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We are one of the UK’s
leading retailers, with over
21 million people visiting
our stores each week.

We offer stylish, high quality,
great value clothing and
home products, as well as
outstanding quality foods,
responsibly sourced from

around 2,000 suppliers
globally. We employ over
75,000 people in the UK
and abroad, and have
622 UK stores, as well as
an expanding international
business.
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Our plan

In the last year, we’ve built on our plan

to grow M&S into a world-class retailer
that’s customer-focused, fast-moving
and flexible. We work hard to ensure

we offer only the highest quality products,
service and shopping environments

in all of our stores.

Looking forward, our plan hasn’t changed,
but it has broadened to focus on five key
growth areas. We will:

e continue to invest in and grow our core
UK retail business, by introducing new
goods and services;

e strengthen our UK property portfolio;

e drive our M&S Direct business;

e expand our International business; and

* integrate Plan A (our ‘eco plan’) into
every aspect of how we do business,
so that we grow in a sustainable way.

MARKS AND SPENCER GROUP PLC

We will monitor and measure our
performance against these objectives.

In the following pages, we’ve begun this
process by setting out Key Performance
Indicators (KPIs).

In the current difficult economic climate,
our brand values — quality, value,
service, innovation and trust — are more
important than ever. Our commitment

to these values sets us apart from our
competitors, and enables us to offer

our customers something truly special.

2007/08 has been a year of positive
achievements, as you’ll see in the Chief
Executive’s statement. Although the
outlook for the global and domestic
economy remains uncertain, we’re
confident that we’re making good
progress towards long-term growth.

Total group sales Food

£9,022m

UK sales (excluding VAT)

£4,250m (+6.9%)

Food accounts for 51.1% of our UK
business and we have a market share
of 4.3% (source: TNS Worldpanel).
We opened 98 Simply Food stores
growing our portfolio to 299 across the

UK, including franchised stores in BP
Connect forecourts, motorway service
stations, railway stations and airports.

>read more on page 5

Clothing and Home
UK sales (excluding VAT)

£4.059m (+1.4%)

We are the UK'’s largest clothing retailer
with a value market share of 11.0% and
volume market share of 11.2% (source:
TNS Worldpanel) and sales accounting
for 48.9% of our UK business.

>read more on page 5

International
Sales (excluding VAT)

£713m (+16.8%)

Our International business accounts for
7.9% of Group turnover and has grown
to 278 stores in 39 territories globally.
During the year, we entered 4 new
territories and opened 38 new stores.

>read more on page 5
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Key performance indicators

£m 2004/05 2005/06 2006/07 2007/08 £m 2004/05 2005/06 2006/07 2007/08
B UK Retall 7,034.7 72750 79775 8,309.1 B UK Retalil 588.4 790.1 956.5 972.9
M International Retail 455.8 522.7 610.6 7129 W International Retail 60.7 65.7 87.5 116.4
Total 7,490.5 7,797.7 8,588.1 9,022.0 Total 649.1 855.8 1,044.0 1,089.3

EZ- N B 00220 E S O 10693
E A B ©55. E A B 10440
N 7o EEr N B56.8
E N 74805 X 640.1

Group profit before tax £m Earnings per share

2007/08
[ 2007/08 | 1,007.1
| 2006107 | 965.2 . p
| 2005/06 | 751.4
[ 2004705 | 556.1 2006/07 40.4p

2005/06 31.4p
2004/05 19.2p

Group gross margin Market share value Clothing & footwear

2007/08 2007/08
2005/06 2006/07  2007/08
2006/07 38.9% 2006/07 11.1% Womenswear 105 11.3 11.1
[5) Lingerie 243 261 24.8
2005/06 38.3 0/o 2005/06 10.4% T 96 108 108
2004/05 34.7% Kidswear 42 45 48

Market share value Food Market share volume Clothing & footwear

2007/08 2007/08

Note: As part of TNS’ annual
O restatements, data can sometimes O
alter in prior years as they make
changes to definitions or clean up O
1 the data following more detailed 1

information. This has always been the
case and any changes are typically

2005/06 2006/07  2007/08

2006/07 4.2%* very small adjustments. This is a 2006/07 10.7% Womenswear 88 10.0 10.0
process that all data providers do - -

2005/06 4.1% as a part of due diligence. 2005/06 10.1% Lingerie 16.7 183 17.9

* Rebased figure Menswear 112 111 131

Kidswear 4.4 5.0 5.2

The profit measures above are from continuing operations and stated before property disposals and exceptional items.
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Average weekly footfall

2004/05 2005/06 2006/07 2007/08

Approximately half of M&S UK stores are fitted with entrance cameras that record the number
of people who visit our stores. This known footfall is analysed so that we can establish the ratios
between the visits and sales, and then apply this to stores without cameras. A total average
footfall figure can then be calculated.

In 2007/08 there was a change in methodology and an upgrade in technology that means we
are more accurately capturing customer footfall. Previously we were under-stating our customer
flow. We switched to enhanced technology - thermal image cameras that are more sensitive
in picking up flow of individuals and separating groups of people as they walk into the store.
We also increased the sample of annualised stores from 33 to 260, weighted to represent the
whole chain.

* Rebased figure

w
C
Mystery shopping é
May June July Aug Sept Oct Nov Dec Jan Feb Mar 2
@
<
” 2
Each of our stores is anonymously visited once a month - twice 4 i
in the case of our larger flagship stores — by a mystery shopper \,'
who evaluates service quality. In 2007/08 that was the equivalent 2007/08 \‘_ "
of approximately 6,240 visits to our stores. Scores for each question - 5
are validated through an online customer survey. <
l
>
QO
>
. [}
2006/07 379 2
0 <
s
Operational CO.e emissions tonnes
2006/07  2007/08 2011/12
...... g)
We’ve reduced our carbon dioxide and equivalent emissions cj
(CO.e) produced by our UK and Republic of Ireland stores, 2
O offices, warehouses, business travel and logistics. Emissions §
\1, \l/ - O are down by 9% from 517,000 tonnes in 2006/07 to 469,000
tonnes, despite a 5% increase in sales-floor area.
..... o
517 469 Nil 2
2
Q.
[N
[}
o)
Energy efficiency kWh/sq ft Waste sent to landfill tonnes e
[0}
2006/07  2007/08 2011/12 2006/07 2007/08 2011/12 a"
— P
51,000
4%
- ..’0, 5®
O 0,.. (_—): g
"0,' 30
v -0% =
¢ ...‘0 > %
|~ | o,
0’..
v 0
68 65 51

For Plan A performance refer to the How we do business report at marksandspencer.com/annualreport08
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Chairman’s foreword

Your dividend

22.5p

Total dividend

8.3p

Interim dividend

==
14.2p - t

Final dividend

Lord Burns

This is my final report to you as Chairman, and I’'m pleased to report that while the
market has become tougher in the second half, it has been a good year for M&S.
Profits are up; our plan remains firmly on track; and we end 2007/08 as a stronger,
more competitive business than for many years. As a result, we report an increase

in your dividend of 23% to 22.5p and an increase in adjusted earnings per share (EPS)

of 7.9% to 43.6p.

