

Monitor - Reviewing the effectiveness of controls

- Maintaining continued oversight and tracking

All principal business functions compile risk registers and
summary risk maps to identify key risks, assess them in
terms of their likelihood and potential impact, and determine
appropriate control strategies to mitigate the impact of these
risks taking account of risk appetite. The ongoing monitoring
of this framework is overseen by the respective Business Risk
Committees and the Group Audit Committee.

During the year, the Board reviewed the effectiveness of the
Group's risk management and internal controls systems.

This review included the discussion and review of the risk
registers and the internal controls across all business functions,
as part of an annual exercise facilitated by the Internal Audit
team. During the year, the Board also received presentations
from management on specific risk areas such as cyber risk,
international expansion, and the ongoing risk monitoring
processes and appropriate mitigating controls.

BOARD REVIEW OF PRINCIPAL RISKS
AND UNCERTAINTIES

The Board has undertaken a robust assessment of the principal
risks and uncertainties facing the Group, including those that
would threaten its business model, future performance, solvency
or liquidity. Those principal risks are described on the following
pages, along with explanations of how they are managed

and mitigated. The Group recognises that the profile of risks
constantly changes and additional risks not presently known,

or that may be currently deemed immaterial, may also impact
the Group’s business objectives and performance. Our risk
management framework is therefore designed to manage rather
than eliminate the risk of failure to achieve business objectives,
and, as such, can only provide reasonable and not absolute
assurance against these principal uncertainties impacting on
business performance.

CHANGES IN PRINCIPAL RISKS COMPARED
TO LAST YEAR

The table on the following page summarises the principal risks
and uncertainties agreed by the Board. The table incorporates
further information relating to the movement in the level of
these risk exposures during the year, to highlight whether, in
our view, exposure to each of the principal risks is increasing,
decreasing or remains broadly the same.
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Key: Change in risk level

@ higher @ no change @ lower

Risk/description

Mitigation

Change in risk level

ECONOMIC, POLITICAL, COMPETITIVE AND MARKET RISKS

The Group operates in highly competitive markets
and in the event of failing to compete effectively

with travel, convenience and other similar product
category retailers, this may affect revenues obtained
through our stores. Failure to keep abreast of market
developments, including the use of new technology,
could threaten our competitive position.

Factors such as the economic climate, levels of
household disposable income, seasonality of sales,
changing demographics and customer shopping
patterns, and raw material costs could also impact on
profit performance.

The Group may also be impacted by political
developments such as exiting the European Union,
regulatory and tax changes, increasing scrutiny by
competition authorities and other changes in the
general condition of the retail and travel markets.

The Group's performance is dependent upon effectively
predicting and quickly responding to changing consumer
demands. The Group conducts customer research to
understand current demands and preferences in order to
help translate market trends into saleable merchandise.

The Group continues to monitor the implications arising
from the process of exiting the European Union and is a
member of a number of key industry bodies which provide
insight and updates on this process.

®

There are a number of
increasing uncertainties
relating to the nature
and resulting impact of
the ongoing negotiations
regarding the UK's exit
from the European
Union. These are further
described in the note on
page 24.

BRAND AND REPUTATION

The WHSmith brand is an important asset and
failure to protect it from unfavourable publicity
could materially damage its standing and the
wider reputation of the business, adversely
affecting revenues.

As the Group continues to expand its convenience

food offer in travel locations, associated risks include
compliance with food hygiene and health and safety
procedures, product and service quality, environmental
or ethical sourcing, and associated legislative and
regulatory requirements.

The Group monitors the Company’s reputation, brand
standards and key service and compliance measures
to ensure the maintenance of operating standards and
regulatory compliance across all of our operations.

We undertake regular customer engagement to understand

and adapt our product, offer and store environment.

We operate a framework for monitoring compliance with

all regulatory, hygiene and safety standards, encompassing

supplier and store audits and clearly defined sourcing
policies and procedures. Our corporate responsibility

programme monitors our performance in respect of our key

themes of the Marketplace, Workplace, Environment and
Impact on the Community.

