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bringgreat design and
comfort into every living
room, inan affordable,
responsible and

sustainable manner.
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Our customérs and ourl
people are at the h
of everything we do,
reflected in ourthre
core values

1. Think Customer -
We treat them as we would our own family and keey
them at the forefront of our minds because they are
the heart of our Group.

2.BeReal e
We bring our whole selves to work and are conﬂdemt — =
to speak up. We accept each other forwhoweare
and respect each other as part of our family. e AT
We play to win for the same team, focused on our g
shared family ambition. We are bold, brave and
welcome challenge as a chance to innovate.

For over 50 years, we have provided millions of sofas
into homes across the UK, the Republic of Ireland,
Spain and the Netherlands.
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Highlights

We continue to make progress on our strategic agenda
focused on driving the DFS core business, further developing
our Group platforms and setting Sofology up for future growth.

Financial highlights

The Group has implemented IFRS 16 for the first
time in FY20. To aid comparison with prior years,
unaudited financial measures excluding the impact

of IFRS 16 are presented alongside reported results.

In the previous year, the Group changed its
accounting reference date from 31 July to 30 June.
FY19 was therefore a short accounting period of
48 weeks. In order to provide full year comparative
figures, unaudited pro-forma figures are presented
for the 52 weeks ended 30 June 2019, in addition to
the audited statutory period of 48 weeks ended
30June 2019.

Definitions and reconciliations of these alternative
performance measures can be found on page 158.

1. Refertopages 158 to 160 for further information on alternative
performance measures.

DFS Furniture plc
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Group revenue
FY20
FY19 (52 weeks pro-forma) £996.2m

FY19 (48 weeks) £901.0m

Underlying EBITDA*

FY20

pre-IFRS 16 £(13.8)m

FY19 (52 weeks pro-forma) £90.2m

FY19 (48 weeks) £65.1m

Underlying (loss)/profit before tax excluding amortisation
of brand names!

FY20

£(56.8)m pre-Frs 16 (G

FY19 (52 weeks pro-forma) £50.2m

FY19 £28.2m (48 weeks)

(Loss)/profit before tax

FY20

£(74.9)m pre-IFRS 16 @

(52 weeks
FY19 £43.6m pro-forma)

FY19 £22.4m (48 weeks)

Underlying earnings per share*

FY20

(22.9)p pre-IFRS 16 @

FY19 (52 weeks pro-forma) 18.4p

FY19 10_3p (48 weeks)

Earnings per share

FY20

£(28.5)m pre-IFRS 16 @

(52 weeks
FY19 £16.5m pro-forma)

FY19 £8.6m (48 weeks)



Operational and strategic highlights
Comprehensive response to Covid-19, protecting
colleagues, customers and the long-term value of
the business.

What's in our report
Strategic report

1-63

Further progress with our strategy to lead sofa retailing gémg:ﬁ:se i
inthe digital age: What makes us unique 6
) Our brands 8
Drive the DFS core Chair's statement 10
* Investmentin digitaland showrooms to drive DFS Chief Executive's report P
omnichanneljourney Working together 16
* Online order intake during lockdown and showroom MElE: ovariaw 18
performance since reopening highlight resilience of Our customer journey 20
digital infrastructure and customer demand for Business model 22
both channels Strategy 24
Strategy in action 26
Build the platforms Risks and uncertainties 32
» Development of a group-wide, best-in-class platform Key performance indicators 40
underway with the rollout of the Sofa Delivery Co. Financial review 42
and Stockwise Sustainability and responsibility report 48
Section 172 statement 60
Unlock new growth Corporate governance
» Storeroll-out accelerates at Sofology; strategic
restructuring of small brands to improve returns 6 4 - 1 1 9
. Board of Directors 64
Further development of our ESG strategy, which is e e 66
embedded in the business. Audit Committee report 76
Nomination Committee report 82
Strong trading online during lockdown, which has Directors' remuneration report 34
continued into the new financial year both in showrooms Directors' report 106
and online. Statement of Directors' responsibilities in respect
of the annual report and the financial statements 110
Independent auditor's report 111
Financial statements
Consolidated income statement 120
Post Purchase NPS* Consolidated statement of comprehensive income 121
8 o Consolidated balance sheet 122
5 ™ 7 /o Consolidated statement of changes in equity 123
Consolidated cash flow statement 124
FY20 Notes to the consolidated financial statements 125
Company balance sheet 152
FY19 84.2% Company statement of changes in equity 153
Notes to the Company financial statements 154
Financial history 157
Established Customer NPS? Alternative performance measures 158
Shareholder information 161

42.9%

FY20

FY19 33.0%

2. NetPromoter Scores are for the DFS brand.
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What makes us unique

Qur strategy is to be the leading sofa retailer
in the digital age, meeting customer
expectations, stakeholder demands and
delivering growth whilst integrating
sustainability into the way we do business.

Vertical integration

We design, retail,
manufacture, deliver
and carry out after-
sales servicing.

We have a network of showrooms across the
UK, Ireland and parts of Europe and market-
leading websites so we can offer customers
a seamless omnichannel experience.

We manufacture around a quarter of all
Group sofas in the UK across our own five
factories and wood mills. We operate our
own distribution network, with more than
20 distribution centres, around 370 delivery
vehicles and 600 delivery colleagues who

carefully install our products into customers'

homes.

Our team of 235 service managers address
any after-salesissues and deliver high levels
of customer satisfaction.

Portfolio of
complementary brands

We operate three
separate brands:

DFS, Sofology and
Dwell.

Our brands are complementary —they
appeal to different customer segments and
allow us to target the majority of the market
and deliver organic market share growth.

Each brand curates their own ranges,
supported by specialist in-house
design teams.

Creative directionis managed by each brand
team who operate independently from their
own head offices.

Well invested omnichannel
platform with unrivalled scale
We invest in our
business for the
long term.

With a 34% market share across the Group,
we are over three times the size of our
nearest direct competitor.

We continue to investin technology to
improve our websites and enhance our
range of online services, including
augmented reality visualisation tools and live
"in-store” communications.

All our brands have a national network of
well-invested showrooms with highly
motivated and well-trained sales colleagues.
With the launch of The Sofa Delivery Co.,
we're developing a fully integrated Group-
wide supply chain platform and delivering
arange of efficiencies.

UK factories

S5

UK showrooms nationwide

196

Group market share

34%

DFS Furniture plc
Annual Report & Accounts 2020



The way our people
responded to this crisis was
nothing short of exemplary,
and | cannot thank them
enough for their spirit,
engagement and hard work."

Tim Stacey, CEO

SofaRescue

Our people

We would not be
the market leader
without our 5,000+
talented and
enthusiastic
colleagues.

We continue to be rated one of the best
companies to work for in the UK with
consistently high levels of employee
engagement.

Our award-winning apprenticeship schemes
supportindividuals to become highly skilled
in specialist occupations and develop
long-term careers with the Group.

Group colleagues

5,372

Clearabee"

at sofology

DFS GROUP
ESG STRATEGY

2020 SUSTAINABILITY & g
UPDATE

sssssssssssss

Y sofology”

Partnered with waste recycling
experts Clearabee

Our new Environmental,
Social and Governance
(ESG) strategy launches in
the current year.

Building on currentinitiatives such as our Sofa Rescue
partnership with Clearabee and PlanTree reforestation
initiative, our new strategy incorporates specific
multi-year targets for our brands across key areas of
the business including sourcing, packaging, recycling,
energy efficiency, gender diversity and flexible working.

Furniture pieces diverted from landfill

>33,000

Annual Report & Accounts 2020

Strategicreport



8
Our brands

We are the leading sofa retailing group in the
UK —we operate across three brands, each
appealing to different customer segments.

Joules Ashwicke

dis

« DFSistheleadingretailer of sofasin
the UK with over 50 years' heritage wfpsosclusdyitdfs
+ Headquarteredin Doncaster it operates
117 showrooms in the UK and Republic
of Ireland, eight across Spain and the

FRENCH CONNECTION

wfonsclusely S

HouseBeautiful

wfpssclussualy S

Netherlands and aleading web platform i
+  Thebrandis promotionally led with broad ICONICA ﬁ‘«&/}'
reaching advertising campaigns that apecbintyerdls sofas exclusivaly or df

drive brand recall and focus on comfort
and value for money

» Itscustomerstendto have average
nationalincome and a high proportion
are young families

»  Asoneofthe UK's most visible retail
brands, DFSis often an anchor tenant Revenue
driving significant footfall to destination

retail parks @ £535.2m

+ DFSisthe most commonly searched term

In addition to DFS's own brand products,
it also offers a wide range of exclusive
brands created in collaboration with the
UK's top home and lifestyle brands.

onlinein the sector, ahead of even "sofa", FY19 (52 weeks pro-forma) £721.7m
andits website received an average of
1.9m unique visitors each month in FY19 (48 weeks) £650.6m

the 12 months to June 2020

- Sofaorders are fulfilled on a made
to order basis Number of showrooms

125

DFS Furniture plc
Annual Report & Accounts 2020



“sofology

Sofology is the third largest retailer
of sofas inthe UK

Headquartered near Warrington it
trades through its growing national
footprint of 45 showrooms and

its website

[ts marketing approach focuses

on emphasising product design

and quality

The use of wellknown celebrities in
its TV and digital adverts has helped
buildits brand awareness and
distinctiveness

The brand appeals to a slightly more
affluent than average customer Revenue?
Utilises a strong omni-channel model
that enables the customer to start

building a basket in showroom for o
completion there and then or once Fy1o
they are back at home

Its products are made to order FY19

dwell

Dwell sells stylish, modern furniture,
lightingand home accessories
Dwell's products are on display in

39 DFS showrooms as well as onits
own standalone website

Its customers tend to be affluent

and slightly older familiesin the
35-55agerange

In contrast to the rest of the Group,
Dwell operates a stocked model from
its Milton Keynes national distribution
centre allowing for short customer
lead times

Bergen

Tabula

Islington

Number of showrooms

DFS Furniture plc
Annual Report & Accounts 2020
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Chair's statement

Financial and operational resilience in

a challenging year

lan Durant
Non-Executive Chair

2020 highlights

 Fastand decisive actionin response to
Covid-19; temporary suspension of
business drives loss before tax for the year

« Strong trading online during lockdown,
which has continued into the new financial
year both in showrooms and online

« Good strategic progress with the focus on
DFS and Sofology

+ Sale of Sofa Workshop and restructuring
of Dwell completed early in the new
financial year

« Development of phase one of our Group
Environmental, Social and Governance
agenda

DFS Furniture plc
Annual Report & Accounts 2020

Overview

This has been an extraordinary year, unprecedented in the challenges
posed by the closure of our showrooms, manufacturing and delivery
capabilities for almost three months of our peak Spring trading period.
During this period, the majority of our colleagues were furloughed and
the smallteam which remained worked from home.

lapplaud the response of our people in managing the closure of our
operationsin late March, looking after colleague welfare and planning
and executing the reopening of the business at the start of June.

During the peak of the Covid-19 pandemic the Board met frequently
to provide support and guidance to the Group Leadership Team.
This included assisting with making the key tactical decisions
required to secure the operational and financial position of the
Group, including agreeing arrangements with landlords and
suppliers to manage our cashflow, increasing the Group's banking
facilities and raising new equity financing.

Strategy progress

In the first full financial year since its launch, we have continued to
progress the implementation of the Group's strategy to be the
leading sofaretailer in the digital age. In particular, a number of new
initiatives have been launched to further develop the omnichannel
proposition of the largest brands, DFS and Sofology. Progress

has also been made onleveraging DFS's existing assets to support
improved returns on capital through sharing retail space and
logistics assets to support Sofology's expanded presence across
the UK. Having proved our ability to do this, including the integration
and development of the supporting information systems and
processes the Group is well positioned to replicate this approach
across the UK and the Republic of Ireland over the next two years.

Financial results

At our half-year trading update we reported that Group revenues were
down 5.7%in the first half against the strong prior year comparative;
however, importantly, order intake was up year-on-yearinthe second
half, with a particular strengthinthe DFS brand. This remained the
position and the Group, excluding the underperformance of Sofa
Workshop, was on track to broadly meet market profit expectations
for the full year untilthe Covid-19 pandemic took hold in late March.
Then, inline with government requirements, all UK operations excluding
our web platform were suspended from 23 March. Our showrooms,
manufacturing facilities and delivery network closed for almost three
months, resulting in a revenue shortfall of c.£270mwhichled to a
reportedloss before tax for the year of £81.2m.

Covid-19 pandemic closedown

The reaction of the business to the pandemic was fast and effective.
After pausing operations overnight, additional communication
channels were established to ensure colleagues remained fully
informed of the developing situation and the impact of the business'’
‘hibernation’. Almost 90% of colleagues were furloughed and around
500 remaining colleagues worked tirelessly to manage the impact on
the business. Expenditure was minimised and, in order toincrease
financial resilience, in April 2020 the executive team secured an
incremental £70m twelve month debt facility from our banks to
supplement our existinglending arrangements, and we also raised
£63.9min new equity financing from a share placing the same month.

Iwould also like to express our thanks to the Group's many
stakeholders for their support through this challenging period.

This includes the Government for providing broad support including
the Coronavirus Job Retention Scheme, and many of our larger
suppliers and landlords, who agreed to payment deferrals.
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Re-establishing our operations

The DFS and Sofology brands traded well
online throughout the lockdown period.
Benefitting from continued investment over
numerous years, as we shared in our July
trading statement order intake across the
online channels was up 77% year-on-year
from the beginning of lockdown to

12 July 2020.

Most of the Group's customers still choose
to visit our showrooms, so they can
experience the look and feel of our products,
as well as the allimportant "comfort test”,
before committing to a purchase. During
lockdown the executive team worked hard to
putin place all the steps necessary to safely
welcome back employees and customers
into our showrooms andrestart our
manufacturing and delivery operations with
appropriate safety measures. To facilitate
the re-opening, we implemented strict social
distancing and hygiene measures and
introduced a new appointment system for
customers which has proved popular.