The work done over the last four years in getting the basics
right has enabled us to deliver good results despite difficult
conditions. However, the trading environment remains
uncertain and we need the right management in place to
take us forward.

For these reasons, the Board concluded that it would be in
the best interests of the business to retain Sir Stuart Rose

in a leadership role until 2011. We also wanted to prepare for
a smooth transition to a new Chief Executive before Stuart’s
eventual departure, and more generally, to ensure continuity
in a business that has experienced a great deal of change in
recent years.

We decided that these objectives could best be achieved

by Stuart taking up the position of Executive Chairman. He
explains on page 6 how this will enable him to continue to
drive the business forward, while giving others greater scope
to demonstrate their talents and leadership ability.

Although the decision to retain Stuart until 2011 has

received widespread support, there has been some criticism
of combining the roles of Chairman and Chief Executive. We
remain strongly of the view that this was the only practical way
to secure his extended term, and is the right decision for M&S.
As | explained in detail in the letter sent to all shareholders on
3 April 2008, we have put in place a number of safeguards to
mitigate the governance concerns arising from Stuart’s new
role. These include the appointment of Sir David Michels as

independent Deputy Chairman and the search for a new
independent non-executive director is underway. We have
introduced annual voting for Stuart’s reappointment starting
this year, and are also considering recruiting a further new
independent non-executive director. To see a copy of this
letter go to marksandspencer.com/thecompany

You may notice certain changes to this year’s report, resulting
from the new Companies Act 2006. Shareholders were given

a choice of formats in which to receive our report, and we were
pleased that so many have opted to read it online, enabling

us to reduce our environmental impact. With greater emphasis
on online reporting, we've created a much improved website,
which you can see at
marksandspencer.com/annualreport08

| have enjoyed my time with M&S. Significant progress has
been made as the business has continued to be transformed
in the eyes of customers, employees and the wider world.

| am confident that our strong Board, and plan for long-term
growth, puts M&S on course for a successful future.

RN

-

Lord Burns
Chairman
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Chief Executive’s
statement
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It’s been another good year for M&S, achieved in
difficult circumstances. We started with a strong
first half, but experienced more difficult trading
conditions in the second half, largely as a result
of the economic slowdown.
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Having completed the first phase of our recovery,
we are now broadening our plan in order to take
the business into the next stage of growth. In

Sir Stuart Rose

2008/09 we will need to manage the business o
in a challenging economic environment, while é
continuing to invest for future growth. Highlights é
@
s
Broadening the plan £1 ,007m
In 2004 we put in place a three-part plan for renewing and reinvigorating M&S Adjusted pre-tax profits
in order to secure profitable growth and build the business for the long term.
Our focus was on getting the basics right, by improving the products we offer, 4 . 3 0/0 -
our customer service and shopping environments. Increase in adjusted pre-tax profits §
In 2007/08 we continued to make progress against the plan. We sold more QQ_"
goods to more people, reporting our biggest volume increase in sales in eight £9 y 022 m %
years, with volume market share in clothing and footwear at 11.2%. At the Group sales 2
same time, we held our lead in the value market for clothing and footwear
achieving 11.0% market share. Clothing and home sales were up 1.4% to 5 _1 0/0
almost £4.06bn. Per una also performed strongly under the leadership of .
) ) Increase in Group sales
George Davies, reporting sales of more than £428m. o
S
3
UK stores International stores ®
Flagship stores 44 Simply Food stores 167 Bahrain 1 Philippines 14
High street stores 219 Simply Food Bermuda 1 Poland 4
Retail park stores o7 franchised stores 132 Bulgaria 1 Qatar 1
M&S outlets 33 Total UK stores 622 Croatia 4 Republic of Ireland 17
Cyprus 10  Romania 6 =
Czech Republic 10 Russia 12 3
Gibraltar 1 Saudi Arabia 8 2
Greece 35  Serbia 1 %
s ‘,--'-~.\ Guernsey 4 Singapore 7 g
s \‘ Hong Kong 8  Slovakia 1 2
E‘ 622 :5 ’,.-"'u\ Hungary 9  Slovenia 1
N Rk 5 India 14 South Korea 17
Vammnr? E 278 E Indonesia 13 Spain 5 _
UK stores ‘\ '/' Jersey 6  Switzerland 1 (_93: ;3/;)
Semmss? Kuwait 1 Taiwan 3 3 ol
International Latvia 1 Thailand 10 sa
stores Lithuania 1 Turkey 34 -
Malaysia 4  UAE 5
Malta 3 Ukraine 3
Oman 1 Total International 278
stores

1 store opened in Libya in April 2008
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In food, a good performance saw sales increase from £3.97bn to
almost £4.25bn, and value market share remain steady at 4.3%.

M&S Money continues to benefit from our partnership with
HSBC, with 3.8 million customers now signed-up to an M&S
Money financial product. M&S Money now has more than

3.1 million M&S Money credit cards in circulation, 114 bureaux
de change in our stores, and it served 4.8 million travel money
customers during the year. Its range of financial products also
includes car, home, travel, pet and wedding insurance, as well
as cash ISA and unit trusts like the M&S Ethical Fund.

As we take the business forward, we are broadening the plan for
long-term growth. This will be achieved by continuing to invest in
our core UK retail business introducing new goods and services;
strengthening our UK property portfolio; driving our M&S Direct
business; expanding our international business; and ensuring
Plan A —our ‘eco plan’ —is integrated in everything we do.

I will return to the specific steps we're taking to achieve
our objectives on page 7. First | want to review the changes
we've made to ensure we are building on a strong foundation.

Building management capability

On page 4, Lord Burns explains the business rationale for
my appointment to Executive Chairman. As the decision has
attracted much comment, I'd like to highlight the immediate
and longer-term benefits for the business.

We believe in developing management talent internally,

but this has been difficult for M&S in recent years, with the
business experiencing considerable turbulence, followed by
rapid change since the turn of the millennium. However, we now
have a strong senior team in place, which has an opportunity
to develop its skills — with lan Dyson as Group Finance and
Operations Director, Steven Esom and Kate Bostock appointed
as Executive Directors running food and clothing respectively
and Steven Sharp continuing in his role as Executive Director
of Marketing. We also benefit from an expanded and talented
Executive Committee (pictured on page 8).

With lan taking on significant new responsibilities, | can now
focus on a more specific set of executive responsibilities,

in particular product, people development, and key growth
areas for the business including M&S Direct and International.
My new role will also give me time to develop and mature talent
within the business — a key task for any Chairman. At the same
time the Board will be able to continue to drive a proven plan
without distraction, in a difficult economic environment.