©

KEY SUPPLIERS AND SUPPLY CHAIN MANAGEMENT

The Group has agreements with key suppliers in the
UK, Europe, the Far East and other countries in which
it operates. The interruption or loss of supply of core
category products from these suppliers to our stores
may affect our ability to trade. Quality of supply issues
may also impact the Group’s reputation and impact
our ability to trade.

The Group conducts risk assessments of all its key
suppliers to identify alternatives and develop contingency
plans in the event that any of these key suppliers fail.
Suppliers are required to comply with the conditions laid
out in our Supplier Code of Conduct, which covers areas

such as production methods, employee working conditions

and quality control. The Group has contractual and other

arrangements with numerous third parties in support of its
business activities. None of these arrangements alone are

individually considered to be essential to the business of
the Group.

©
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Principal risks and uncertainties continued

Risk/description

Mitigation

Change in risk level

STORE PORTFOLIO

The quality and location of the Group’s store

portfolio are key contributors to the Group’s strategy.
Retailing from a portfolio of good quality real estate in
prime retail areas and key travel hubs at commercially
reasonable rates remains critical to the performance
of the Group.

All of High Street’s stores are held under operating
leases, and consequently the Group is exposed to the
extent that any store becomes unviable as a result

of rental costs. Most Travel stores are held under
concession agreements on average for five to ten
years, although there is no guarantee that concessions
will be renewed or that Travel will be able to bid
successfully for new contracts.

The Group undertakes research of key markets and
demographics to ensure that we continue to occupy prime
sites and identify appropriate locations to acquire new space.

We maintain regular dialogue and good relationships with
our landlords. The Group also conducts extensive customer
research and analysis to gather feedback on changing
consumer requirements which is shared with landlords as
part of this ongoing relationship management programme.

©

BUSINESS INTERRUPTION

An act of terrorism or war, or an outbreak of a
pandemic disease, could reduce the number of
customers visiting WHSmith outlets, causing a decline
in revenue and profit. In the past, our Travel business
has been particularly impacted by geopolitical events
such as major terrorist attacks, which have led to
reductions in customer traffic. Closure of travel
routes both planned and unplanned, such as the
disruption caused by natural disasters or weather-
related events, may also have a material effect on
business. The Group operates from three distribution
centres and the closure of any one of them may cause
disruption to the business.

In common with most retail businesses, the Group
also relies on a number of important IT systems,
where any system performance problems, cyber risks
or other breaches in data security could affect our
ability to trade.

The Group has a framework of operational procedures

and business continuity plans that are regularly reviewed,
updated and tested. The Group also has a comprehensive
insurance programme covering our global assets, providing
cover ranging from property damage and product and public
liability, to business interruption and terrorism. Back-up
facilities and contingency plans are in place and are reviewed
and tested regularly to ensure that business interruptions
are minimised.

The Group’s IT systems receive ongoing investment to
ensure that they are able to respond to the needs of the
business. Back-up facilities and contingency plans are in
place and are reviewed and tested regularly to ensure that
data is protected from corruption or unauthorised use.

RELIANCE ON KEY PERSONNEL

The performance of the Group depends on its ability to
continue to attract, motivate and retain key head office
and store staff. The retail sector is very competitive and
the Group's personnel are frequently targeted by other
companies for recruitment.

The Group reviews key roles and succession plans.

The Remuneration Committee monitors the levels

and structure of remuneration for directors and senior
management and seeks to ensure that they are designed
to attract, retain and motivate the key personnel to run the
Group successfully.
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Risk/description

Mitigation Change in risk level

INTERNATIONAL EXPANSION

The Group continues to expand internationally. In each
country in which the Group operates, the Group may
be impacted by political or regulatory developments,
or changes in the economic climate or the general
condition of the travel market.