Since re-openingin June, we have been
pleased to see a significantincreasein
customer orders, which has been sustained
into the first three months of the new
financial year. We believe this reflects both
latent demand from the period of closure
and a renewed focus and enthusiasm
amongst customers for enhancing the
comfort of their homes.

The high level of orders, combined with
constrained deliveries through June as
operations gradually recommenced,
resultedin a higher than normal order bank
at the end of the year. The Group therefore
entered the new financial year with good
momentum.

We are very aware of the ongoing economic
uncertainty and have decided to focus our
efforts more closely on the development
of the DFS and Sofology brands, which we
believe provide the greatest opportunities
for growth. To facilitate this we have, since
the end of the financial year, completed the
sale of Sofa Workshop and integrated the
management of the Dwell retail teaminto
DFS toreduce costs and help it become
amore profitable part of the Group.
Unfortunately, the consequence of thisis
the loss of a number of colleague roles from
the business.

We recognise the environmentin the new

financial year, is likely to be highly challenging,

and may require rapid changes in our ways of
working to adapt to the continued impact of
Covid-19. The Board and Executive have
adopted a shorter, more frequent planning
cycle toreflect this heightenedrisk. lam
confident given the pace at which the Group
has responded to recent challenges we have
the right team and structuresin place to
manage these risks.

Our purpose, our values and

our people

The Group, which is the outright market
leaderinits sectorinthe UK, has a
distinctive culture. Thereis a great sense of
pride, commitment, and a "can-do” attitude

amongst the people that work across the
business. Our purpose, built on our values, is
to bring great design and comfortinto every
living room, in an affordable, responsible,
and sustainable manner.

That our people live our values has been
evident from their dedication and enthusiasm
over the past year. Aside from the pandemic
thereis a significant amount of change going
on within the Group and | commend our
employees for their commitment and
determination to see through the numerous
projects that are underway.

Environmental, Social and
Governance (“ESG")

With the support of the Board, the Group
Leadership team has spent a considerable
amount of time and effort developing phase
one of the Group's ESG strategy. Our
ambition is to leverage our influence and
scale as market leader to offer sustainable
and ethical products and to drive amore
circular product lifecycle. This starts from
sourcing and manufacturing, through to
retailing and delivery before then ensuring
the collection and responsible disposal of
products at the end of their useful lives.

As aresult, we expect to become more
efficient, competitive and innovative
without margin dilution to support the
long-term sustainability and profitability of
the Group. We believe this approach to
sustainability is expected by our customers
and indeed embedding sustainability into
everythingwe dois a key priority for

the future.

We are well aware that there is much to be
done, and the team has been on ajourney

to first understand, through independent
audits, our current situation in relation to
sourcing, energy consumption, waste
products and our people. We have then
developed what we consider to be stretching
butrealistic targets and plans to achieve these.

We launched four key initiatives in the year:
our wood and leather sourcing strategy;
reduction and recycling of packaging; our
'sofarescue’ service to reduce the amount of
waste product entering landfill; and our tree
planting initiative working with the Woodland
Trust. There are many other work streams
underway —more detail on these and our
targets can be found on pages 48-59.

I am proud of the work done by our colleagues
across the Group to support the incredible
work of the NHS during the height of the
health crisis. Support was provided to 50
NHS hospitals across the UK, by donating
and delivering sofabeds, sofas and recliners
to allow health workers to enjoy much
needed rest whilst remaining on site
between shifts to support patients.

The Board

In September 2019, Alison Hutchinson
succeeded Luke Mayhew as Senior
Independent Director, prior to his retirement
from the Board at the AGM in November.

In January, Steve Johnson succeeded Alison
as Chair of the Remuneration Committee. In
January 2020 we welcomed Jane Bednall to

the Board as a Non-Executive Director. Jane
has subsequently taken on the role as our
designated Non-Executive Director as we
look to further strengthen the Board's
understanding of employee views.

The Board's focusin the year has been to
drive the implementation of the Group's
strategy through providing oversight,
support and challenge to the Group
Leadership team. Although interrupted by
the sudden and extreme impact of Covid-19
closure, the Group's strategic direction
remains intact and steps have been taken to
accelerate changes which we anticipate will
enhance the Group's UK market leadership
position and profitability.

More details on the Board's activities can be
found on pages 66 to 75 in the Corporate
Governance Report and Section 172
Statement on pages 60 to 63.

Dividend

As aresult of the uncertainty driven by the
pandemic, we took the decision to cancel
theinterim dividend. Whilst trading has been
strong since the lockdown measures eased,
we remain cautious around the continued
potentialimpacts of Covid-19 on operations
and the macro-economy. While the terms of
the incremental banking facility securedin
April preclude payment of a dividend at the
current time in any event, we would not have
otherwise sought to recommend payment
of afinal dividendin respect of the FY20
financial year as we seek to maximise the
financial resilience of the Group.

Looking ahead

The Group's scale economies, brand
heritage, verticalintegration and financial
strength position it well for what s, as noted
inthe Chief Executive's outlook, likely to be
atough trading environment. This strength
has enabled the Group to grow its market
share during previous times of economic
challenge as less resilient competitors
exited the market, for example during the
global financial crisis of 2008/9.

Inthese uncertain times we need to be
cautious and alert to the unexpected. Itis
impossible to predict the impact of the
political, social and economic developments
we are seeing. Notwithstanding these
challenges, the Board is confident that the
strength and resilience of the business
places the Groupin arelatively strong
position over the long term and well placed
to manage these market uncertainties. We
remain committed to developing the Group
to drive shareholder returns, have a positive
impact on our society and continue to
provide a rewarding place for our people

to work and believe these aspirations are
mutually compatible.

lan Durant
Chair of the Board
24 September 2020

DFS Furniture plc
Annual Report & Accounts 2020
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Chief Executive's report

Our strategy, to lead sofa retailing in the
digital age, is more relevant than ever.

Tim Stacey
Chief Executive Officer

2020 highlights

« Lossbeforetax of £81.2m as a direct result
of business suspension during lockdown

« Comprehensive response to Covid-19,
protecting colleagues, customers and
the business

« Acceleration of growth strategy focused
on DFS and Sofology

« Good progress on cost efficiency

+ Development of our ESG strategy, whichis
embedded in our business

+ Very strong demand since reopening

DFS Furniture plc
Annual Report & Accounts 2020

Overview

The decision to close our business down for the first time in 50 years
on 23 March 2020, based on the Government guidance, was
momentous but clearly necessary. We moved swiftly to protect
colleagues and customers by temporarily closing all showrooms,
manufacturing and distribution operations.

The way our people responded to this crisis was nothing short of
exemplary, and | cannot thank them enough for their spirit, engagement
and hard work throughout lockdown, ingredients that enabled us to
come through the crisis. We also really appreciated the support we
received from our key stakeholders, including our shareholders, our
banking partners, our suppliers and our landlords. With their collective
support, and the actions we have taken, | am very confident that the
Group has emerged even stronger from this unprecedented period.

Re-opening the business safely has been a huge undertaking and we have
put colleague and customer safety first. The careful re-opening through
late May and June, together with the disruption through lockdownitself,
has clearly impacted the financial performance in the year with revenue
forthe 52 weeks to 28 June 2020 decliningby £271.7mto £724.5m
compared to the 52 week unaudited pro forma prior year period.

This reported performance is based on the fact that the Group
recognises revenues at the point of delivery of orders to customers,
and consequently second half financial performance was particularly
adversely affected. The Group traded very well online, but government
lockdown restrictions from 23 March severely restricted customer
deliveries for much of the remaining period.

Underlyingloss before tax excluding brand amortisation® for the year on
apre-IFRS 16 basis was £56.8m compared to a profit of £50.2minthe
comparative period. We ended the year with net debt ona pre-IFRS 16
basis! of £169.2m (2019: £176.3m), after raising £63.9m from
shareholders as part of our measures to build financial resilience in
response to the pandemic.

Since the year end, net debt has reduced significantly, due toa
combination of the resumption of customer deliveries and very strong
orderintake, which has exceeded our expectationsin the first few
months of the new financial year. We have reviewed extensive external
andinternal data and we believe that the current level of performance is
due to a combination of latent demand post lockdown, a shift of
consumer behaviour towards spending on "home", the relative strength
of our omni-channel offer and competitor market exits.

Based on data from Global Retail the upholstery market was relatively flat
for three years from the start of 2017 to the end of 2019, driven by low
consumer confidence and a subdued housing market caused by political
uncertainty and relative macro economic weakness. There appeared to
be some green shootsin the market after the December General election,
pre-lockdown, as conversion and Average Order Value improved post
Boxing Day, although footfall and web visitors remained fairly depressed.

Post-lockdown there appears to be a shift upwards inthe market cycle,
butitis only afew months of trading, and macro economic storm clouds
are gathering, together with the next phase of Brexit and the threat of
further disruption from Covid-19. Indeed, the current out-performance
couldbe "pull forward" from the autumn as consumers fear a second
wave of the virus. Itis therefore impossible to call as to how sustainable
this trend might be, and as such, to predict the future from the autumn
onwards would be speculative at best. That said, given the startto the
new financial year and the relative strength of our proposition, we are
well positioned to take advantage if the current trends continue and we
can also cope with potential further disruption.

1. Refertopages 158 to 160 for APM definitions
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| am so proud of, and grateful to, every single one
of our colleagues and stakeholders for the way

in which we managed through the lockdown.”

Prior to the arrival of Covid-19, we were making
good progress on our strategic initiatives,
despite the continued challenges from the
relatively flat market. Duringlockdown we
reflected on our progress, giventhe
accelerationin consumer behaviour towards
online shopping, and the underlying strengths
of our well-invested omnichannel platformand
unrivalledindustry scale.

As loutline below, since the year end, we have
takenfurther actions to reinforce the structure
ofthe Group and we will continue to investin
core assets and key initiatives which support
our long-term strategy and deliverimproved
shareholderreturns.

Managing the Covid-19 pandemic
Our company values, allied to our rigorous risk
management framework, helped shape our
response to the Covid-19 pandemic. From
January, Covid-19 evolved rapidly from
apredominantly regional concern, disrupting
our Chinese imports, to aninternational crisis
affecting many elements of daily life, including
every aspect of our own Group activities.

Asthe pandemic spreadinto the UK, our first
actions were to prioritise the health and safety
of our colleagues and customers. On 23 March,
we closed all our showrooms, manufacturing
and distribution operations in the UK, Republic
ofIreland and Spain andimmediately
suspended all customer deliveries, with health
concerns paramount. Despite severe
restrictions on physical operations, we
continued to support close to 5,000
furloughed colleagues at a time of growing
financial uncertainty, fully protecting salaries in
Apriland maintaining salaries at 80% of full pay
until colleagues returned to work, in excess of
Government salary caps. In solidarity with our
teams on furlough, all our Group's senior
leadership. including our Board Directors and
senior executives, agreed an equivalent salary
reduction.

We also amended our sick pay policy to take
account of Covid-19 risks and the salaries of the
Group's senior executives and Non-Executive
directors were reduced while operations were
suspended. We also provided valuable
well-being support to employees via numerous
avenues including our employee assistance
helpline and The DFS Living Well Workplace
platform. Government restrictions on our
business beganto be eased fromthe end of
May, and our own operations resumed once
we were confident that we had the correct
measures in place to protect our colleagues
and customers.

Safety concerns addressed, aided by our
Group-wide Google technology infrastructure
to facilitate remote team-working, we were able
to enact recently updated business continuity
proceduresin order to protect the health of the
business. We undertook a thorough financial
review, significantly reducing expenditure,
deferring new store openings and utilising the
UK government's business rates holiday and
the Coronavirus Job Retention Scheme to
manage costs and cash.

Inrelation to key external stakeholders, we
aimed to act withintegrity in relation to our
suppliers andlandlords. Recognising their
existential challenges, we prioritised payments
to smaller, key long-standing suppliers. We
acknowledge the support of our strongest
landlords and suppliers in allowing us to secure
temporary improvements to our payment
schedules.

Ourinvestors also deserve recognition for
their support during the pandemic. With cash
flows temporarily constrained as lockdown
restrictions prevented us from delivering our
growing customer order bank, we were able to
secure atemporary £70m extension to our
banking facilities. Our largest shareholders also
participatedina £63.9m share placing which
was also supported by our Board members.

As dividend payments have been suspended
to help manage the financialimpact of the
pandemic, we acknowledge our shareholders'
supportand willaim to recommence payments
once the macroeconomic outlookis

more certain.

Atatime of unprecedented challenge, I have
greatly admired how our various stakeholders
and management teams have been able to
work calmly together, allowing us to operate
safely and preserve thelong termvalue of the
Group. The power of strong relationshipsis
something that we value highly as a Group.

Review of strategic progress

The far-reaching consequences of the
pandemic underline more than ever the
importance of fully embracing digital channels
as online penetration accelerates across the
retail sector. Inthe upholstery market we
believe thatitis the combination of digitaland
the physical aspects of our showrooms that will
continue to be successful. We know from our
research that 90% of sofa buying decisions are
made inthe showrooms after the allimportant
"sittest"as "comfort”is the number one reason
why customers choose to buy a sofa or not.
Showrooms are therefore at the centre of

our business model and as such we believe
that the Groupis well placed if consumers
reprioritise the home within their lifestyles

and spending patterns.