Responding to market conditions

2007/08 was a year of two halves, with a strong start followed
by a weaker performance. While we believe our second half
performance is largely attributable to a deterioration in market
conditions, like any retailer there are things we could have done
better. For instance, although we sold significantly more volume,
we under-potentialised products in the middle and top price
categories — what we call ‘better’ and ‘best’ — during the key
Christmas period.

Although we can’t predict how severe the current downturn
will be, or how long it will last, we expect its impact to be felt
into 2009/10. However, we believe we have the potential to
outperform the competition by planning for modest sales
growth and keeping a tight control on costs and stock levels,
while at the same time, driving our business using our five
key values of: quality, value, service, innovation and trust.

Our efforts in the last three years to re-engage with customers
so they once again consider M&S as ‘great value’ for money,
will support us in the years ahead.

We have reviewed our pricing architecture in order to attract
a broad range of customers. We are now achieving a wider
price span — staying in touch with the supermarkets at entry
levels, while extending our offers above and beyond other
high street retailers. It will enable us to flex our ‘good’, ‘better’
and ‘best’ ranges to respond to changing customer demand,
as and when the economic situation alters.

We continue to invest in our stores, having completed 70%

of our store modernisation programme. We plan to modernise
an additional 10% of space, and open an additional 5.5% of
new space in 2008/09 so that we enter a difficult period for
UK retailing, with the majority of our stores looking their best
and using every square foot to its full potential.

April 2007 June 2007 September 2007 September 2007 November 2007
‘Wash at 30’ Recycled Saturated fat Big & Tall launches A Hollywood
campaign schoolwear levels cut Offering more than 450 Christmas

M&S announces launches M&S cuts as much as items online, ranging from The Christmas advertising

M&S becomes the

first retailer to launch
schoolwear made from
recycled plastic bottles.

campaign to wash at
30°C, and to re-label
almost 75% of its
clothing ranges to
include the words
‘Think Climate —
Wash at 30°C’.

82% of saturated fat
levels from over 500
products including
sandwiches, ready
meals, crisps and
savoury snacks.

tailoring to knitwear to
casual shirts and trousers,
at the same price as
standard sized clothes.

campaign launches featuring
leading man Antonio Banderas
alongside the M&S leading
ladies.
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Finally, owning 70% of our assets and having relatively low
gearing means M&S has one of the strongest balance sheets
in the retail sector. lan will discuss this further on page 9.

1. Investing in our core UK business

Product

Our core UK business comprises the individual business units
of womenswear, lingerie, menswear, kidswear, home and food.
In 2007/08 we made good progress in each business unit.

In womenswear and lingerie, the emphasis was on our
segmentation plan, where we clarified our sub-brands (such as
Autograph) to help our customers quickly and easily find what
they’re looking for. Further work is needed this year to ensure
customers feel comfortable in shopping for their requirements.
At the same time, ranges were continually refreshed so that
customers can always find something new. This adds up to
what we call ‘Every Woman, Every Time’ — where we make it
easier for our customers, regardless of their age, size and
budget - to find clothes that are beautifully made, stylish and
offer great value for money.

Work to segment our sub-brands was also central to the
kidswear plan, as we took important steps to win back
market share.

In menswear and home, changing customers’ perception of
value was the focus as we competed hard on opening price
points (with home prices at almost 12% below the high street
average), while improving ‘better’ and ‘best’ products for the
more aspirational shopper.

In food, we delivered against our commitment to provide food
of the highest quality without compromise, with a focus on
provenance, innovation and health.

Brand stretch

Our brand is strong, and in 2008/09 we believe we can build
on the trust it inspires to offer our customers better service and
more of what they want through ‘brand stretch’. For instance, by
featuring plus sizes online; offering bespoke Made to Measure
shirts for men; and expanding our in-store hospitality options.

MARKS AND SPENCER GROUP PLC 7

Additionally, while M&S will always be essentially an ‘own
brand’ business, we believe we can add significant extra
value, by partnering with guest brands that complement our
values. In the last year, this was predominantly with trusted
technology brands in home, such as Sony and Apple. In food,
where we face strong competition, customers tell us that time
and convenience are key drivers. During the summer we will
therefore trial the sale of up to 350 branded food products —
such as Marmite, Heinz tomato ketchup and other branded
‘must haves’ —in a small number of stores. We will roll this
out if successful.

Service and store environments
In addition to our products, we have continued to improve
the quality of our service and store environments.

In service, during 2007/08 our store colleagues sold record
volumes, while simultaneously improving their scores in our
mystery shopping programme — achieving an above average
score of 86%. It's to their credit that we continue to be seen
as one of the high street’s best customer service providers.

We've invested behind the scenes in our IT and logistics
infrastructure in order to maintain service efficiency. In 2007/08,
as well as delivering 13% more stock to our stores than in
2006/07, our logistics network responded to a 63% rise in
volume from M&S Direct. The plan has helped us to develop
faster and more efficient IT systems throughout our business.
For instance, we are introducing new point-of-sale systems,
including more than 2,000 new tills and 258 new hand-held
terminals in-store to make stockchecking easier and more
efficient. lan will discuss this further on page 9.

While our IT and logistics improvements help support our stores
to run more efficiently, our store modernisation programme is
improving our shopping environments (see page 24).

2. Strengthening the UK property portfolio
We are undertaking one of the biggest store investment
programmes in the UK; modernising and expanding our existing
footage (with 70% now complete); increasing the number of
stores we have; and ensuring we offer the right stores in the
right locations. We will modernise a further 10% this year.

January 2008 February 2008
Oxfam Clothes Carrier bag charging
Exchange

A 5p charge for food
carrier bags announced,
to be introduced in M&S

Exchange launches to
reduce the 1 million tonnes
of clothing sent to landfill
each year in the UK, and
raise funds for Oxfam'’s work
to tackle poverty and injustice.

stores from the beginning
of May. All profits to go
to environmental charity
Groundwork.

April 2008

May 2008

Artificial colours and
flavourings removed

M&S becomes the first retailer

to remove all artificial colours and
flavourings from its entire food
and soft drinks range.

Eco factory launch

M&S suppliers launch two
eco factories in Sri Lanka.
They will produce per una and
Autograph lingerie exclusively
for M&S.
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In order to achieve the scale of our property plan, in November
2007 we announced that we would open an additional 15%
to 20% more space in the next three to four years.

But, like any business in this market, we need to prioritise costs.
Although we will continue to invest in our store modernisation

and expansion programme, this year we will particularly focus on
new footage, and modernisations with extensions. See page 9.

M&S Direct covers our e-commerce website; home catalogue;
Christmas hamper delivery; flower and wine delivery; in-store
ordering service; and Lunch to Go. During the year it not only
became an important part of our commitment to become a
multi-channel retailer, but with sales up £60m to £220m, it

put us on course to reach our target of £500m annual sales
by 2010/11.