The Group utilises three business models to manage
risk in our overseas locations: directly run, joint venture
and franchise.

@®

This is an area of
increasing risk, reflecting
the growth of our
International business.

The Group uses external consultants to advise on
compliance with international legislative and regulatory
requirements, to monitor developments that may impact
on our operations in overseas territories and to conduct
reputational due diligence on potential new business
partners. Our geographical spread of activity mitigates
against the material concentration of risk in any one area.

TREASURY, FINANCIAL AND CREDIT RISK MANAGEMENT

The Group's exposure to and management of capital,
liquidity, credit, interest rate and foreign currency
risk are analysed further in Note 23 on page 90 of the
financial statements. The Group also has credit risk
in relation to its trade, other receivables and sale or
return contracts with suppliers.

The Group's Treasury function seeks to reduce exposures
to interest rates, foreign exchange and other financial risks,
to ensure sufficient liquidity is available to meet foreseeable
needs and to invest cash assets safely and profitably.

The Group does not engage in speculative trading in financial
instruments and transacts only in relation to underlying
business requirements. The value of any deposit that can be
placed with any approved counterparty is based on short-
term and long-term credit ratings. The Group’s Treasury
policies and procedures are periodically reviewed and
approved by the Audit Committee and are subject to Group
Internal Audit review. The Group has a committed facility
with a number of financial institutions which is available to
be drawn for general corporate purposes including working
capital. This facility matures in December 2021.

©

CYBER RISK AND DATA SECURITY

The Group is subject to the risk of systems breach

or data loss from various sources including external
hackers or the infiltration of computer viruses.

Theft or loss of Company or customer data or potential
damage to any systems from viruses, ransomware or
other malware could result in fines and reputational
damage to the business that could negatively impact
our sales.

The Group employs a framework of IT controls to protect
against unauthorised access to our systems and data,
including monitoring developments in cyber security.

This control framework encompasses the maintenance of
firewalls and intruder detection, encryption of data, regular
penetration testing conducted by our appointed external
quality assurance providers and engagement with third party
specialists, where appropriate.

®

While the external threat
level is ever changing,
there has been a
general increase in the
number of externally
reported cyber attacks
affecting businesses.

We have a Steering Group overseeing our approach and
response to Cyber risk, and monitoring our programme of
ongoing compliance with the Payment Card Industry Data
Security Standard and the EU GDPR.
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Principal risks and uncertainties continued

ASSESSING THE IMPACT OF OUR PRINCIPAL RISKS ON OUR STRATEGIC PRIORITIES

The table below maps our strategic priorities with our principal risks, to demonstrate which of these risks could have an impact on the
ongoing achievement of these strategic priorities.

Economic,
political, Key suppliers Treasury,
competitive and supply financialand  Cyber risk
and market Brand and chain Store  Business  Reliance on International credit risk and data
risks reputation management portfolio interruption key personnel expansion management security
1. Travel
i. Winning new
space/developing v v v v v v v v v
new formats in UK
and internationally
ii. Managing our
space to meet the v v v v v v
changing needs of
our customers
ii. Improved
execution and 4 v v v v v v
service
2. High Street
i. Optimise returns v v v v v
on space
il. Margin growth
from mix 4 v v v v v
management
iii. Cost efficiency 4 v v v v
iv. Utilising our
assets and third 4 v v v v
party partnerships
3. Focused use of cash v v v v v v
BREXIT

Following the UK referendum to leave the EU, there will be a period of uncertainty until an agreement on exit has been agreed
between the UK and EU. In the circumstances, the extent to which our operations and financial performance are affected in the
longer term will only become clear as details of this agreement emerge. We have considered the possible consequences that Brexit
could have upon our business and have concluded that it does not raise any new principal risks, although it does have the potential to
impact a number of our existing risks, for example, regulatory changes and economic uncertainty, including impacts from changes in
foreign exchange rates.