Our strategy, tolead sofaretailingin the
digitalage, aims to generate, as previously
announced, £40m of incremental profit before
taxrelative to FY18 and excluding the impact of
normal market growth/decline, by focusingon
three core pillars: (i) to drive the DFS core brand,
(ii) to build group platforms to maximise
efficiency, and (iii) to unlock new profitable
channels of growth.

Drive the DFS core

The DFSbrandis the largest and most
profitable in the Group and the key priority of
our strategy is to focus on driving this brand
across allchannels. We continue toinvestin
ourinfrastructure in order to furtherimprove
ouromnichannel customer journey.

With a strong online offer and well-invested
showrooms, DFSis well positioned to compete
across allchannels. Prior to the Covid-19
pandemic, our recent market research showed
that 85% of customers began their sofa buying
research online, with around 90% of customers
subsequently visiting a showroom to conduct a
"sit-test" before completing their purchase. As
such we believe that the combination of digital
and physical showroomsis the right business
modelfor the upholstery sector.

We were pleased, however, to see that we could
trade well online, even without the benefit of
showrooms during the lockdown period. This
performance underlines the strength of the
DFS brand and our online proposition, as well
as our reputation for supplying good value
products.

Our showrooms performed strongly as they
reopened in the final weeks of the financial
year. This trend has continuedinto the current
financial year, together with high levels of
growth through our online channels. Our online
penetration of total ordersis up 3ppts to 22%
over the last sixmonths.

Agreater proportion of our advertising
expenditure was spent on digital marketing
as we worked with Facebook, Instagram and
Pinterest to develop increasingly targeted
customer campaigns. We also improved our
on site search capabilities, being the first sofa
retailerinthe UK tointroduce "visual search”.
This functionality enables customers to take
photos of any sofa they seein any settingand
then compare that to our extensive ranges.

In the first half of the year, we re-platformed
the DFS website onto Google Cloud, enabling
improved functionality, a faster user experience
andfar greater user capacity. Furthermore,
having been the first sofaretailer to launch
augmented reality on aniPhone mobile browser,
enabling a customer to view a sofain their own

DFS Furniture plc
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Chief Executive’s report continued

home, we've launched a second generation service with a new software
partner and have beenincreasing the number of ranges available on this
service. These initiatives have had a positive impact, particularly when
showrooms were closed during the lockdown period.

We continued to investin our showrooms inthe year, equipping our
sales colleagues across the showroom estate with 1,200 new Google
Chrometablets. The tablets enable rapid access to key informationin
aconvenient and secure way, utilising customer data from their online
account with us to direct them to the products they've been browsing
and similar products that may match their requirements. Working with
our artificialintelligence partner, Satalia, we developed a model to
predict footfall, based onlocal market trends, weather, promotional
campaigns to ensure we can act at short notice to optimise our sales
team scheduling to meet demand.

We continue to track customer satisfaction by monitoring Net Promoter
Scores (NPS) at various stages of the customer journey. Our post
purchase NPS score for the DFS brand was 85.7% (FY19 84.2%). Our
established customer satisfaction score improved significantly to 42.9%
(FY19 33.0%). This increase was driven by a combination of better digital
communication with customers post purchase, improved product quality
and new digital tools enabling customers to book their own delivery and
access customer service and help.

We're using our data more efficiently to deliver timely insights into
consumer trends and drive more effective product development. We
continue to see above average sales growth from our licensed sofa
brands including French Connection, House Beautiful, Country Living
and Joules, with successful new modelintroductions driving sales as
theyrollout across the DFS store estate.

Towards the end of the financial year, we also introduced the DFS Chair
Edit—a series of new colourfulaccent chairs that complement existing
sofa product ranges and allow customers to indulge their own design
talents and create a coordinatedliving roomlook. Inthe current year, we
have recently launched new ranges targeting busy families and to attract
additional style-focused customers with our exclusive Halo Luxe
partnership, which showcases the very best leather products.

We are making great progress in modernising and driving the DFS core
business and this remains the key priority of our strategy. We look
forward to continuing our investment, particularly in digital capability,
as the year progresses, as we look to strengthen DFS's market-leading
position.

Build the platforms

This strategic pillar focuses on Group-wide benefits from utilising
existinginfrastructure and scaling systems, processes and data.

As amarket-leading, vertically-integrated business, we are targeting
significant efficiency gains from our property, logistics, marketing and
manufacturing activities.

We continue to make good progress securing property savings, through
acombination of rent reductions on leases approaching renewal and
downsizing some showrooms. Last year we secured a further £1.4m of
annualised savings, bringing the total annualised saving since the
programbeganto £4.3m. We are confident of achieving the £6-8m
targeted annual savings by FY23 as previously communicated. In order
to secure the maximum value benefit over the longer term, we only
commit to new leases where appropriate terms are available, reflecting
the rental market trend and the Group's strength as an anchor tenant on
many retail parks. We are also well placed to strengthen our portfolio
during a period of market disruption affecting our competitors.

We continue to seek efficiencies from our Customer Distribution Centre
(CDC) network, with some of our CDCs now delivering multiple Group
brands after a successfultrial. In the year, we relocated our Belfast CDC
from our retail site into a new standalone location, repurposing the space
to house more of our brands with minimalincremental rent. Our
relocated Belfast CDC now delivers more of our brands' products to
customers' homes onthe same vehicles under our ‘The Sofa Delivery
Co'branded group delivery network. This network will enable us to
provide better and more consistent service to our customers at alower
cost tothe Group by: increasing utilisation of our delivery fleet and
reducing carbon emissions; reducing CDC operating costs; and
leveraging DFS's proprietary routing and scheduling optimisation
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software. We have the opportunity to transition all the Group's sofa
delivery operations to this model by the end of Financial Year 2022 with
annualised savings of £3m+.

Toimprove customer experience, we have trialled seven days a week
and later evening delivery slotsin our Glasgow CDC. As well as providing
greater customer convenience, the change in shift patterns has also
generated positive feedback from our colleagues in relation to work life
balance andrest periods. We are considering extending this trial to all
CDCs over the next 24 months.

We target continuous incrementalimprovements in our customer
facing technology platforms. In the year, we enabled DFS customers to
book their delivery andinstallation slots online. Around fifty percent of
our customers now use this online functionality resulting in both higher
NPS scores and increased efficiency. Customers can also now track
where their delivery vehicle s, in real-time, on the day of delivery.

Marketing has been a traditional DFS strength and a major area of
investment for the group. However, we believe we can drive significant
efficiencies by usingincreasingly granular data-led analysis, particularly
in relation to our digital marketing investment. With the support of our
expert partners, we have identified optimum amounts of investment by
brand for the current financial year, which will be regularly reviewed to
reflect prevailing market conditions.

Going forward we are reviewing our own manufacturing capacity and
capability given our growth plans for both DFS, Sofology and Dwell, the
clear margin benefits of vertical integration and the potential for
increased control of end to end supply chain.

We recognise that world class retail businesses are moving to become
more platform-basedin order to enable future profitability and extract
cost efficiencies. We are making good progress on our platforms and

intend to deliver all of the cost savings identified by Financial Year 2023.

Unlock new growth

The third pillar of our strategy is 'unlock new growth' which targets
profitable growth from our other brands. Most recently this was
reflected in the acquisition of Sofologyin 2017 for £25m, following on
from opportunistic acquisitions of Dwell and Sofa Workshopin 2013
and organic expansioninthe Netherlands and Spain.

Recent operational challenges, weaker results and the uncertain retail
outlook, have led us to review our Group structure and re-assess the
prospects of certain smaller Group businesses. As we recover fromthe
pandemic, we believe that itisimportant that the Group retains the
financial resilience to weather a period of economic uncertainty, and that
theinvestmentinindividual brands matches future returns prospects.
With aleaner, simplified structure, we believe the Group will be best
placed to maintainits leading market position, while taking advantage of
the significant Sofology profit growth opportunity.

Sofology

We planto accelerate the development of Sofology, and see significant
scope to expand the number of showrooms in the UK, driving further
economies of scale. We were encouraged by the performance of Sofology
during the year, particularly the online channels during the lockdown period
and as showrooms re-opened towards the end of the financial year.

Sofology continues to lead the sector with its seamless omnichannel
journey, and made further progress in this areain the last financial year.
Recent developments include website enhancements such as a
'go-in-store' capability, whereby a customer browsing online canbe
connected to a colleague in a showroom via video, see the product live
andhave any questions answered, and the introduction of a 'sofa sizer’,
enabling a customer to enter the maximum height, width and depth of a
sofa with the range immediately refined and presented to the customer.
Theseinitiatives have helped contribute to improved web and showroom
conversion throughout the year.

We have developed significant new product ranges and refreshed the
existing offer through the addition of new coverings. These new
collections have been successfulin drivingimproved Average Order
Values and gross margins, and as such are driving strong sales and
margin growth year on year post lockdown.



15

Sofology's NPS continues to benefit from investment in product quality
and after sales service. Colleague engagement scores have also
continued toimprove and attrition has reduced significantly.

Sofology opened three new showrooms in the periodincludingits first
storein NorthernIreland. Despite disruption due to lockdown measures,
we remain encouraged by the new store performance.

We continue to see the opportunity to grow the Sofology brand to 65-70
outletsinthe mediumterm. Inthe current year, taking advantage of
favourable lease terms, we are seeking to accelerate the showroom
opening programme and plan to open 6-10 new showrooms in the next
twelve months.

Sofa Workshop and Dwell

The disappointing performance by Sofa Workshop we outlined in our
interim results deteriorated further in the second half. Following our
strategic review, we decided to sell Sofa Workshop and the transaction
was finalised and announced in August.

Ina competitive homewares market, Dwell also reported a declinein
sales and brand contribution during the year. We have restructured the
Dwell operatingmodelto enable its wide range of attractive products to
be sold more seamlessly to DFS customers, as well as online. We believe
that Dwellhas a complimentary proposition to our sofa brands andis
now set up to deliver profitable growth going forward.

International

Prior to lockdown, the performance of our six Netherlands showrooms
was in line with expectations and we expect to conclude our review on
growth options for this business in 2021. Our two Spanish showrooms
continue to perform well despite potential uncertainty from the Brexit,
which may have some effectin the areas they are located.

People, purpose and values

FY20 placed significant demands on our Group colleagues, including
managing uncertainties around the government furlough programme,
or working extended hours from home alongside domestic pressures
and perhaps coping with anxiety around Covid-19. Using a variety of
means, we have aimed to support our colleagues from a financialand
wellbeing perspective as much as possible during this period. | genuinely
appreciate all our colleagues for their effortsin the year.

Despite the growingimportance of digital technology, retailing remains
very much a ‘people’business, and the industry remains the UK's largest
private sector employer.|am proud to lead a Group with more than
5,000 passionate and dedicated colleagues. As a vertically-integrated
omnichannel business, with a strong 'family’ ethos, the Group offers a
wide range of career opportunities across our manufacturing, retailing,
distribution and support functions. We also provide arange of career
development opportunities, from our award-winning apprenticeship
programme to leadership skills workshops.

We continue to receive external recognition for our employment
engagement, gaining a Best Companies™ accreditation for a fifth
consecutive year, with colleagues highlighting positive manager
relationships and an enjoyable team working environment as key
attractions of the Group. We continue to benefit from colleagues' loyalty,
with almost 40% of colleagues having more thanfive years' service with
the Group.

As a successful UK-based company and the market leader in our sector,
we also believe that, in addition to deliveringlong-term value for
shareholders, we have a responsibility to contribute to the success of
wider society and to be aware of ourimpact on the environment. To this
end, we have spent time reflecting on our company purpose throughout
theyear:

Our Group purpose is to bring great design and comfortinto every living
room, inan affordable, responsible, and sustainable manner. Our
customers and our people are at the heart of everything we do, reflected
inour three core values of 'Think Customer’,'Be Real' and 'Aim High".
These values are firmly ingrained across the Group and are central to our
strategy and our purpose.

Environmental, Social and Governance (ESG)

Reflecting our purpose and values, we are committed to actingina
responsible and sustainable manner into the long-term. Our Group-wide
ESGinitiative is led by Sofology CEO Sally Hopson and supported by
Alison Hutchinson as Board sponsor. Inthe last twelve months, we have
intensified our effortsin this critical area, and have developed anew ESG
Strategy that willbe announced alongside our preliminary results. The
Strategy will detail specific multi-year targets for our brands across key
areas of the business including sourcing, packaging, recycling, energy
efficiency, gender diversity and flexible working. We intend to turn ESG
leadershipinto a sustainable source of competitive advantage for the
Group. Further details of our ESG Strategy can be found on page 48 of
this Annual report.

Impact of the UK's exit process from the EU

Inmy 2019 CEO's report, I reported in detail on our work on the potential
impact of the UK's departure fromthe European Union. Our preparations
have continued, overseen by the Group Risk Team reporting to the Audit
Committee. The UKis currently in a transition period untilthe end of 2020
while trade negotiations take place regarding the nature of the future
relationship with the EU. The level of change required as part of any trade
dealis unclear as yet. We have established a cross brand Working Group
prioritising actions to address the "known knowns" surrounding the EU
departure process. With governments prioritising the Covid-19 response,
itis currently unclear whether the transition period will be extended and,
on balance therefore, the risks of a'no deal' departure have increased.
We provide more detail on Brexit in our Risks & Uncertainties analysis
onpage 35.

Asindicatedinlastyear's report, the two principalrisks to the Group from
the EU departure remain consumer confidence related impacts on
consumer demand, and border delays. As aresult of the Covid-19
pandemic, consumer confidence is already low. We will continue our
preparations to minimise the disruption as part of our risk management
process, until the UKand EU's path forwardis clear.