On our e-commerce site in particular (relaunched with Amazon
in March 2007), we have recorded strong growth with visits

to the website up by nearly 60%, and sales growing ahead

of the market.

Expanding internationally provides strong opportunities to build
a broader revenue base and drive profitable growth in some of
the world’s most exciting markets. In November 2007 we set
ourselves a target for International to achieve between 15%

to 20% of total Group revenues within the next five years

(in 2007/08 it contributed 7.9%). We will do this by flexing our
business model so that we expand not just through franchise
partners, but also on a part-owned and wholly-owned basis.

We have already signed deals in Europe with two of our existing
partners, and in India where we will open around 30 to 50 new
stores in the next five years. This is in addition to our plans to
enter China on a wholly-owned basis later this year.

In 2007/08 we made significant strides against the plan,
opening 38 new stores, which helped lift sales by 16.8%
to £712.9m; and operating profit by 33% to £116.4m.

Plan A, our five-year ‘eco plan’, reached the end of its first
year in January 2008. We pledged to meet 100 separate
Plan A commitments within five years, and so far we've
made progress on 94.

Despite the tough consumer climate, our commitment to
Plan A remains, because there are compelling moral as

well as commercial reasons to do so. Plan A gives us brand
differentiation, and as Al Gore said, “a sustainable business
can be a profitable one”.

The next year will be tough. We will have to continue to
challenge ourselves to become more efficient, drive down
costs and improve our rate of return. At the same time we
must maintain our investment for the long term both in the
UK and overseas. | believe that we have started to achieve
this. We have talented and motivated people; well-priced,
quality products; a clear plan; and dedication to understanding
what our customers want — all of which put us in a good
position to meet the difficult market conditions that lie ahead.

| would like to pay tribute to all of our staff and suppliers for
their hard work this year. It has been a tough but rewarding
experience, and they can take pride in their achievement.

| would also like to thank Lord Burns for his support as
Chairman over the past two years. He has guided the Board
through some difficult discussions, always having the best
interests of the Company at heart.

AW

Sir Stuart Rose
Chief Executive

4 Carl Leaver

1 Clem Constantine

5 Kate Bostock
2 Steve Rowe

6 lan Dyson

7 Sir Stuart Rose

9 Steven Esom 11 Andrew Skinner

10 Tanith Dodge
12 Darrell Stein

8 Steven Sharp

3 Nayna Mcintosh

13 John Dixon
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Group Finance and
Operations Director’s
statement

Highlights

7.9%

Increase in earnings
per share

£1.1bn £914m

Capital expenditure

lan Dyson

Returned to shareholders

2007/08 was a year in which we made good progress in moving the business
forward. Earnings per share were up 7.9%. At the same time as continuing to
grow our earnings, we invested £1.1bn in our business to drive future growth, and
also returned £914m to our shareholders via dividends and the share buy back.

Results

Sales were up 5.1% to over £9.0bn with a robust performance
in the UK boosted by almost 5% of new space, and another
strong year for International, where sales were up 16.8%.
Gross margin in the UK was down slightly to 43%, but good
control of our costs enabled us to deliver profit growth of 4.3%
overall, to £1.0bn.

Our interest charge was up only 4.3%, despite a significant
increase in net debt to £3.1bn, reflecting a much higher
pension credit. With a low tax rate of 27% and a lower number
of shares in issue, earnings per share were up 7.9% to 43.6p.

Investing in the business

Last year we invested £1,055m to support the future growth
of the business. This investment was focused in three areas:
UK property portfolio, International and supply chain and
information technology (IT).

We modernised a further 35% of our store portfolio to take

us to 70%. This included some major developments and
extensions at stores such as Edinburgh, London Colney,
Cheshunt, Lisburn and Braehead. We expect to modernise a
further 10% of our estate in 2008/09. We also added space in
line with our strategy to develop and expand the M&S footprint
in the UK. In total we added 4.8% of new space, with 3%

in general merchandise (GM) and 8.7% in food, reflecting

the continued roll out of our successful Simply Food format.

In 2008/09 we expect to add a further 5.5% of new space.

In International we continued to build our business in Ireland,
and worked with our franchise partners to move the business
forward. The biggest developments however, were the
acquisition of controlling interests in our franchise businesses
in Greece and the Balkans, and in the Czech Republic. We see
substantial growth opportunities for these businesses over the
coming year.

We have also moved on in establishing M&S in the exciting
markets of China and India. We will open our first store in

Shanghai in the autumn, and in India we have signed a deal with
Reliance to develop M&S throughout this fast developing nation.

Underpinning our growth prospects is a plan to invest to
upgrade our supply chain and our [T systems. This is a major
programme that will enable us to grow our business effectively
and efficiently. We will add logistics capacity in food and
restructure our GM logistics, centred on the opening of fewer,
larger distribution centres, beginning with Bradford in 2010/11.
In IT we will implement new store systems, including POS,
new trading systems and new support systems.

While we are sensitive to the economic environment, we are
continuing to invest to move our business forward and intend
to spend between £800m and £900m in capital expenditure
in 2008/09.

A strong balance sheet

Our strong balance sheet underpins our future plans to invest
in the business and gives us resilience against difficult market
conditions. Our ratios remain strong and we retain ownership
of 70% of our property portfolio.

The strength of our balance sheet enabled us to return more
than £900m to our shareholders during 2007/08. Dividends
increased by 23% and we bought back 7.4% of our share
capital at a cost of £556m.

As Stuart has said, 2008/09 will be tough. We will manage

our business accordingly but will also not lose sight of the
longer term opportunity by continuing to invest in our business.
This approach will, we believe, drive value for our shareholders
over time.

lan Dyson
Group Finance and Operations Director
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10 MARKS AND SPENCER GROUP PLC

Our core UK business

In the following pages we review our core UK business,
which covers the individual business units of womenswear,
menswear, kidswear, home and food, as well as our service
(including IT and logistics) and store environments.

Building our brand

The challenge for M&S
marketing is how we stay
ahead of the competition,
by responding to the
things that matter the
most to our customers.

One way we’ve responded to this challenge is by evolving our
well-loved and successful food and womenswear advertising
campaigns.

In food, we’ve retained the same broad approach, but we’ve
started to respond to the issues we know our customers care
about. Everyone knows that our food tastes good, so our new
‘manifesto’ campaign now goes a step further by introducing
powerful messages on provenance and healthy eating. For
example, our ‘mellow yellow’ ad showcased our commitment to
using only free range eggs in all of our food, and ‘true colours’
told the story of how all our food is now 100% free of artificial
colours and flavourings.

Our womenswear ads — which feature the famous faces of
Twiggy, Erin O’Connor, Lizzie Jagger, Noémie Lenoir, Laura
Bailey and Myleene Klass (and at Christmas, special guest
Antonio Banderas) — change with the seasons, featuring new
soundtracks and locations. As with the food ads, we survey
shoppers each month, and we’re encouraged by the customer
feedback we’ve received. Figures from Adwatch (who analyse
the impact of company advertising), show more than half of
our food ads rated within the top five, and our womenswear
ads continue to lead at number one.