We will continue to monitor the risks and uncertainties arising from Brexit as part of the Company’s risk management and control
processes which are described on page 20.

VIABILITY STATEMENT

In accordance with provision C.2.2 of the UK Corporate Governance Code 2016, the directors are required to issue a 'viability
statement’ declaring whether we believe the Company is able to continue to operate and meet its liabilities over a period greater than
12 months, taking into account its current position and principal risks.

The directors have assessed the prospects of the Group over a three year period, taking into account its recent historical performance,
forecasts, principal risks and mitigating factors. A three year period is considered the appropriate timeframe to assess the Group's
prospects as it is consistent with the Group’s strategic planning and review period, management incentive schemes and medium term
financing considerations.

The strategic review incorporates plans at both the Group and Operating Division level. The plans consider the Group's cash flows,
committed funding liquidity positions, forecast future funding and key financial metrics.

Using the strategic plan as a base, we have modelled a range of severe but plausible scenarios reflecting the Group’s principal risks to
establish their effect on the Group’s cash and bank facilities.

Taking account of the above matters, and the Group’s current position and principal risks, the directors have a reasonable expectation
that the Group will be able to continue in operation and meet its liabilities as they fall due over the three year period ending
31 August 2020.
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Other disclosures

CORPORATE RESPONSIBILITY PROGRAMME

At WHSmith, we have a long-standing commitment to high
standards of corporate responsibility (CR). Our programme is
comprised of four key areas of CR: Environmental management,
Responsibility in the marketplace, Workplace practice and
Community impact. Accountability for each area rests with
named members of our Board, who, in turn, are supported
by senior executives responsible for delivering our objectives.
In this way we ensure our CR work is embedded across our
organisation. The Board carry out annual reviews to ensure
the successful implementation of the CR strategy and to
monitor performance against our CR targets. The following
pages provide an introduction to our CR work during the year.
More detailed information, including performance data and
future targets, is available in our full CR report, available at
www.whsmithplc.co.uk/cr.

CUSTOMERS

Excellent customer service is a core part of our business
objectives and we recognise and reward staff who meet the
highest standards. We use mystery shoppers to monitor
customer service and reward employees who perform well.

We also operate a gold badge recognition scheme in our High
Street stores awarded to store staff who have delivered excellent
customer service. In our Travel business, we continue to build
upon and grow our Customer First initiative to drive a culture of
excellent customer service standards throughout the business.

Our Marketing Code of Practice sets out the standards we follow
in our promotional activity, marketing and advertising and seeks
to ensure that the products we sell are safe, fit for purpose,
meet legal standards and are not described in a misleading
manner, particularly when marketing to children.

We aim to offer our customers a choice of healthy options when
they buy food or drink from WHSmith, and our healthy ranges
continue to grow. We launched our Munch Better chilled food
range in October 2016 and this sub-brand now accounts for
nearly a quarter of our chilled food sales. All of our Munch
Better lines are under 400 Kcals and amber or green on the
traffic light system. Our queuing system now features a range
of protein bars, Graze products and own brand Munch lines that
include raw nuts and fruit. Initiatives like this, together with our
improved ranges, have contributed to healthier snacking sales
growing by over 30 per cent within Travel last year.

ETHICAL TRADING AND HUMAN RIGHTS

WHSmith's Ethical Trade Code of Conduct, based on the

ETI Base Code, underpins our ethical trade strategy and
programmes. We will only place orders with suppliers who
are committed to working towards compliance with this
Code. Our objective is to work with our suppliers to bring
about incremental change through our programme of factory
audits and ongoing engagement. Over the last year, we have
also completed a detailed review of our ethical trade policies
and audit process, benchmarking WHSmith against other
ETI members to ensure that our approach is in line with
best practice.

WHSmith is a member of the Ethical Trading Initiative, an
alliance of companies, trade unions and NGOs that promotes
respect for workers’ rights around the globe.