Outlook

While the reported decline in profitis undoubtedly disappointingin
headline financial terms, a significant proportion of this profit has already
beenrecoveredinthe current year as we resumed customer deliveries.
We have also continued to make progress with our strategic agenda,
strengthened our stakeholder relationships and worked hard to preserve
the value of the Group.

The current year has started very strongly with all showrooms now open
and our digital channels continuing to grow. Our year-on-year order
intake growth over the last twelve weeks, combined with our previously
announced higher opening order book, implies c.£226m of additional
revenues will be realised in this financial year. We believe that this growth
is due to acombination of pent up demand from lockdown, consumers
spending relatively more on their homes and the strength of the DFS
and Sofology propositions in particular.

Inthe absence of further lockdownimpacts, we therefore look forward
toreporting a strongfirst half sales and profit performance, although the
full year outcome will be dependent on the effects of the pandemic and
Brexit on consumer confidence, the housing market andlevels of
employment. Cash generation will continue to be a priority as we look to
rebuild our financial resilience.

We remain focused on executing our strategy, with agility and pace, and
believe that the Group is well placed to further strengthen our market-
leading position in the medium term. The events of the past year have
allowed us to build an even stronger sense of togetherness. We emerge
fromthe crisis stronger and with renewed energy and purpose.

Tim Stacey
Chief Executive Officer
24 September 2020
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Working together

At a time of unprecedented challenge, our various
stakeholders and management teams have been working
closely together, allowing us to operate safely and preserve
the long term value of the Group. Our Group ‘family’ values
of Think Customer, Be Real, and Aim High have helped shape
our response to the Covid-19 pandemic.

1. Employees

As the pandemic spreadinto the UK and our European markets,
we acted fast to protect the health of our colleagues and
customers by closing showrooms, factories and suspending
customer deliveries, only resuming operations after detailed safety
checks. We've provided financial support beyond government
caps for furloughed colleagues, updated our sick pay policy and
offered extensive wellbeing support across phone helplines, our
Living Well platform and informal team get-togethers.

2. Customers

We've introduced appointment booking slots, social distancing
in the stores and ensured that our delivery teams are equipped
with all the right PPE. We're now trialling 'go in store' video calls Employees have been issued with the
with local showroom teams so customers can consult advisors
from the comfort of their own homes.

Protection

appropriate protective equipment and
given clear instructions as to how to
perform their roles safely in the current
environment.

3. Suppliers &landlords

Despite the financial pressures of the pandemic, we've aimed to Online support

treat suppliers and landlords fairly, supporting our smaller, long-

standing suppliers during the peak of the crisis. Inturn, we also We've kept in touch with our colleagues via
recognise the support of our strongest suppliers and landlords our Facebook Workplace platform which
who granted us improvements to our payment schedules. also hosted live-streamed "Town Hall”

management presentations.

4. Investors

We appreciate our investors for their support during the
pandemic. As lockdown restrictions prevented us from making
deliveries to customers, our banks and shareholders provided
us with temporary additional financial resources so we could
continue trading online and investing for the future despite
Covid-19 disruption.

5. Community

The Group and our employees support a range of charities and
volunteer to help the community throughout the year. During
the peak of the pandemic, we provided over £100,000 of sofas
and sofa beds to NHS hospitals between April and June and
donated £300,000 of products to Children in Need for families
impacted by Covid-19. Our factories also supported the ‘Love of
Scrubs' campaign, with volunteers in the factories cutting 7,300
sets of scrubs to be sewn by the Love of Scrubs Group.

DFS Furniture plc
Annual Report & Accounts 2020




17

Business continuity

Recently upgraded business continuity plans
ensured we could act swiftly when the pandemic
struck, switching seamlessly to remote working
via Google's G-Suite.

Shareholders

Volunteering We were able to count on our largest shareholders to
back a £63.9m share placing which was also

supported by our Board members.

Our volunteering
initiative, Giving Back
at DFS, launched just
before the Covid-19
lockdown. This
initiative commits us to
supporting colleagues

Supporting NHS with their own

k T volunteeringinitiatives
S AL and donating up to 1%

We donated over £100,000 of profits and up to 1%
of sofas and sofa beds to ofprodAuct volumesto
50 NHS hospitals between deserving causes.
Apriland June 2020.

Suppliers and landlords

Strategicreport

We've worked collaboratively with our suppliers
during the crisis, prioritising payments to smaller
long-standing suppliers whilst benefiting from the
support of our largest suppliers and landlords.

Thank you so much again.
Gestures like this,anda
comfortable sofato

sit on during breaks will
certainly boost morale

with my colleagues.”
Dr. Emily Gott,

Prince Charles Hospital,
Merthyr Tydfil,

South Wales
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Market overview

We are the leading sofa retailer
in the digital age

The upholstered furniture market is large and still fragmented
despite ongoing market share gain and consolidation by

leading players.

Market opportunity

Large potential customer base

The DFS Group has a specialist focus on
the retail upholstered furniture segment.
The UK upholstery furniture market was
estimated by GlobalData to be valued at
£3.2 billion (incl. VAT) in 2019. We also
offer a selected range of beds, dining and
other furniture and home accessories
giving access to other segmentsin the
UK furniture market.

Clear leader in the segment

The DFS Group, throughits DFS, Sofology
and Dwellbrands, is the clear leaderin the
upholstery furniture market with 34% share
by value. We see three broad categories of
companies actively competingin the
upholstery furniture retail market: Specialist
Chains such as DFS, Sofology, ScS and
Furniture Village; Independents that are
typically single store operations; and General
Merchandisers such as Ikea, John Lewis,
Next, Argos, Debenhams and all other
retailersincluding DIY chains and
supermarkets. Historically the Group has
tended to gain market share during periods
of market weakness as weaker multiples and
independent chains have exited the market.
For example, the Group's market share
increased from c.18% to 26% during the
2007-2014 period (GlobalData).

UK upholstery furniture market

£3.2bn

Group market share

34%

Steady growth over

long-term periods

Since 2010, the UK upholstered furniture
segment of the furniture market has
achieved modest compound annual
growth despite political uncertainty
following the 2016 vote to leave the EU
and subdued housing market activity.
Demandis supported by a seven year
replacement cycle and underpinned by
demographic trends.

We believe over shorter time frames the
segmentis principally driven by three key
factors: consumer confidence, housing
market activity and consumer credit
availability.

In addition to these market drivers we do
see from time to time some material
volatility in market demand levels caused
by particularly hot or cold weather and
significant public events.

DFS Furniture plc
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Market conditions are currently challenging,
with consumers managing uncertainty due

to Brexit and Covid-109.

Key market drivers

Consumer confidence

Levels of consumer spending, particularly
for big ticket items, are influenced by
general consumer confidence. UK
consumer confidence has weakened
since 2016 amid uncertainty following the
referendum vote to leave the EU.
Consumer confidence appeared to
improve slightly following the UK General
Electionin December 2019, only to fall to
near record levels as lockdown measures
were introduced to manage the spread of
Covid-19.

Housing market

Independent research conducted on our
behalf suggests that c.20% of upholstery
purchases are triggered by a house move.
Housing market transactions have been
subdued since 2015, reflecting a
combination of macroeconomic and
political factors as well as a weaker
environment for buy-to-let transactions.
In 2020, Government social distancing
measures led to a sharp contractionin
housing market activity in the spring but
which has shown signs of stabilisation
during the summer.

Consumer credit

Upholstered furniture typically has
relatively high unit prices and thus the
availability of consumer credit can
facilitate purchases and upselling.
Consumer uncertainty has reduced
demand for credit since 2016. In the
current year, with discretionary spending
options restricted, demand for consumer
credit fell sharply during the Covid-19
lockdown period. Employment uncertainty
may reduce credit demand for the year as
awhole.

Consumer confidence!
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the Student Loans Company) sterling net
consumer credit lending to individuals (in percent)
seasonally adjusted.
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Our customer journey

The customer is at the heart
of our Group journey

UK factories

S

3. Quality manufacturing

We are one of the largest manufacturers of

upholstered furniture in the UK. Our three 3
finished goods and two sub-component

factories each benefit from a highly skilled

workforce who collectively produce around

a quarter of all the furniture we sell.

2. Omnichannel retail

The combination of our well invested
websites, national showroom networks and
call centres which are staffed by well trained
and highly motivated sales teams provide a 2 2 09
market-leading omnichannel experience to

our customers. Collectively across all our
brands we have styles and price points that
appeal to the majority of the market and we

make our products more affordable
through offering interest free credit.

Group showrooms

French Connection Studio

1. Design andinspire

90% of customers research online
Through our innovative in-house design
teams and with our buying expertise we
remain at the forefront of home furnishing
trends with each of our brands offering a
distinct curated range. We inspire
consumers to consider a purchase through
memorable advertising, inspirational web
content and more recently through the use
of augmented reality technology to
visualise our sofas in their homes. 2

UK-based design studios

DFS Furniture plc
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. 4. Service

Aftercare is provided by highly skilled
teams with the majority of after-sales
issues being addressed in customers'
homes by our own colleagues.

5. Innovative delivery
options

Through our own network of
customer delivery centres and our
own delivery fleet we carefully deliver
our products to customers'homes
and provide a comprehensive
installation service.

Joules Patterdale

DFS Furniture plc
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Business model

How we create value...

Our enablers

Customer ethos

‘Think Customer'is our first value.
By treating customers as we
would our own family, we aim to
deliver great service.

Unparalleled scale

We have a UK Group market share
of ¢.34%, over three times that of
our nearest competitor.

Complementary
brands

Our complementary brands
appeal to different customer
segments.

Well-invested platform

Modern, well-located showrooms
and innovative apps and websites
give customers the convenience
to shop exactly how they want.
Our own warehouses and delivery
fleet use state-of-the-art
software to help us operate
efficiently.

Made-to-order
products

The majority of the products we
sellare made-to-order enabling
us to operate with negative
working capital.

Vertically integrated
model

We have end-to-end control of
the customer journey from design
allthe way through to after-sales
servicing.

Exceptional people

We have over 50 years of
expertise and recruit, trainand
retain what we believe are the
highest calibre peoplein the
industry.

Purpose

To bring great design and comfortinto every livingroom, inan
affordable, responsible and sustainable manner. For over 50 years,
we have provided millions of sofas into homes across the UK,

the Republic of Ireland, Spain and the Netherlands.

See page 1 for more information
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What we do

Design and inspire

Our design teams and experienced buyers curate attractive and
distinct propositions across our unigue brands that appeal to
most tastes. Our marketing aims to reach our target markets
across all broadcast and digital media, inspiring customers to
consider a purchase.

Retail

Our websites and showrooms nationwide combine to create an
increasingly seamless customer experience, allowing
customers the opportunity to visualise, sit on and feel the
product, while researching and then transacting in store, at
home or on the move.

Manufacture

We manufacture around a quarter of the Group's sofa ordersin
our own British factories, resulting in shorter lead times and
superior quality control.

Deliver and install

Our delivery network operates from customer distribution
centres spread across the UK and Ireland using custom-built
route-mapping technology to reduce lead times and
optimise efficiency.

Service

Sometimes things go wrong and, if they do, we have our own
teams of upholsterers that are on hand to visit customersin
their homes and address any after-salesissues.

Values

Our customers and our people are at the heart of everything we do,
reflected in our three core values:

« 'Think Customer’

* 'BeReal

« 'AimHigh’

See page 2 for more information
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How we deliver value...

Outcomes Value for stakeholders
Sustain sector-leading
operating margins Customers
Scale advantages across the value
chain, from sourcing and shipping 0
rates to maximising delivery and 0
service fleet utilisation. u
post purchase NPS
Employees

Grow our market share

We have a history of growing our market
share over the long-termin alleconomic
climates. Our exclusive brands enable
us to target the majority of the market
and we have a clear opportunity to

grow further.

Maintain strong cash
generation
We aim to deliver consistent free cash flow

generation enabling us to both invest for
growth and return funds to shareholders.

Continue toinvest in
business

We reward our staff fairly, maintain

and enhance our existing assets and
selectively invest in growth opportunities
to optimise the returns for our
shareholders.

39%

employees > five years' service

Suppliers

40%

customer orders from British factories?

Shareholders

£135m

cash distributed since flotation

Community

£28m

raised for charitable causes through
partnerships with the British Heart
Foundation and Childrenin Need
customer donations and fundraising
initiatives

1. Includes third party manufacturing and internal
manufacturing

Strategicreport

Strategy Governance

Leading sofaretailingin the digital age through three inter-related Robust corporate governance framework, practices and policies to
strategic pillars: manage and deliver long-term success for the Company.

1. Drive DFS core

2. Build the platforms

3. Unlock new growth

See pages 24-31 for more information See pages 64-110 for more information

DFS Furniture plc
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Strategy

Our strategy for growth

Bewitching

Our aimis to lead sofa retailing in the
digital age. We intend to strengthen
our market position, lead from the
front and embrace the challenges
and opportunities of the digital age.

Our strategy is centred on three interrelated pillars
across which we see £40m of incremental profit
opportunity in the medium term spread broadly
equally across the pillars.

The strategy reflects the Group's expertise, scale,
retail assets and supporting infrastructure and the
ability to utilise these enablers to both improve our
operating efficiency and unlock the growth
potential across the brand portfolio.