Our marketing evolved during the year, with changes made

to refresh in-store décor so that it’s consistent with the look
and feel of our new and modernised stores. We communicated
our Plan A achievements to customers both in-store and
through the relaunched Plan A section of our website at
marksandspencer.com/planA. In both cases we provided
details on how our customers can get involved in specific
initiatives such as ‘Wash at 30’, the Oxfam Clothes Exchange
and reusing carrier bags.

The effectiveness of our advertising and marketing campaigns
is evidenced by our ability to hold brand momentum (our brand
impact and performance) despite a slowdown on the high street.

In the year to come, our challenge is to maintain this momentum
— with Plan A playing an important role here — and by ensuring
we retain brand consistency as we expand internationally.

Steven Sharp: Executive Director of Marketing

Steven joined M&S in 2004. In addition to his marketing role, he is
also responsible for store design and presentation as well as running
the relationship with M&S Money.
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Womenswear
and lingerie

In 2007/08 we strengthened our position
as the number one brand for womenswear
and lingerie, despite a tough second half,
by doing what we do best. From classic
and tailored looks, to fast fashion inspired
from the catwalk, we demonstrated that
‘Every Woman, Every Time’ is at the heart
of our womenswear and lingerie plan. In
short, it’s our commitment to help every
woman - regardless of her age, size and
budget - to find stylish clothes that are
beautifully made, at great value prices.

»
f "

Our performance

During the year, value market share in
womenswear fell from 11.3% to 11.1% in
the face of tough competition on the high
street, strong downward pressure on prices,
and a slowdown in customer spending.
However, volume market share remained
steady at 10.0%. We achieved this by looking
closely at our price structure to ensure our
competitiveness at opening price points.

Marketplace trends

Lingerie
We offer 78 bra sizes, from 28AA
through to 44J, and are the only

high street retailer to offer machine
washable silk lingerie.

MARKS AND SPENCER GROUP PLC 11

A few of our favourite things...

Cashmere

Selling at £49 in 2007/08 (down
from £69 in 2006/07), we sold
more than one cashmere item a
minute during our busiest week
in London’s Marble Arch store.

Leather

From biker jackets to our famous
Little Black Dress, we introduced
affordable leather in line with the
latest catwalk trends.

In 2007/08, the retail market
continued to grow, but at a
slower rate than previous
years. Increasing levels of
debt and household bills have
had an impact on consumer
confidence, which is at its
lowest point since 1993

(GfK research). The growing
demand on disposable income
has also seen customers
prioritise essential bills at

the expense of shopping

and leisure activities.

Generally, customers
continue to look for more
choice and convenience.

As a result, the trend for
shopping online has
increased, partly due to
greater customer confidence
in payment security and
delivery. Retail parks and
out-of-town shopping centres
have also grown in popularity,

offering greater breadth

of choice in products and
shopping formats that fit
around customers’ differing
needs and busy lifestyles.

Looking specifically at the
clothing market, sales have
been the hardest hit by the
recent decline in customer
confidence - slowing through
the last quarter of 2007/08
and now in decline on the
year (TNS market research).
In a change to last year,
customers have started to
spend more on individual
items of clothing, investing
in a few key pieces that
offer versatility and can

be dressed-up or down.

As a result, value growth

is marginally ahead of
volumes. The exception to
this is in womenswear where
customers continued to buy

‘more for less’ driven by a
desire for fast fashion and
multiple looks.

Despite a slowdown in the
housing market, there was
generally strong growth in
homeware sales as customers
updated their homes, rather
than move house. Specifically,
electronic goods continued
to sell well across the
industry, as price deflation

of the latest ‘must-haves’
made them more accessible
to more people.

The food market held up
primarily through price
inflation and customers
buying more premium
products. Customers have
become savvy in shopping
across different outlets to
make the most of their food
budget - carefully choosing

‘what they buy where’ from
the basics, to treats.

The growing trend for fresh
ingredients has continued,
with customers looking for
key ingredients to cook from
scratch, or quality products
that allow them to assemble
a fresh meal. The increasing
profile of food sourcing and
animal welfare issues, has
also encouraged them to
trade-up to products that
are free range and organic.

In the year ahead, the trading
environment will be tough.
Customers will feel ongoing
pressure on their personal
finances. In these challenging
conditions, they are expected
to turn to trusted, well-
established brands that
provide reassurance they are
spending their money wisely.
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12 MARKS AND SPENCER GROUP PLC

In lingerie, the continual introduction of
innovative products in an extended range
of sizes, as well as better segmentation of
our brands, helped us stay at number one
with 24.8% value market share and 17.9%
volume market share.

An easier way to shop

In 2007/08, as part of our ‘Every Woman,
Every Time’ commitment, we reviewed the
segmentation of our sub-brands, so that we
can help our customers quickly and easily
find what they’re looking for. Although this
will continue in 2008/09, improvements can
already be seen within Autograph (see below)
and lingerie (see page 13).

Competing on value

and quality

During the last year, we responded to market
demand by becoming even more competitive
at our opening price points. While this
increased both our sales volume and market
share volume, we recognise the opportunity
to drive our ‘better’ and ‘best’ ranges — with

particular emphasis on building on the
success of Autograph.

We offer knitwear at prices from £9 to £49
and bras from £5 to £20, and will continue to
do so. However, we want our customers to
recognise our reputation for offering incredible
quality and excellent cuts across all of our
price points.

No limits

We don’t aspire to be a
brand where fast fashion

is all that matters, but we

do want to cater for women
of all ages. Limited Collection
helps us do that - answering
our younger customers’
demands for affordable

looks from the catwalk.

It’s growing faster than any
other part of our womenswear
business, with market share
up amongst women under-35.
That’s because our customers
now know that if they like
something at M&S they
should buy it now.

66 Autograph stands for the best of modern and sophisticated M&S.
It grew strongly in 2007/08 by offering elegant and timely pieces,
in luxury fabrics and cuts, which are
flexible for all lifestyles. 99

In recent months, we’ve seen some of our customers
become more interested in buying products of enduring
style and quality, than in finding the lowest possible prices.
In response to this trend, we have improved our quality
throughout our price architecture, which means our value
credentials are stronger than ever. For example in Autograph,

our customers are willing to spend more on our luxury
fabrics such as silks and cashmere. By driving more
product choice in these fabrics, we continue to grow
our Autograph business.

Over the last year, we have expanded and strengthened
the Autograph brand, introducing Autograph Exclusive,
which offers a range of limited edition pieces such as
coats and eveningwear, and Autograph Weekend, a new
casual look with an American East Coast flavour. Both
play an important role in our segmentation strategy and

have added incremental sales to the brand.