We have an in-house ethical audit team based in China who
conduct audits of our own-brand suppliers in Asia at least every
two years assessing compliance with our Code of Conduct and
grading suppliers Black, Bronze, Silver and Gold. A factory
must be graded Bronze or above if we are to work with them.
We use a mix of announced and unannounced audits. We are
increasing the number of unannounced audits to ensure that we
are seeing as true a picture as possible of the factory conditions.
Last year, around a third of factory audits (by overall spend)
were unannounced. We have joined the Supplier Ethical Data
Exchange (SEDEX] to provide additional risk assessments and
audit data, which will allow more detailed ethical risk analysis of
UK and European suppliers.

Our team spend a significant part of their time leading our
engagement work to support suppliers as they seek to improve
working conditions. Engagement focuses on resolving specific
issues identified during audits, as well as wider projects working
with a range of suppliers on a key issue, for example, worker
representation or health and safety.

We continue to develop our understanding of modern slavery
risks within our business and supply chain. We have reported

on this area in detail in a separate Modern Slavery Statement.
This is available at www.whsmithplc.co.uk. A copy of our Ethical
Trading Code of Conduct and Human Rights Policy is available at
www.whsmithplc.co.uk/corporate_responsibility/our_policies/.

FOREST SOURCING

Paper-based products are a core part of WHSmith's business
and sustainable timber sourcing is therefore one of our key CR
priorities. We are committed to minimising the environmental
impact of the paper used in own-brand products, and to do

so we work to a continuing objective that all virgin (i.e. non-
recycled) material used in our products is from known, legal,
well-managed and credibly certified forests. As part of our
work towards this objective and in line with the requirements
of the EU timber regulations, we carry out an in-depth and
rigorous assessment of supplier forest sourcing systems.

We have set certified (FSC/PEFC) or recycled as a minimum
standard, which gives additional assurance that pulp is from
low risk sources. In July, WWF released the results of their 2017
Timber Scorecard, a survey of retailer timber sourcing policies.
WHSmith was praised for making very good progress and we
were pleased to be one of a group of businesses that were
awarded their top rating. More than 90 per cent of the pulp used
in our own-brand stationery products now comes from certified
sustainable forest sources, and we have set a target to get to at
least 95 per cent by 2020. A copy of our Forest Sourcing Policy
is available at www.whsmithplc.co.uk/corporate_responsibility/
our_policies/.
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ENVIRONMENT

We recognise that good environmental management also
makes good business sense. We are committed to reducing
the environmental impact of our business, and measure our
performance each year. A copy of our Environmental Policy is
available at www.whsmithplc.co.uk/corporate_responsibility/
our_policies/.

Greenhouse gas emissions

We have been working for many years to reduce the amount of
energy we use, recognising the opportunity both to reduce our
overall carbon footprint and also to reduce operating costs for
the business. We are on track to meet our objective to cut CO.e
emissions from stores and distribution centres by 45 per cent
per square foot by 2020 (from a 2007 baseline). The ownership
for energy consumption sits with our store managers who have
direct accountability for energy costs, therefore driving high
levels of awareness and engagement among our store teams.

During the year, we have been working on a project to roll out
energy efficiency best practice across the Group. The project
involves, firstly, understanding what energy a store should

be using, and then making changes to the settings of key

energy using systems, and, in larger sites, the installation of
additional control equipment and automation to ensure things
are controlled efficiently. These improved energy efficiency
measures have now been implemented in 220 High Street stores
and 430 Travel units. On average we expect to see a saving of
around five per cent in a typical store.

WHSmith's transport delivery network is a long and complex
one, covering well over a thousand stores across the length and
breadth of the UK. The emissions from our fleet of lorries make
up a significant part of our carbon footprint and we work hard
to maximise efficiency wherever we can. Since 2007, we have
reduced our COe emissions per pallet moved by 21 per cent.

We work with our transport providers to carry out regular

and in-depth reviews of our transport operations t