DFS Furniture plc
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Drive DFS core

A renewed focus on driving the core
DFS business across all channels

01 Omnichannel
Develop seamless customer journey
across channels

Focus for 2020/21

« Further enhancements to seamless customer
journey

» Incremental product sales opportunities via DFS
website

02 Product innovation
Enhance our unique and differentiated
product offer

Focus for 2020/21

«  New 'data-driven’ product launches to drive
conversion, improve margin and attract new
customers to the DFS brand

» Collaborate with our brand partners and roll-out
new eye-catching models

03 Customer proposition and service
innovation
New services to engage customers

Focus for 2020/21
« Evaluate 'videoin store' proposition trial
» Light-touch refresh for selected showrooms
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Build the platforms

Build platforms to enable profitable
Group growth

01 Cost efficiency and property cost
reduction
Reduce our relative cost base

Focus for 2020/21

» Flexible, strategic approach to lease negotiations
—medium-term cost savings targets remain
ontrack

» Repurposingretail space to improve productivity
and customer proposition

02 Supply chain
Best-in-market two person sofa delivery
and installation

Focus for 2020/21

»  Complete Group-wide rollout of inventory
management system

» Extendtrials of 7-day extended hours
delivery model

+ Roll-out of Sofa Delivery Company into
new locations

03 Marketing investment
Data and insight driven efficiency and
effectiveness across the Group

Focus for 2020/21
+ Applying data-driven econometric analysis to

target significantimprovements in marketing ROI

Unlock new growth

Unlock and deliver new
profitable growth

01 Sofology
Develop a nationwide business

Focus for 2020/21

+ Targeting 6-10 new showrooms in key locations

+ Continued development of omnichannel
initiatives

» Increase marketingintensity to build brand
awareness

02 Dwell
Broaden reach through digital, wholesale
and right space

Focus for 2020/21

» "Pivot" Dwell to a wholesale brand

» Disposal of Sofa Workshop (completed
September 2020)

03 International: Netherlands
Break-even and beyond on current model

Focus for 2020/21
« Develop options for medium-term growth

DFS Furniture plc
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Strategy in action

Drive DFS core
Incremental gains from
wide-ranging omnichannel
initiatives

Our experience during lockdown and the
subsequent careful re-opening of our
showrooms highlighted that customers really
value being able to shop online, in-store or a
combination of both channels. This unique
period presented a genuine test of recent
omnichannel investment, highlighting the
resilience of our digital infrastructure and the
creativity of our commercial teams. In the year
ahead, we're planning more initiatives across a
range of areas to further enhance our
customer experience.

We're continuously investing in technology to improve customers’
shopping experience across our showrooms and websites. With the
purchasing process increasingly beginning online, customers are able
to use a growing range of online tools to help them find their dream
sofa, helping differentiate us from competitors. In the last year,
achievements included an expansionin the number of sofas in our
Augmented Reality visualisation tool database, allowing customers to
use smartphones to visualise a wider range of models and coloursin
their own living space. The completion of our shared web-to-store
customer basket allows customers to create an editable shortlist of
preferred options they can take into the showroom. Combined with
the launch of our appointment booking facility, customers can discuss
potential purchases with well-informed colleagues at a time that
suits them.

Inthe current year, drawing on successful learnings from Sofology,
we are trialling live video-in-store communication, so customers can
interact directly with local DFS colleagues before travelling to the
showroom.

Productinnovation also remains at the heart of DFS. We're excited
about our new product launches in the year ahead, whichinclude
ranges to appeal to all of our major target customer groups, such as
Halo Luxe and further exclusive brand range extensions. We're
making increasing use of data and customer insight to improve our
product ranges, and drive sales of our exclusive branded products.

The surge in post lockdown visits to our showrooms underlines that
showrooms remain at the heart of the sofa purchase customer
journey. We've been refreshing our showrooms with better lighting,
new flooring and improved visibility across the shopfloor, leading to
higher sales and a significantly improved customer feedback.

With arecord order bank as we head into the new financial year, we're
expecting to be busy ona number of fronts, but we believe our
targets of constantimprovement across the DFS brand leave us well
placed to deliver further profitable market share growth into the
medium term.
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Strategy in action continued

Building a leading
Group-wide supply
chain platform

Our two-person sofa delivery and installation
service has long been a source of competitive
advantage for DFS, but we're looking to
leverage this further as we seek to build on
recent systems investments and service
initiatives to develop a best-in-class Group-
wide platform.

As we move towards an increasingly integrated Group structure, we
are rolling out our leading DFS supply chain platform to support our
upholstery-led brands. This results in a more efficient use of our
distributioninfrastructure, delivering economic benefits and
reducing the environmentalimpact through less overall delivery
miles. To this end, in the last year we have extended a number of
trials and initiatives as we putin place a number of key building blocks
for the future.

Inthe last financial year, we continued the development of our
Stockwise inventory management system that will be integrated
across the Group's different retail brands, enabling us to fulfila range
of orders from the same customer delivery centre regardless of
which retail brand sold to the customer. We have also completed the
rollout of ourin-day delivery tracking system allowing customers the
ability to track, online, the progress the delivery team are making
against the estimated time of arrival on the day of delivery.

In our Belfast Customer Delivery Centre (CDC), alongside a full

trial to test our systems integration, we also introduced our new
‘Sofa Delivery Co.' branding and vehicle livery, which was received
positively by both customers and colleagues. In our Glasgow CDC,

in addition to our brand launch, we also began full trials of a new
working practices model which combines more flexible shift
patterns for colleagues with the ability to offer 7 days a week,
extended hours delivery to customers, improving both customer
satisfaction and employee work-life balance with anindustry-leading
4 on 4 off colleague shift pattern.

Inthe current year, our priority is to complete the roll-out of our fully
integrated supply chain systems and The Sofa Delivery Co. branding
across allour CDCs and the StockWise inventory system across all of
our Group retail stores. As our retail competitor set continues to
evolve, we believe our supply chaininitiatives will allow us to retain
our leadership of the sector and achieve further profitable market
share growth.
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Strategy in action continued

National expansion
of Sofology

Delivering profitable expansion of our Sofology
brand is a key element of our group growth
strategy. New showrooms are performing well
and we're pursuing a range of initiatives aimed
at delivering attractive medium-term sales and
profit growth.

Launchedin 2016 and owned by the group since 2017, Sofology is
DFS's younger sibling, bursting with energy and ideas. A leaderin
product design, Sofology appeals to customers with stylish,
contemporary tastes. With only 45 showrooms in the UK, Sofology is
roughly a third of the size of DFS and we expect the brand to deliver
incremental sales and profit growth as we target a chain of around
65-70 outlets in the medium term. Despite alockdown affected end
to the year, Sofology opened three showrooms in FY20, which are
performingin line with expectations. We are targeting 6-10 new
showroomsin FY21, taking advantage of favourable lease terms.

Growth doesn't only come from new showrooms. We're targeting
like-for-like sales growth fromincreased brand awareness, high NPS
scores and from our highly engaged colleagues via a number of new
initiatives, including improvement in our web sales performance,
incremental sales from accessories, as well as continually innovating
from a product perspective. Recent product launch successes
include the 'Palm’ sofa, as featured in our latest Owen Wilson advert,
and the 'City Living' range appealing to space-constrained urban
dwellers, that builds on the success that the DFS brand has had with
the 'So Simple'range.

Improved profitability and return on capital are important parts of
the Sofology growth story and we continue to explore the benefits
of best practice exchange and the growing adoption of group-wide
platforms, such as the Belfast Sofa Delivery Co. trial and Sofology
showroom co-location with DFS. Launchedin the digital age,
Sofology has long prioritised the omnichannel customer journey
andits 'Goin Store'innovationis now being trialled elsewhere in the
Group. Alarger showroom network will also allow the chain to deliver
improved economies of scale fromits already highly visible
nationwide TV campaigns.

Lastbut notleast, with environmental credentials increasingly
critical to every consumer brand, Sofology stands at the forefront of
the Group's Environmental, Social and Governance (ESG) efforts.
The Group's new ESG strategy sets a series of brand targets in key
areas such as sustainable sourcing, diversity and flexible working.
We intend to turn ESG leadership versus our main upholstery
competitors into a sustainable source of competitive advantage.
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Risks and uncertainties

How we managerrisk...
The Group faces a number of risks and uncertainties
in both the development and day-to-day operations

of its business.
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Horizon
scanning

Identify

The Board has overall responsibility for the
management of risk and the identification of
principal risks that may affect the Group's
strategic objectives. The Group has an
established risk register which is coordinated
and analysed by the Group's Risk and Internal
Audit function to facilitate biannual reviews
of principal risks by the Directors, including
identification of emerging risks arising and
also horizon risks to be monitored.

1. Principal risks

These risks have beenidentified by the
GLT asthe onesthat pose the greatest
threat to the success of the Group.

2. Strategicrisks

Theserisks pose athreatto the
Group but are considered well
controlled, and the impact if
materialised would be sustainable.

3. Operationalrisks

Granular risks that have localised
impact onindividual departments,
and/or business areas.

Risk pyramid graphic

Each principalrisk is owned by a member of
the Group Leadership Team. The Directors
maintain overall responsibility for risk
management throughout the Group and
oversee the implementation of processes to
manage these risks by the Group Leadership
Team and operational management. The
Audit Committee, delegated by the Board,
isresponsible for the review of the
effectiveness of the internal control
framework. The Audit Committee reviews
the Group'sinternal risk register on a regular
basis. The Audit Committee and Board also
review presentations on topics in relation to
key risk areas such as Covid-19, data
protection, cyber security and significant
change initiatives.

The ongoing process of management and
mitigation of risk by the Group Leadership
Teamis focused through the context of a
Group risk appetite agreed by the Board,
with a rolling plan for the Board to
periodically review all principal risks with the
Group Leadership Team using this approach.
The Group seeks to continuously develop its
risk management processes andin the

last year a particular focus has been on
developing comprehensive operational risk
registers via Group-wide engagement
sessions, as well as the roll-out of our new
online in-house developed risk management
platform. The new platformis expected to
further embed risk managementinto the
day-to-day practice of all senior and middle
management colleagues. Specific risk-
focused initiatives undertaken during the
financial yearincluded a full externally
assessed cyber review, completedin

July 2019, and an upgrade to the Group's
Business Continuity procedures, completed
in September 2019.

Evaluate

The Directors confirm that they have made
arobust assessment of the emerging and
principal risks and uncertainties facing the
Group, including those that would threaten
its business model, future performance,
solvency or liquidity.

Mitigate

The Group's principal risks are discussed
opposite, together with the Group's related
mitigating activities. Other risks which are
currently either not known to the Group,
or are not considered material, could also
impact the Group's reported performance
or assets. Additional controls that could
be implemented to reduce or manage
particular risks better will be considered by
the Directors in line with the Group's risk
appetite and decisions on whether the
additional controls are implemented will be
documented and reviewed in subsequent
risk reviews.

Covid-19 pandemic

Inthe second half of the financial year,

the Group took a dynamic approach to

managing the risks surrounding the

Covid-19 pandemic, with the Group

identifying the virus as an emerging risk

in January 2020 —initially as a supply chain

disruptionrisk, but subsequently elevating

this to a major business resilience risk.

This resultedin anumber of management

actions being taken in the second half of

the year, including:

+ Activating business continuity plans,
including the introduction of streamlined
decision-making structures, and the
establishment of a crisis management
team which met on a daily basis to
manage the response to the pandemic,
including daily calls with the Group
Leadership Team.



«  Temporarily closing physical retail stores,

manufacturing operations and
suspension of customer deliveries,
resuming gradually towards the financial
year end.

« Utilising the UK Government's
Coronavirus Job Retention Scheme for
furloughed employees and introduction
of home working processes for those
required to work during the lockdown
period.

« Undertaking a detailed financial review
to assess the impact of the pandemic,
resulting in the introduction of a
significant expenditure reduction
programme, managing liquidity and
strengthening the Group's financial
position by suspending dividends and
raising additional capital from lenders
and shareholders.

«  Completing a strategic review in relation
to the Group's investment in smaller
brands.

+ Liaising with landlords to adjust payment
schedules onleased properties, and
deferring new store openings.

+ Engaging with key stakeholders
throughout the process, including
employees, customers, suppliers,
regulatory bodies, shareholders and
lenders.

As part of our risk management process,
andin this annual report, we have assessed
the impact of pandemic as a new principal
risk (Business Continuity and Resilience) for
the Group and present mitigating actions
below. Where necessary, we also highlight
the potential impact of the pandemicin
relation to our other principal risks. We also
consider the impact of the pandemicin
detail in our Viability Reporting.

In analysing the key risks for our business, we consider regulatory and other external
publications and peer Group comparisons to ensure that the Group's risk register is
comprehensive and places appropriate emphasis on those risks that may pose a more
significant threat. The heat map below illustrates the distribution of identified risks
according to their relative likelihood of occurrence and potential severity of theirimpact
after taking into account mitigating activities:
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Low Impact High
1 Business continuity and resilience

2 Brexit

3 Cyber

4 Environmental, Socialand Governance

5 Financial risk and liquidity

6 Regulatory environment

7 Consumer proposition and industry competition

8 Transformation

See pages 80to 81 for more on how risk is managed.
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Risks and uncertainties continued

Link to strategic pillar

Movement
c Drive the DFS core o Build the platforms o Unlock new growth

Risk

As illustrated by the Covid-19 pandemic,

the Group faces the risk of disruption

toits operations from a wide range of
unpredictable domestic and international
events. These risks can range from smaller
localised disruptions (e.g. supply chain,
manufacturing, stores or systems) to major
impacts affecting the Group for an extended
period.

Events and situations requiring the
temporary closure of some or all of the
Group's showrooms and customer delivery
operations result in loss or delay of revenue
and cash. Disruption to UK and international
production and supply chains may also
affect the Group's ability to deliver products
to customers in a particular period, again
impacting financial performance. The
business may also incur additional costs,
either directly or as a consequence of the
disruption impacting operational efficiency.
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Increase

Unchanged

Decrease

QO®

Mitigation Movement
The Group maintains business continuity plans to manage a range of @
potential disruptions. These were invoked during the Covid-19 pandemic

when a crisis management committee was formed, meeting daily to
oversee the Group's response to the pandemic. Each business function
has developed and maintains full response plans to highlight and track
actions immediately required, as well as those relating to temporary
suspension and restart of activities. The Group has incorporated the
learnings and strategies from our response to the pandemic in 2020 into
its procedures for responding to a second wave of the Covid-19 virus or
future pandemics and its formal business continuity plans will be further
updatedin the current year.