Kate Bostock: Executive Director of Clothing

Kate joined M&S as Director of Womenswear in 2004, and was appointed
to the Board as Executive Director of Clothing in March 2008.
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Faster, fresher fashions

The journey from catwalk to high street is
faster than ever, with customers expecting
something new and different each time they
come into store. Satisfying this increasing
demand poses a major challenge for any retailer.

In response, we've adopted a phased approach

to introducing new stock, which means that
25% of our womenswear will be new every
five to six weeks. Within that, we have brands
that release new products into stores on

a three-week cycle. To make this quicker
turnaround possible, we are now buying
collections in two of our major brands (Limited
Collection and Autograph Weekend), from our
suppliers in Turkey, just eight weeks ahead.

Looking ahead

In 2007/08 we introduced great value at our
opening price points in both womenswear
and lingerie and in doing so made good
progress in attracting customers in the
under-35 age range.

2008/09 will be a tough year. It will be more
important than ever to continually improve
our ranges across all our price points, and to
ensure we’re responding to trends by quickly
getting new products into store. We’re now
working closely with our suppliers to achieve
even greater speed and flexibility, ensuring we
continue to keep pace with customer demand.

In store it is still important to ensure that the
distinctive offering of each of our sub-brands
makes the shopping experience an easy one
for our customers. In the year ahead, we will
push our brands even harder, for instance,

by expanding Autograph gifts and introducing

Autograph essentials, and by further reducing
duplication and filling the gaps in our ranges.
Finally, we'll also be finding new and
innovative ways to present womenswear
online (see page 26).

MARKS AND SPENCER GROUP PLC 13

Clearer choices in lingerie

Selling 50 million knickers a year (that’s nearly two pairs of knickers every second),
and 25 million bras - it’s estimated that one in three women wear M&S lingerie.

To meet the underwear needs and tastes of every woman, we have in the past
introduced a wide range of different brands.

As part of our segmentation work, we reviewed our lingerie brands, matching
them to our different customer profiles, before fine-tuning our offer — cutting out
duplication and filling in any gaps. We now offer five brands — Adored, Autograph,
Body Solutions, Limited Collection and per una.

The move to fewer brands in lingerie has given women of all ages, sizes and
budgets, a clearer choice. It’s also helped us to focus on good basics at our
opening price points, as well as great value across the entire offer.

per una

It was another strong year for per una. The brand enjoyed its seventh
successive year of growth with sales of £429m in womenswear and lingerie.
Growth came from a number of key product areas, including cardigans,
dresses, jeans, macs and coats. Our capital expenditure programme
positively impacted on per una sales, with the store modernisation and
expansion programme increasing per una footage by 15% for the year.
Online sales grew by 153%, and International sales by 40% for the year.

Per una’s point of difference in
today’s retail climate, is in giving

J styles the per una ‘twist’. From the
lining, to the buttons, to the trims -
the per una twist is the detail that
makes its customers feel special.
This was seen in the reintroduction
of suiting, where the emphasis was
on special details and quality fabrics
that are part of per una’s distinct
style. Following the success of
suiting, per una will introduce
Speziale Tailoring later in 2008.

Another key moment in 2007/08
was the launch of a 25-piece
capsule collection called GD25,
inspired by George Davies’ 25-year
career as a fashion innovator.

~1

a
_——

Left: George Davis,
Chairman of per una

Cottoning on to Fairtrade

We sell about 4.8 million Fairtrade cotton
garments annually (that’s about 92,000 a week).

As the first major retailer to introduce a
Fairtrade cotton clothing range, which includes
the popular £5 Fairtrade t-shirt, we now work
with some 5,000 Fairtrade cotton farmers so
they not only get a fair price for their cotton,
but a Fairtrade premium that they can use to
improve their working and living conditions.
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Menswear

Menswear performed well in 2007/08,

despite the difficult second half. We grew

and protected volume market share from

11.1% last year to 13.1%, and value market
share from 10.3% to 10.5%, by competing

hard on price, quality and innovation.

Over the course of the year, we began
to see a change of mood in the market.
As we’ve seen in womenswear, some

customers became less concerned about

finding the lowest possible prices but
more interested in the value represented
by clothes of enduring style and quality.

A range of prices
Our strategy was to compete by having
a wider price span — ensuring customers

always have a broad choice of price points.

Tailoring is a good example. We now offer
suits in a wide range of styles, fabric and fit
— from a great value ‘first suit’” at £49.50 to
handmade suits at £799 that rival varieties
on Savile Row.

Making quality count

As 2008/09 gets underway, we’ve observed
a shift in priorities from some customers.
Lasting quality of the kind that M&S is
famous for, is appealing more to our
customers as they begin to trade up,

for example from a £15 linen/cotton shirt,
to a £29.50 100% ultimate linen option.
We’ve been doing all we can to respond
to this trend, by searching for the highest
quality materials, such as finer gauge
merino wool and silks spun in Italy.

Our menswear brands

In menswear, as in womenswear, our
sub-brands are important in helping customers
quickly find products that match their tastes
and needs. All of our three key menswear
brands — Autograph, Blue Harbour and
Collezione — made good progress over

the last year (see below):

Autograph

Autograph has established its credentials
as offering sharper styles and contemporary
design, which helped it to achieve significant
growth in 2007/08. Footwear, knitwear and
tailoring are particular strengths, from
designers such as the Jeffery-West team
for shoes and Timothy Everest for suits.

As Autograph continues to grow, we’ll

have even more opportunity to bring in
guest designers and faces, like we did

with Take That, who featured in autumn’s
Autograph campaign.

Blue Harbour

Our Blue Harbour brand
was reinvigorated in 2007/08.
We’ve taken it back to its
East Coast American roots,
and in doing so, have begun
to attract a younger 35 to 44
year-old customer.

Collezione

Smart new ideas

More than a quarter

of our menswear sales
come from products

with ground-breaking
performance benefits.
From ultimate non-iron
shirts, and the high street’s
first machine washable
formal wool trousers, to
water repellent Stormwear™
jeans (see above) - the
MA&S technical teams are
continuously looking for
the latest developments

in textiles.

New in 2007/08 were
‘climate control’ underwear,
featuring temperature-
regulating technology
developed by NASA, and
coin catcher pockets in

all of our chinos.

Inspired by ltalian style, our luxury
Collezione brand continued to flourish
in 2007/08. We widened the choice of
‘better’ and ‘best’ options - introducing
new shoes at £75, as well as wool and

cashmere mix trousers at £49.50.
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Kidswear

In 2007/08 we made positive progress
towards our long-term goal of winning
back market share in children’s clothing.

Achieving greater consistency across our
sub-brands, pricing structure and supply
base has helped us increase our volume
market share from 5.0% to end the year at
5.2% and our value market share from 4.5%
to 4.8%. This is underpinned by our growing
share of the newborn and toddler market,
and our continued position as the number
one provider of schoolwear for UK families.
Strong online sales, up 54% on last year,
have also made an important contribution.