Cyberriskis considered a distinct principal risk for the Group in its own
right. However, IT systems are regularly reviewed in order to ensure
that they are able to support the Group in the event of a disruption to
operations.

The Group maintains a comprehensive overview of its cost base and
commitments and communicates regularly with key stakeholder groups
including employees, investors, suppliers, landlords and regulators.

This supports a cooperative and dynamic approach to managing cash
and liquidity in the event of severe disruption to trading, as successfully
demonstrated during the lockdown period. The Group was also able to
utilise Government support programmes in relation to employee and
business rates expenses and deferral of tax liabilities, although there is
no guarantee that such programmes would extend indefinitely in the
event of amore sustained pandemic.

The Group regularly reviews its capital requirements in order to provide
sufficient flexibility and resilience to manage disruption to its operations.



Risk Strategic link
The Group sources a substantial proportion e

of its raw materials and finished goods from o
outside of the UK, has retail operationsin

the Republic of Ireland, the Netherlands and e

Spain, and employs many EU nationals across
its operations, both in the UK (primarily within
its manufacturing operations) and overseas.

In common with other UK-based businesses,
the Group is therefore exposed to a number
of potential risks as a consequence of the

UK leaving the European Union. These

may include a negative effect on consumer
demand, delays or additional costs in
transporting goods into or out of the UK, an
increase in the cost of goods and materials
due to adverse exchange rate movements or
additional duties or tariffs, shortage of skilled
employees and additional administrative
costs.

The UKiis currently in a transition period until
the end of 2020 while trade negotiations
take place regarding the nature of the future
relationship with the EU. The level of change
required as part of any trade deal is unclear
as yet, and with governments prioritising the
Covid-19 response, therisks of a 'no deal’
departure from the EU have increased.

The Group's operations depend upon the
continued availability and integrity of its IT
systems, including the security of customer
and other data held by the Group, and risk of
attacksis everincreasing. Increased levels
of remote working during the Covid-19
pandemic have increased the Group's
reliance onits IT infrastructure.

The Group's IT infrastructure and websites
are a key component of its omni-channel
proposition and its strategic objective tolead
furniture retailing in the digital age. A failure to
review and innovate in this competitive area
couldimpact achievement of the Group's
strategic growth plans.

Effective operational systems supporting
supply chain, customer delivery, call-handling
and the processing of financial transactions
are essential to the delivery of a good
customer experience. We alsorely ona
number of key systems to support timely
reporting on operational performance.
Delays or errors could result in increased
costs orlost revenue.

Mitigation Movement
The Group has established a working group to focus on the analysis @
of expected legislative and practical changes to the Group's operating

environment as a consequence of Brexit, and has taken advice on
approach and key risk areas from external advisors. The conclusions of
this work have been reviewed with the Board.

The Brexit working group identified a number of specific relevant areas of
focus for the Group, with the two key concerns being:

« impact on the consumer market/economy
« delays/congestion at borders due to additional checks

The working group determined that border delays would likely have a
greater impact at roll-on-roll-off ports (Dover/Calais) than at freight
ports where clearance is often completed whilst at sea. All third party
suppliers have been tasked with obtaining all necessary regulatory
permits to support rapid customs clearance procedures, and status is
being monitored. Approximately one third of finished goods are sourced
from Europe, excluding the UK. The Group does not anticipate any
significant adverse impacts on supplies from the Far East (approximately
one quarter of finished goods) due to Brexit.

Longer termrisks posed by potential adverse movements in exchange
rates, would be expected to be addressed by an industry-wide pricing
response to any permanent change in the cost environment.

While progress has been made and assurance has been obtained, the
continued uncertainty (exacerbated by Covid-19) requires the Group to
maintain its vigilance and planning process as the end of the transition
period approaches.

FUlllT security backup and business continuity procedures, comprising @
bothinternal and third party resources, are in place and are regularly

reviewed, tested and updated. A full review was conducted in July 2019,

including critical risk assessments in each business area, and identified
improvement opportunities were incorporated into the FY20 plan with

further actions to be integrated into the FY21 plan.

Technical security measures against data loss through a systems breach
are in place and regularly reviewed and updated, including through
external audit, which is also reported to the Board.

Third party penetration testing is carried out routinely to check the
resilience of the Group's systems to cyber-attack. A colleague cyber-
awareness programme is also in place.

The Group continues to make substantial investment in both website
development and digital marketing to maintain its market-leading
position. An established team of experienced staff in this field are
supported with ongoing relationships with external partners.

The Group engages with independent third parties to actively monitor
both customer satisfaction with its digital services and the emergence
of new online competitors.

IT systems are regularly reviewed and upgraded to ensure they continue
to support the needs of the Group, and the conclusions of reviews are
discussed and challenged at the Board.
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Risks and uncertainties continued

Link to strategic pillar

c Drive the DFS core o Build the platforms e Unlock new growth

Risk

Key stakeholders, including customers,
employees, investors and regulators, as well
as the media, are increasingly focused onthe
Group's policies and management regarding
Environmental, Social and Governance (ESG)
risks. A failure to manage the businessin
accordance with high ESG standards could
expose the Group, or its key third party
suppliers, to adverse financial consequences,
reputational damage, and difficulties in
retaining or attracting employees. Failure

to adapt to growing public interest in social
and environmental concerns may deter
customers or demotivate colleagues.
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Movement
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Mitigation

The Group's efforts in relation to certain ESG risks are covered in detail

in the sustainability and responsibility report on pages 48 to 59. The
Group has also developed an ESG strategy which has been approved by
the Group Board and is overseen by a member of the Senior Leadership
Team. The Group continues to develop its environmental and social
agenda, having already enhanced its operating approach in Timber
Sourcing, Modern Slavery and Anti-Bribery compliance during recent
years. The Group plans to publishits updated ESG strategy in the current
year, setting out detailed, multi-year targets by brand.

The Group's environmental strategy comprises a range of initiatives
linked to 'the sofa cycle' foundation framework. The Group has specific
targets in relation to wood and leather sourcing, packaging and sofa
recycling. The Group has also launched several sustainability initiatives
aimed at reducing the Group's carbon footprint and prioritising energy
from renewable sources including: our PlanTree tree planting partnership
with the Woodland Trust; and Sofa Rescue, our recycling partnership
aimed at minimising diversion to landfill. In 2019, Sofology received the
Environmental ISO-14001 Accreditation. DFS and Sofology now have
a contract with Track Record Global (TRG) to establish our suppliers'
performance against our timber and leather sourcing policies.

The Group supports the continuous growth and development of our
employees through a variety of training and leadership programmes

at all levels of the business. The Group has invested significantly in the
health, safety and wellbeing of our employees and consistently tracks
employee engagement. The Group recognises the benefits of a diverse
workforce and gender diversity is a key area of focus for our Senior
Leadership teams. The Group has a range of specific gender diversity
targets at a range of levels within the organisation. The Group also seeks
to make a positive contribution to the communities in which we operate,
supporting a variety of charities and organisations and encouraging our
employees to contribute to society including via our own volunteering
programmes.

The Group has developed a robust corporate governance framework,
practices and policies to manage and deliver long-term success for
the Company, including (but not limited to) Board composition, Audit
Committee structure, executive compensation and whistleblowing.



Risk

A downturn in the macroeconomic
environment, or increased uncertainty from
Brexit and the Covid-19 pandemic, may
impact the Group's ability to obtain debt or
equity financing.

Any “no-deal Brexit" disruption, or a
temporary suspension of customer
deliveries, as experienced in the second
half of FY20 as part of measures to contain
Covid-19, may increase working capital
needs for the Group with delays slowing the
realisation of revenues.

Anincrease ininterest rates could increase
the Group's financing costs. The Group is
also exposed to foreign currency exchange
risk on certain purchases sourced from
overseas.

The Group is subject to increasing levels

of compliance requirements in many of

its activities from regulatory and other
authorities including; the Financial Conduct
Authority for its consumer finance offering,
the Information Commissioner's Office in
regards to data protection and Health and
Safety Executive and local authorities for
the health and safety of its colleagues and
customers.

The Group also generates income from
product aftercare insurance. Changes to the
regulatory environment surrounding product
warranty insurance could impact the sales

of these products, which currently account
for a mid-teen percentage share of Group
gross profits. Changes in other legislation
which may have significant retrospective or
future economic effects could also impact
operating results.

Recently, the Group has been required to
adhere to detailed Government operational
guidelines to contain the spread of
Covid-19. Failure to meet our regulatory
obligations, or provide a safe environment
for our colleagues and customers may
result in significant financial impacts and/or
reputational damage.

Strategic link

Mitigation Movement

The Group aims to maintain good working relationships with all financial @
counterparties and engages proactively to ensure that counterparties
fairly understand the financial performance and continue to support
Group activities. The Group regularly reviews its financing arrangements
to ensure it has adequate funds in place and financing costs are kept

to a minimum. The Group operates a five year revolving credit facility
that matures in August 2022 and was able to secure a further £70m
temporary extension to this facility until March 2021 in response to the
Covid-19 pandemic. The facility enables more dynamic management
of short term borrowing needs, reducing interest costs. The Group
would expect to refinance this loan no less than 12 to 18 months before
maturity.

Foreign exchange and interest rate risks are managed through the use
of appropriate hedging arrangements in accordance with its Board-
approved treasury policy, with details reviewed by the Board on a regular
basis. Further details on foreign exchange hedging are provided in the
CFO's review. No financial instruments are entered into for speculative
purposes.

Comprehensive training and monitoring programmes (including @
individual NPS, Internal audits and mystery shoppers) are in place to
ensure that employees are appropriately skilled to deliver high levels

of customer service and maintain regulatory compliance. A Group
Leadership Team Governance, Risk and Compliance Committee is

in place supported by a number of sub-committees, which includes

a committee focussing primarily on regulatory areas and conduct

risks, and Health and Safety. The Committee monitors management
information and reviews processes and procedures to ensure our
customers are treated fairly. This includes rigorous oversight and
escalation processes to maintain the status of limited permission

to offer consumer finance granted by the FCA. The Committee also
reviews the regulatory landscape and forthcoming changes to ensure
timely, structured and sustainable planning and implementation. The
CFO and the Director of Risk and Internal Audit attend these Committee
meetings and are responsible for ensuring that relevant matters are also
escalated to the Audit Committee for consideration.

The Group continues to place significant focus on maintaining its
compliance with data protection requirements and has a robust set of
policies supported by annual data protection training for all employees.
The Group has a compliance framework that ensures ongoing review
and monitoring; a review of the Group's information security by external
cyber-security professionals was completed in the year. The Group

also regularly reviews customer satisfaction levels with these products,
working hard on regulatory compliance and proactively seeking to ensure
customers derive value from their policy.

The Group continues to review the pricing and cover levels of the
insurance products it offers to maintain and enhance the customer value
proposition.
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Risks and uncertainties continued

Link to strategic pillar

c Drive the DFS core o Build the platforms e Unlock new growth

Risk

Maintaining the reputation of, and value
associated with, the Group's brands and
product offering is central to the success

of the business. Increased customer
concerns, falls in actual product quality or
poor customer service could have a negative
effect on the reputation of our brands,
leading to loss of revenue. A failure to predict
changes in customer tastes or the impact

of changes in the competitive environment
(particularly with the growth of new online
entrants and international competitors) could
reduce the Group's revenues and market
share. The Covid-19 pandemic and allied
customer health concerns may cause an
acceleration in the shift away from physical
stores towards online retailing.

The Group's 2017 acquisition of Sofology and
related development objectives were based
on an expectation around the synergistic and
other benefits that would be generated. The
Group s also executing a strategy to build its
platforms to support the Group brands, while
reviewing its investments in certain smaller
operations.

Failure to effectively execute this
transformation strategy or to otherwise
realise expected synergies could negatively
impact the results of the Group. The
integration of Dwell's operations into
DFSin order to reduce operating costs
may negatively impact overall sales of
Dwell products. Continued diversion of
management time and ongoing disruption
to the economy as a result of the Covid-19
pandemic may affect the Group's ability to
deliver anticipated benefits within the original
time horizon.
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Mitigation

Products and services are continually reviewed to ensure they suit
customers' needs, are competitively priced, offer good value, meet the
right quality standards and are supported by excellent customer service,
in order to enhance the Group's market-leading position.

Ourin-house design teams enable reaction to emerging trends and new
entrants to the market. External design partners are also incentivised to
generate new product concepts on a regular basis.

The Group regularly holds innovation working sessions focused on both
product and service areas, with relevant Board members joining the
Senior Leadership in participating in these.

Through our internal manufacturing knowledge and close supplier
relationships, we are able to identify and address any quality issues
that emerge. We also have good data and insight building on our NPS
framework that allows product level analysis of potential issues. Our
made-to-order model allows identified improvements to be rapidly
effected.

The Group is investing significantly in developing its online presence and
continues to make good progress in growing online sales, as part of our
omni-channel strategy. We track our relative progress in online growth
through external benchmarks. Prior to the Covid-19 pandemic, evidence
suggested that c. 90% of customers want to view a physical product
before making a purchase, although the Group's online retail order intake
performed strongly when customers were unable to visit stores during
the lockdown period.

The Group's focus on customer care quality and service is underpinned
by our established use of Net Promoter Score ("NPS") at all touch points
of the consumer journey. Colleagues across the business are directly
incentivised on NPS scores to reinforce customer-focused behaviours.

Experienced senior management have been engaged in the design and
delivery of the integration and transformation plans, and regular updates
are given to the Board. The Group has an executive directly responsible
for transformation who oversees a team of project managers engaged
to drive our processes. Risk assessments are completed for all critical
workstreams and have been challenged through Board and Audit
Committee discussions. The Group continues to target efficiency gains
by increasingly sharing Group infrastructure including logistics (e.g. the
Sofa Delivery Co. launch), central support functions, and manufacturing
facilities.

Sofology has traded well since acquisition, although store openings
planned for the current year have been temporarily put on hold while
the Group assesses the impact of Covid-19 onits competitors and the
environment for attractive retail locations.

A strategic review of the smaller brands has resulted in significant
reorganisation of the Dwell retail operations and, subsequent to the end
of the financial year, the sale of Sofa Workshop.

Movement

Increase

Unchanged

Decrease

QO®

Movement

®



In accordance with the revised UK Corporate Governance Code, the
Directors have assessed the prospects of the Group over a period
significantly longer than 12 months from the date of approval of the
financial statements. The period assessed was the three years from
28 June 2020 as in the opinion of the Directors this reflects the
longest period over which the impact of key risks can be reasonably
assessed within a big-ticket retail business given the potential
volatility of the trading environment arising from continuing political
and economic uncertainties.

The Group established a 'base case’ model of financial performance
over the three year assessment period which reflected prudent
expectations of future customer demand and the execution of the
Group's strategic plans.

The Directors then made a robust consideration of the key risks and
uncertainties that could impact the future performance of the
Group and the achievement of its strategic objectives, as discussed
on pages 32 to 38 of this Annual Report. Particular regard was paid
to the potentialimpacts of Covid-19, while acknowledging that the
significant uncertainties surrounding the future trajectory of the
pandemic and the related Government response present an
additional source of variability.

The primary impact of those risks which could significantly affect
the future viability of the Group is a decrease in customer orders,
and associated reduction in revenue. The effect of this lost revenue
on profit before tax and cash was applied to the base case model
using an expected 'drop through'rate, based on expected gross
margins and variability of costs. The analysis considered a range of
severe but plausible scenarios impacting revenue alongside specific
modelling relating to possible changes in the regulatory
environment surrounding product warranty insurance and the
impact of port delays arising from a 'no deal' Brexit.

For each scenario, sensitivity and stress-testing analysis was
performed to model the impact on the Group's profitability and cash
flows. The assessment considered how risks could affect the
business now, and how they may develop in future. The analysis
takesinto account the significant level of variable and discretionary
spend, including marketing costs, in the Group's business model and
the existence and effectiveness of other mitigating actions the
Group could take, including the reduction of capital expenditure to
maintenance-only levels and the continued restriction of dividend
payments.

Strategicreport

The base case forecast, whichis prepared on a prudent basis,
assumes a double-digit decline in customer orders across the
remainder of FY21, followed by a gradual recovery in the UK
upholstery market over the subsequent three years to reach an
overall size broadly inline with FY19 levels. No market share benefit
arising from the withdrawal of competitors from the sector has been
includedin the analysis, although the Group has historically grown
market share in periods of economic downturn. The base case also
assumes no significant change in either upholstery gross margin or
order bank across the assessment period and that dividend
payments resume from FY23.

In sensitising the base case for lower revenue scenarios, the rate of
drop through to profitis assumed to be consistent throughout

the assessment period. Where Covid or other events necessitate
the temporary closure of retail showrooms, it has been assumed
that half of the expected customer orders for that period are
subsequently recovered when showrooms re-open and customer
deliveries can continue at a reduced capacity while showrooms

are closed.

In developing the viability assessment it has been assumed that the
Group's £250.0 million revolving credit facility will be replaced on or
before its maturity in August 2022 with a comparable facility and the
same covenants.

Therange of severe but plausible scenarios included a further
market decline of 5% beyond that already included in the base case,
and potential Covid-related shutdowns ranging between two and
four months. The Group maintained both covenant compliance and
sufficient liquidity in all these scenarios. The Group's resilience
under these severe scenarios has been enhanced as aresult of the
£64m proceeds from the share placing and £70m additional credit
facility both obtained in April 2020. Based upon this assessment, the
Directors have confirmed that they have a reasonable expectation
that the Group will be able to continue in operation and meet its
liabilities as they fall due over the period to 25 June 2023.

DFS Furniture plc
Annual Report & Accounts 2020
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Key performance indicators

Financial

Gross sales!

FY20

FY19 (52 weeks proforma) £1,287.2m
FY19 (48weeks) £1,165.0m
FY18 £1,125.6m

FY17 £990.8m

Underlying EBITDA*

FY20

pre-IFRS 16 £(13.8)m
FY19 (52weeksproforma) £90.2m
FY19 (48weeks) £65.1m

FY18 £76.1m

FY17 £82.4m

Underlying PBT excluding brand
amortisation’

FY20
pre-IFRS 16
(52 weeksproforma) | FY19 £50.2m
(48weeks) | FY19 £28.2m
FY18 £38.3m
FY17 £50.2m

Description

Gross sales represents the total amounts
payable by external customers for goods
supplied by the Group, including aftercare
products (for which the Group acts as an
agent), delivery charges and value added
and other sales taxes.

Performance

Significant fallin sales due to temporary
pause in trading during UK Covid-19
lockdown.

Description

Underlying EBITDA means underlying
earnings before interest, taxation,
depreciation and amortisation.

Performance
Reductionin EBITDA as a consequence of
reduced gross sales.

Description

Profit before tax adjusted for non-
underlying items and amortisation
associated with acquired brands.

Performance
Loss before tax arises from fall in EBITDA.

Free cash flow!

pre-IFRS 16 £(9.8)m

FY19 (52 weeks proforma) £92.6m
FY18 £60.4m
FY17 £57.0m

Gearing'

FY19 (52 weeks proforma) 1.95x
FY18 2.09x
FY17 1.75x

Lease adjusted ROCE*

pre-IFRS 16 4.0%

FY19 (52 weeks proforma) 16.6%
FY18 15.6%
FY17 18.7%

Description

Free cash flow is Underlying EBITDA, less
cash capital expenditure and changes in
working capital.

Performance
Cash out flow in the year due to lower sales
and resulting fall in profits.

Description
Gearingis net debt divided by underlying
EBITDA for the previous twelve months.

Performance
Gearing ratio not meaningful for FY20 due
to reported losses in the year.

Description

Return on Capital Employed ("ROCE") is
post-tax operating profit before non-
underlying items plus operating lease
charges expressed as a percentage of the
sum of: property, plant and equipment,
computer software, working capital and
8x operating lease charges.

Performance
Decrease in ROCE reflects significantly
lower profit.

1. Pro-forma period is the unaudited 52 weeks to 30 June 2019. Refer to pages 158 to 160 for further information on alternative performance measures.

DFS Furniture plc
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Non-financial

Cumulative property cost
savings secured

£4.3m

FY19 2.9m

FY18 1.2m

NPS (%) - post purchase
customer satisfaction

85.7%

85.7%
FY19 84.2%

FY18 84.9%
FY17 85.2%

NPS (%) — established
customer satisfaction

42.9%

42.9%
FY19 33.0%

FY18 35.8%

FY17 34.2%

Description

Savings from regears 'right sizing' showrooms
and closure of showrooms that have no
adverse impact on total brand sales.

Performance

Improving trend based on the Group's
anchor tenant status and strength of
covenant.

Description
Average across all DFS stores based on post
purchase customer satisfaction surveys.

Performance
Small year on year increase in very strong
overall level.

Sofology UK stores

45

a5

FY19 42
FY18 41

FY17 37

Description
Number of Sofology stores trading at the
end of the financial period.

Performance
Three additional stores opened in FY20
(Peterborough, Cheltenham and Belfast).

Description

Average across all DFS stores based on
established customer satisfaction surveys
(six months after order).

Performance

Significant increase reflects ongoing focus
in this area and resolution of prior year port
delay impacts.

DFS Furniture plc
Annual Report & Accounts 2020
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Financial review

Financial strength and flexibility to
prosper in the changing environment

Mike Schmidt
Chief Financial Officer

In brief

* Revenue of £724.5m—areduction of £271.7m
from the unaudited pro-forma twelve month
comparative period, driven by the pausein
trading during the Covid-19 lockdown

+ Underlyingloss before tax, pre IFRS 16 and
excluding brand amortisation' of £56.8m

 Restructuring and impairment charges totalling
£16.6m recognised in connection with strategic
review of smaller brands

+ Reported loss before tax, including restructuring
costs andimpact of IFRS 16, of £81.2m

« Placing of 42.6m shares in April 2020, to increase
resilience in light of Covid-19, raising gross
proceeds of £63.9m

 Year endnet debt maintained at £169.2mona
pre-IFRS 16 basis!, compared with £176.3m at
June 2019, with equity proceeds offsetting
operatinglosses

« Strongonline order intake since March, and in
showrooms since reopening, which has
continued into current year

DFS Furniture plc
Annual Report & Accounts 2020

Our headline financial results reflect the impact of the
Covid-19 lockdown, due to showroom closures and the
suspension of deliveries for the majority of the final quarter as
well as an unusually strong prior year comparative in the first
half. Since the Group recognises revenue on delivery to the
customer, the lockdown period resulted in a significant sales
and profit shortfall compared to the prior year. In order to
mitigate the short and medium term financial impacts of the
pandemic, the Group has taken wide-ranging actions with
the aim of strengtheningits financial resilience. Order intake
inlate June and in the current year has been very positive
year-on-year as we have benefited from deferred consumer
spending, and anincreased consumer prioritisation of
home-spending, since the national lockdown ended.

Nevertheless, despite current trading, the economic outlook
remains particularly uncertain due to the ongoing pandemic
and the end of the Brexit transition period. Our current year
focus is on capturing the benefit of the strong market
environment while it persists, maintaining financial resilience,
and prioritising investment in the key elements of our
long-term digital age strategy. To support our responsiveness
we have shortened our planning cycles, and sought where
possible to time-limit any incremental cost commitments
that we make —for example in discretionary marketing spend
commitments and flexible recruitment of colleagues to
match resources with current incremental demand.

During this period of unprecedented change and challenge for
the Group, I sincerely appreciate the hard work and dedication
of all our colleagues in helping us respond positively and
proactively, and the strong support and understanding that
we have received from our broader stakeholder groups.

Basis of financial presentation

Inthe previous financial year, the Group changed its
accounting reference date and reported a 48 week period
to 30 June 2019. The current period being reported is

the 52 week period to 28 June 2020. In order to provide a
meaningful comparative, the unaudited pro-forma results
for the 52 week period to 30 June 2019 are included in the
table opposite and commentary that follows.

The financial statements are prepared for the first time this
year under IFRS 16. The Group has adopted a modified
retrospective transition approach to IFRS 16, meaning
financial statements for earlier periods will not be restated.
To aid comparability with the prior period, FY20 results are
presented in the table both before and after applying

IFRS 16. The impact of applying IFRS 16 is to increase the
reported loss before tax for the reported 52 weeks by £6.3m.
The adoption of IFRS 16 has no impact on the way we run
the business or on the Group's cash flows, other than a
marginal change in corporation tax payments due with a
slight reductionin the short term, offset by higher payments
inthelonger term.

Brand contribution, whichis reported before property or
central costs, remains our preferred measure of segment
profitability.

1. Referpages 158-160 for APM definitions



Group Group Non- Group

—underlying —underlying underlying Brand —Reported

£m DFS Sofology Other prelFRS 16 IFRS 16 IFRS 16 items* amort'n IFRS 16

Gross sales? 697.1 181.7 56.2 935.0 935.0 - - 935.0

Revenue 535.2 143.7 45.6 724.5 - 724.5 - - 724.5

Cost of sales (212.6) (72.3) (22.5) (307.4) = (307.4) (3.1) = (310.5)

Gross profit 322.6 71.4 23.1 417.1 417.1 (3.1) = 414.0

Selling and distribution costs* (191.6) (47.8) (20.9) (260.3) (260.3) (2.1) = (262.4)

Brand contribution! 131.0 23.6 2.2 156.8 - 156.8 (5.2) - 151.6

Property costs (102.5) 75.3 (27.2) = = (27.2)

Administrative expenses (68.1) 0.4 (67.7) (0.2) = (67.9)

EBITDA! (13.8) 75.7 61.9 (5.4) - 56.5
Depreciation, amortisation &

impairment (31.2) (56.3) (87.5) (11.2) (1.5) (100.2)

Operating profit (45.0 19.4 (25.6) (16.6) (1.5) (43.7

Interest (11.8 (25.7) (37.5) = = (37.5)

Loss before tax (56.8) (6.3) (63.1) (16.6) (1.5) (81.2)

Unaudited pro-formaresults: Audited results for the
52 weeks to 30 June 2019 48 weeks to 30 June 2019
Non-

Group Group underlying Brand Group
£m DFS Sofology Other -underlying —underlying items* amort'n —reported
Gross sales! 942.1 260.7 84.4 1,287.2 1,165.0 = = 1,165.0
Revenue 721.7 205.9 68.6 996.2 901.0 - - 901.0
Cost of sales (288.4) (101.5) (31.7) (421.6) (383.8) - - (383.8)
Gross profit 433.3 104.4 36.9 574.6 517.2 = = 517.2
Selling and distribution costs* (232.1) (56.7) (25.6) (314.4) (293.7) = = (293.7)
Brand contribution® 201.2 47.7 11.3 260.2 223.5 - - 223.5
Property costs (107.5) (99.1) - - (99.1)
Administrative expenses (62.5) (59.3) (4.4) = (63.7)
EBITDA! 90.2 65.1 (4.4) = 60.7
Depreciation, amortisation &
impairment (29.3) (26.8) - (1.4) (28.2)
Operating profit 60.9 38.3 (4.4) (1.4) 32,5
Interest (10.7) (10.1) = = (10.1)
Profit before tax 50.2 28.2 (4.4) (1.4) 22.4

1. Referpages 158-160 for APM definitions
Excludes property costs

*
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Financial review continued

The CEO Report covers the Group's detailed operational and
strategic actions in relation to the pandemic in the last financial year.
From a financial perspective, our main actions in response to the
pandemic were to address the profit and cash flow implications of
disruption to our made-to-order, negative working capital model,

to meet our financial obligations to key stakeholders (in particular
those smaller suppliers most dependent upon the Group) and to
ensure that we had sufficient financial resources to see us through
alockdown period of potentially uncertain duration.