In the year ahead, our challenge is to change
perceptions, so that M&S kidswear is the first
choice for style, as well as quality and price.

Competing on price

As in womenswear and menswear, we
believe there is increasing demand for
greater choice within our ‘better’ and ‘best’
categories, whilst maintaining a strong
opening price point stance. In response,
we’re segmenting our kidswear offer into
three key areas: everyday casualwear,
Autograph and Limited (see across).

Our determination to compete on price and
quality is clearly demonstrated by our plans
to offer an entire school outfit — polo shirt,
jumper and trousers or skirt — for just £6.50.
We’ll also be carrying this over to online,
where customers can buy complete outfits
in just one click.

Superheroes, super
opportunities

From Thomas the Tank Engine and Iron Man,
to High School Musical, our character-wear
performed strongly for us in 2007/08. In

fact, we sell the widest range of character
clothing and merchandise on the high street
— featuring more than 40 different characters.

In the year ahead, we’ll be focusing

on our best sellers, to ensure they are
represented across the entire department
— from babywear to socks to pyjamas.
With the support of the marketing team,
our kidswear section will be themed to
coincide with the launch of new movies
or programmes, when popularity will be
at its highest.

MARKS AND SPENCER GROUP PLC 15

' Top of the class
for innovation

At M&S, quality and
innovation go hand-in-hand.
We believe it’s important to
offer our customers things
they simply can’t get from a
supermarket. For example:

All of our school blazers are
now made from recycled
polyester — consistent with
our Plan A credentials.

We’'ve introduced iPod
blazers and coats, a must-
have for young music-lovers.

Parents can text us their
child’s details and we’ll send
personalised name-tags
ready to use.

!

Everyday
casualwear

Featuring all the junior
wardrobe basics,
such as jeans, t-shirts,
sweats, and weekend-
wear.

Autograph

Offering something a bit more
special, in more luxurious fabrics,
with key elements including party
dresses and suits, high quality
knitwear and daywear separates.

Limited

Our most fashionable
range, for all age groups
from newborn to 14,
featuring a bold use of
colour and a fast response
to the latest trends.
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Home

We achieved growth in every area of home
- our best performing business unit. In

the face of growing pricing pressures, we
continued to raise our quality standards,
whilst significantly widening choice and
lowering prices.

Sales for the year were up by 7.9%.

In addition, in August 2007, we launched
our first standalone home store in Lisburn,
Northern Ireland, which performed ahead
of expectations. We'll be opening two more
in 2008/09.

Down with prices,

up with quality

We've successfully met the challenge of
price deflation, maintaining our home prices
at 12% below the high street average. Far
from compromising on quality, we regularly
upgrade our core ranges without increasing
our prices. For example, in 2007/08 we
upgraded our ‘good’ 100% cotton non-iron
range in bedding, to 100% Supima cotton
non-iron (our mid-priced sheet), while
keeping the price the same.

At the upper end of the price spectrum,

we have grown our Autograph branded
homeware range, offering the very best of
M&S quality in everything from bedding and
bathrooms to furniture and home accessories.

Stretching the brand,
extending choice

During the year we successfully trialled

an extended range of electrical goods in

20 stores and online, selling market-leading
brands such as Sony and Apple. We’ll be
extending this range to 50 stores in 2008/09.
A range of white goods, including fridges,
cookers and washing machines, were
introduced in Lisburn and online in 2007/08
and we will continue to expand this offer to
new standalone home stores, as well as online.

Almost a quarter of M&S customers shop
from our home range, and we want to attract
more. To do this, we will continue to widen
choice within existing home areas, and move
into new categories such as gardening tools.
We will also be redeveloping our beauty
business, while continuing to grow our

online service (see page 26 for more details).

At home with Plan A

Sleep easy on our new bedding that combines
both organic and Fairtrade cotton.

We’re the only major retailer to ensure every
light fitting we sell will accommodate energy-
saving light bulbs.

Branching out... we offset CO, emissions
from our deliveries by planting 10,000 trees
every year.

Jargon-busting
with M&S

Customers who don’t know a
megabyte from a megapixel
can relax; we’ve rewritten the
technology manufacturers’
instructions.

When technology
instructions start to get too
technical, we translate them
into everyday language, so
that they’re not only more
user-friendly, but help our
customers get the most

out of their product.
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Food

M&S has always been committed to being
the first choice for fresh, high quality and
convenient food that is ethically sourced.
In achieving this, the emphasis in 2007/08
was firmly on provenance, healthy eating
and innovation, as we reported continued
growth for the year.

In the year ahead, as well as reinforcing
these values, we want to stretch the brand
further, so we offer our customers greater
choice and convenience.

Performance

In 2007/08 we grew sales by 6.9% to

about £4.25bn, reflecting the contribution
from new space, with the launch of 98
Simply Food stores (including 64 BP stores).
Strong performance in key product areas,
realignment of prices on key product lines,
whilst rigorously maintaining and improving
quality, also played an important role.

Value market share for the year improved
to 4.3%, despite increasing high street
competition. In the next few years, we
want to increase our market share to
just over 5% of the total UK food market.

3 fast facts on M&S food...

*I We submit hundreds of products each
year for independent taste testing.
Products are rated on a scale of

1 to 10, with our average score
being 7.8 — higher than our nearest
competitor. This year we’ve achieved
a few perfect 10s including our
raspberry and panacotta terrine

and asparagus and pecorino frittata.

We plan to achieve this growth by opening
more Simply Food stores; expanding the
range of food we sell in all of our stores;
improving the value and quality of our lines;
maintaining our lead on innovation and
quality; and enhancing our store experience
and hospitality offers. We continue to
respond to food trends, such as cooking
from scratch; Fairtrade and organic; and
health awareness through the reduction

of saturated fats, salt, sugar, additives

and preservatives.

A convenient offer

In the last year, we’ve responded to
customer feedback by taking steps towards
becoming a more convenient food shop.
Our first step was to begin opening more
stores in out-of-town and retail park
locations. We've now also recently begun
to broaden our product offer so that our
customers can buy more of what they

want at M&S, whether cooking from scratch
(see page 18); buying something partly
pre-prepared; or picking up a ready meal.

As part of our commitment to delivering
convenience and service to our customers,
we will also trial up to 350 lines of branded
food and household essential items in a
number of our stores in the North East of
England from summer 2008. New lines
include Marmite and Heinz tomato ketchup,
as well as other branded ‘must haves’.

We work with specialist producers,
nurturing smaller quality
businesses at home and abroad -
our artisan chocolates by Gerard
Coleman are just one example.

3
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Percy Pig
superstar!

Originally the star of our
best selling sweets, Percy
has become an iconic figure
featuring on everything from
money boxes to egg cups.
We’ve now sold over 1 billion
Percy Pigs, with two pigs
eaten every second. His fans
have also set up their very
own Facebook Appreciation
Society, registering more
than 25,000 members.

The year in
numbers

Some 4,000 new and
improved products,
including the new Food to
Go sandwiches and Gourmet
to Go deli salads; more

than 100 newly trained wine
specialists; and over 300
awards for our cheese; just
a few of the numbers behind
our growing food business.

According to independent research
by Allegra, our Fairtrade coffee
served in-store is the industry’s best.
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Sustainable sourcing

Sustainable sourcing is at the heart of our fish business, so
that we not only protect our waters, but the communities that
depend on them.

In the UK we love cod, but we’re loving it to the point of
extinction. That’s why we’re taking action to protect it and other
endangered species. British waters provide a range of wonderful
seafood to enjoy, and we’ve been working in partnership with the
fishing industry to bring more options from the sea to the plate.

In addition to our work in Scotland to provide sustainable farmed
Lochmuir™ salmon, we’re the largest retailer of Scottish haddock,
and we’ve also been working with the Cornish fishing industry.
For instance, an exercise in rebranding has transformed the once
unpopular pilchards fished in the shallow waters of Penzance

and Mevagissey, into the summertime favourite — Cornish
sardines. The product was always great - it just needed a new
image. In doing this we’ve helped create a viable industry using

a sustainable and under-utilised catch.

T

i

At the same time, we’ve been encouraging the Cornish sardine,
and other small-scale fisheries, to achieve Marine Stewardship
Council (MSC) certification. We’ve also asked our suppliers to
create more products using these species, such as Cornish
pollack - an alternative to cod and haddock.

4

Other projects include the National Lobster Hatchery and ‘Meet
the Fisherman’ days in local stores such as Truro Lemon Quay,
where skippers cook sardines on the quayside and discuss
sustainable sourcing with our customers.

Wi i
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Steven Esom: Executive Director of Food
Steven joined M&S in June 2007 and was appointed to
the Board as Executive Director of Food in March 2008.

‘G Everyday value Our new ingredients range gives customers
"y As part of this move to be a more convenient & choice of more than 300 new ingredients —

When it’s place to shop, we have reviewed the prices from fresh herbs and spices like our lazy

iN season , of popular shopping basket items to ensure gallrlic and cinnamor], to pread and oake.

it's British they are competitive. These items range from ~ Mixes — that make it easier to start cooking

ItS Iasn. ,, cornflakes and frozen peas, to flavoured from scratch. And it's easier still with the help
whole roast chickens. of our M&S recipe cards.
However, we firmly believe that low prices The best of British
should never be achieved through a From that comfort food favourite, our
reduction of quality. So although we're outdoor bred Lincolnshire Pork Sausages,
responding to market demand on pricing, to our hand-made Somerset cheddar, we
we are doing so without any loss of M&S go to great lengths to source the very best
quality or standards. speciality foods right on our doorstep. When

. it's in season, it’s British.
The return to cooking

Great food starts with great ingredients — M&S is the only major retailer to stock 100%
something our ready meals have long been home grown asparagus in season. We've
famous for. Now with more of our customers  een working with British growers to extend
spending longer in the kitchen, we want to the season, so it lasts from April to July —

make M&S the one-stop-shop for all of their almost double the length it was five years ago.
cooking needs.




@ marksandspencer.com/annualreport08

This not only gives our customers more
opportunity to enjoy asparagus, but also
enables them to support farmers like John
Chinn — winner of the ‘2005 Grower of the
Year’ award for innovation.

Additionally, all of our fresh beef comes
from the UK, much of it from Scotland,

and we’ve been working closely with Welsh
farmers to extend the lamb season by a
full two months. In 2008/09 we’ll introduce
home-reared products to local stores, such

as home-reared Oakham chicken in Scotland.

With no legally defined industry standard

for free range pork, we decided to review

all of the many standards and specifications,
so that we could introduce our own ‘leading
standard’. As a result we now offer in a
number of stores truly free range pork,
which is the first step towards meeting of
our Plan A commitment to convert all of

our outdoor bred fresh pork to free range.

All of our food is free...
from artificial colours, flavourings,
sweeteners and hydrogenated fats;
as part of our commitment to help
our customers eat well.

As of 1 April 2008 we became the first
retailer to remove all artificial colours and
flavourings from our entire food and soft
drinks range. It has taken three years to
remove artificial colours and flavourings
from over 900 products, with some more
difficult than others. For instance, finding
a natural colour from fruit and vegetable
extracts to replace the vibrant pink filling
of Turkish Delight.

We've also made excellent progress in salt
reduction, having reached our 2010 targets
in 11 out of 15 categories, including ready

meals and sandwiches.

The M&S food experience
Not everyone who eats in one of our

stores is an M&S food customer. That’s

why by improving the breadth of our in-store
hospitality options, and achieving a balance
between healthy eating and indulgence,
we’re able to introduce new customers

to our food. In fact, we're one of the UK’s
fastest growing hospitality providers, with
over 12% like-for-like growth in the last year.

As part of our store modernisation
programme, in 2007/08 we increased our
in-store hospitality offer to create a repertoire
of unique breadth and quality. We now offer
five in-store hospitality options, including
239 cafés, 5 restaurants, 7 delis, 34 Hot
Food to Go counters and 2 M&S Kitchens.

Within these new formats we’ve stretched
the brand even further, for example offering
kids meals in our restaurant, as well as
steaks cooked to our customers’ preference.
Our deli bars also offer the option of a glass
of champagne and a greater volume of

fresh (and raw) ingredients, such as freshly
prepared salads.

Internationally, we look forward to opening
an M&S Café in our new Shanghai store
(see page 29).

Looking ahead

In 2008/09 we will continue to grow our
food business in line with consumer trends
for cooking from scratch and healthy eating,
and our programme to open more space.

Provenance and ethical sourcing remain
high on our agenda, and we expect the Best
of British range and our expanding Eat Well
range to help us make further progress in
attracting a younger customer. Our Simply
Food business is important here, and will
work alongside our hospitality business in
helping broaden our customer base.

Our move to become a more convenient
food shop is of increasing relevance, as
we expand our ingredients and introduce
branded food and household items.

MARKS AND SPENCER GROUP PLC 19

We’ve expanded the
presence of our Simply Food
business (see page 24) so
that our customers can now
pick up a pint of milk, or a
ready meal from 299 stores
located across the country,
including airports, train
stations, and service station
forecourts. This year we
plan to open up to another
70 stores.

Kids count too

It’s not just food for grown-
ups where health matters -
we don’t believe in ‘dumbing
down’ our kids’ food either.
That’s why we relaunched
our entire range of children’s
products during 2007/08

so we could ensure every
product - even treats such
as our Easter eggs (see
above) and birthday cakes

- is completely free of
artificial additives.
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