In March, as the implications of the pandemic became more apparent,
the Group undertook a wide range of mitigating actions to reduce
cash operating costs. In addition, in order to give the Group liquidity
headroom through a severe lockdown scenario, the Group
successfully completed a placing of 42.6m shares (an increase of
19.9% of the issued ordinary share capital of DFS prior to the placing)
toraise gross proceeds of £63.9min April 2020. Alongside the placing,
the Group also secured a 12-month, £70m extension to its existing
£250m bank facilities.

Our usual bank covenants of 3.0x (IAS17) net debt/EBITDA and 1.5x
Fixed Charge Cover have been temporarily replaced by two financial
covenants for so long as the additional £70m 12 month facility
remains outstanding. The firstis a quarterly EBITDA test that
proxies the previous net debt/EBITDA test, and requires us to ensure
cumulative EBITDA (IAS17) during FY20 grows by at least £17.1m each
quarter across the FY20 financial year, reaching a target last nine
month EBITDA of £51.3m in March 2021. The second is a test to
ensure that total facilities are not drawn beyond £300m each month
end through to November 2020 and beyond £250m each month end
through to March 2021.

As detailed in our July trading update, towards the end of FY20 the
Group began an operational restructuring of Sofa Workshop and
Dwell toimprove the returns generated by these brands. Since the
financial year end, the Sofa Workshop business has been sold and
Dwell's retail sales teams and certain back office support functions
have beenintegratedinto the DFS operating unit, while their buying,
marketing and other commercial operations will remain distinct.
Largely as aresult of this restructuring and related trading, the Group
has recognised non-cash impairments of acquisition-related goodwill
and brand names and certain property right-of-use assets. The Group
has alsoincurred cash restructuring costs of £1.3m associated with
related headcount reductions and £3.1mreduction in net realisable
value of associated inventory. In total we have recognised income
statement charges of £16.6min FY20 in relation to the restructuring,
which have been presented as non-underlying costs.

As noted above, annual revenues were severely impacted by the
pause in deliveries for the majority of the final quarter to comply with
Covid-19 restrictions. Total gross sales! for the Group declined by
27.4% to £935.0m compared to the pro-forma twelve month
comparative period. Revenue, which is stated after deducting VAT
and the costs of providing interest free credit and aftercare
products, declined at a similar rate to £724.5m. Sofology opened
three showrooms in the financial year which overall performedin line
with our expectations prior to the pause in trading due to Covid-19.

1. Referpages 158-160 for APM definitions
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While the suspension of customer deliveries severely impacted
reported revenue in the financial year, the Group continued to take
orders online during the lockdown period, achieving strong year-on-
year growth. Showrooms also benefited from arelease of latent
demand as stores re-opened in the final weeks of the financial year.

We discuss the current year implications of a materially higher
year-on-year opening order bank in the 'looking forward' section below.

Underlying gross profit! declined by 27.4% to £417.1m compared to
£574.6m for the twelve month pro forma comparative period as a
result of the lower revenues and a small decrease in underlying gross
margin percentage of 10bps to 57.5%. The DFS brand gross margin
increased 20bps year-on-year as a result of sourcing, pricing and
quality improvements coming through as well as more favourable US
dollar exchange rates. This was offset by increased promotional
activity and customer care costs across Dwell and Sofa Workshop
and sell-off of clearance stock in Sofology. After additional inventory
write downs in connection with the reorganisation of Dwell and Sofa
Workshop, reported gross margin was £414.0m.

We source around one quarter of the finished goods that we sell
from the Far East, and we pay for these goods in US dollars. We
continue to protect ourselves from adverse US dollar exchange rate
movements for our spend of ¢. $165m annually, by hedging our US
dollar purchases to maintain eighteen months cover by value. Our
hedged rate for FY20 as a whole was broadly consistent with the
rates secured for FY19. Our hedged rate for FY21is 5 cents lower
than the average rate secured for the whole of FY20. Each one cent
movement in the dollar to sterling exchange rate impacts profits by
approximately £1m, however these impacts will be felt by all industry
participants and we will seek to mitigate these impacts in our
commercial proposition.

Underlying selling and distribution costs! (excluding property costs)
reduced by £54.1m (17.2%) to £260.3m, reflecting the reduced
trading volumes together with a wide range of mitigating actions

to offset the financialimpact of the pandemic, including a re-phasing
of marketing spend and reduced discretionary expenditure. We
continued to investin key initiatives including Sofology showroom
expansion, digital innovation and last-mile logistics development.
Underlying brand contribution' for the Group reduced by £103.4m
overallto £156.8m.

Underlying property costs! pre IFRS 16 reduced by £5.0m to
£102.5m. This was primarily due to a c.£6m benefitin FY20 from the
retail business rates holiday implemented by the UK Government
from April 2020. While a limited increase in costs arose from
incremental space taken in the year, this was broadly offset by the
impact of lease re-gears.

Underlying administrative expenses' pre IFRS 16 increased by
£5.6mto £68.1m, predominantly as aresult of investmentin the
infrastructure to support the delivery of strategic initiatives and
to alesser extent from regulatory-drivenincreases to employer
pension contributions.



As anetresult of the lower revenues and the other factors described
above, the Group's underlying EBITDA! pre IFRS 16 decreased

from £90.2m profit for the unaudited pro-forma twelve months to
30 June 2019 to aloss of £13.8m for FY20. Government support
through the retail business rates holiday and for the furlough of over
5,000 of our team members to protect employment levels partially
mitigated the substantial losses that we have incurred due to the
business suspension.

Underlying depreciation, amortisation and impairment charges!

of £31.2m pre IFRS 16 (excluding brand amortisation) reflected a
modestincrease on the prior year inline with the related asset base.
Afurther £11.2m of non-underlying impairment charges were
recognised in connection with the restructuring discussed above,
including the write down of the Sofa Workshop goodwill and

brand name.

Pre IFRS 16 interest charges! increased by £1.1m from £10.7m to
£11.8m due to higher borrowings as part of our contingency
planningin the early stages of the pandemic.

Underlying PBT* for the year (pre-IFRS 16 and brand amortisation)
was aloss of £56.8m compared with a profit of £50.2m for the
unaudited twelve month pro-forma comparative period. Including
non-underlyingitems and the adoption of IFRS 16, the total reported
loss before tax was £81.2m.

To provide better comparability with the previous financial year, the
table on page 43 illustrates the impact on the income statement of
the adoption of IFRS 16. Further details are providedin note 1 to the
financial statements.

Reported EBITDA! (including the impact of IFRS 16) was £56.5m as a
consequence of the majority of lease rental charges no longer being
charged to operating profit. These charges were replaced with
additional depreciation andinterest charges of £56.3m and £25.7m
respectively. The netimpact of these changes increased the reported
loss before tax for the 52 weeks ended 30 June 2020 by £6.3m
compared to that which would have been reported under IAS 17.

Although the timing of the recognition of lease expenses is accelerated
under IFRS 16, the total expense over the life of the lease is identical to
thatunder IAS 17. Therefore, excluding the effect of any future changes
tothe Group's leases, this negative impact will reduce over the next
two financial years and by FY23 would result in a modest benefit to
reporting profit before tax. However, new leases entered into will
also slow the realisation of this non-cash benefit to reported profits.

Thereported effective tax rate for FY20is 14.8%. Thisis lower than
the applicable UK Corporation Tax rate of 19.0% primarily due to
losses incurredin Sofa Workshop which have not beenrecognised as
deferredtax assets, the non-deductible write down of goodwill and
disallowable depreciation on non-qualifying assets.

1. Referpages 158-160 for APM definitions

Basic earnings per share for the Group was a loss of 31.4 pence per
share for the 52 weeks to 28 June 2020 (48 weeks to 30 June 2019:
profit of 8.6 pence per share), based on a weighted average number
of shares inissue for the financial year of 220.3m reflecting the
placing of new shares in April 2020 (FY19 212.0m).

Cash capital expenditure for the period was £23.4m, a reduction of
£2.9m from the £26.3m for the unaudited pro-forma comparative
period’. The year-on-year reduction reflects a scaling backin
non-essential discretionary capital expenditure as part of our
mitigating actions to manage the financial impact of the pandemic.
In addition to the £23.4m cash capital expenditure, £5.3m of assets
(predominantly delivery vehicles and company cars) were acquired
under lease arrangements which was a consistent level of
investmentto last year.

As we have highlighted previously, the DFS business model benefits
from negative working capital: payments are received from
customers on or before delivery, while our suppliers are paid to
agreed terms. Working capital balances are seasonal depending on
recent trading activity and cost seasonality (particularly in
advertising spend) as well as predictable patterns of payments on
rents, tax payments and other recurring charges. Inventory balances
are limited and have historically remained broadly stable.

The suspension of customer deliveries during the pandemic, also
delayed the receipt of the related customer payments and the
Group was only partially able to limit the unwind of its negative
working capital position. The additional £70m 12-month credit
facility agreed in April was primarily intended to cover a working
capital unwind. The proceeds of the placing, combined with both the
resumption of customer deliveries towards the end of FY20, and the
better than expected sales in the current year to date, means the
Group has not as yet needed to draw on this secondary facility.

The sharp reduction in operating profits experienced in the second
half resulted in a significant operating cash outflow for the year. This
was partially mitigated by the actions the Group had taken to reduce
discretionary spending as well as utilisation of available Government
support. In addition to the £6.0m in-year benefit of the retail
business rates holiday, the Group has received £19.5m in respect of
FY20 under the UK Coronavirus Job Retention Scheme, and was also
able to defer VAT, PAYE and Duty payments totalling £28.7minto
FY21.In consultation with our landlords, £27.8m of rent payments
were also deferred as at year end. A working capital out flow is
therefore to be expectedin FY21 as stakeholders' various Covid-19
related payment deferral schemes and agreements fall due.
Combined with net financing cash inflows as a result of the share
placing, the Group ended the year with a pre IFRS 16 net debt of
£169.2m (FY19 £176.3m).

DFS Furniture plc
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Financial review continued

Dividend

Reflecting confidence in the Group's outlook at the time, the FY20
interim dividend was declared at 3.7 pence per share. Subsequently,
however, it became clear that Covid-19 was evolving from a Far East
sourcingissue into a more significant threat to the UK economy.

A desire to strengthen the Group's financial resilience and liquidity
position led the Group to cancel the payment of the interim dividend
and seek additional financing facilities, including a 12-month, £70m
facility securedin April 2020. As part of the terms of this facility, the
Group has undertaken not to pay dividends or conduct any
acquisitions until either six months after the repayment of the
incremental facility, or following the refinancing of all existing

bank facilities.

Given the broader macroeconomic uncertainty, the desire to
increase financial resilience and the restrictions in place under the
banking facilities, the Directors do not propose a final dividend
(FY19: 7.5 pence).

We do recognise the value some of our shareholders place upon
regular dividend payments. The Group will continue to review its
dividend policy in the light of our trading performance, business

requirements and the uncertain economic environment.

Risk and governance

Building oninitiativesin FY19, the Group continues to strengthenits
approach to risk and governance. In FY20 a particular focus was on
developing comprehensive operational risk registers via Group-wide
engagement sessions, as well as the roll-out of our new in-house
developed online risk management platform. The new platformis
expected to further embed risk management into the day-to-day
practice of all senior and middle management colleagues. Specific
risk-focused initiatives undertaken during the financial year included
a full externally assessed cyber review, completed in July 2019, and

Scenario overview

an upgrade to the Group's business continuity procedures,
completedin September 2019, both of which have proved valuable in
facinginto the impacts of Covid-19. Business Continuity and
Resilience constitutes one of the Group's Principal Risks and the
Group has incorporated the learnings and strategies from our
response to the pandemic in 2020 into its procedures for responding
to a potential second wave of the Covid-19 virus or other significant
disruption. The Group's formal business continuity plans will be
updated further in the current year.

Looking forward

Asindicated in our August trading update, the Group has
experienced strong trading since the lockdown period both online
and in our showrooms. Nevertheless, given the lingering effects of
the pandemic and wider economic uncertainty, we remain cautious
on the outlook for the remainder of 2020 and into 2021, and we
remain concerned by lower consumer confidence and a potentially
slower residential property market. Whilst a weak trading
environment would impact our short-term revenue and profits, the
Group has historically prospered in economic downturns and gained
market share.

The dichotomy between current trading and the potential future
macroeconomic environment makes giving meaningful guidance for
our revenue performance in FY21 and beyond exceptionally
challenging; and it will be our revenue performance that will primarily
drive our future profit outturn. To assist our stakeholders however,
we have prepared three scenarios for revenue performance. We
believe the scenarios can help give a feel for how the Group might
performin very different trading environments. However, the choice
of revenue changes modelled and theirimpact on costs and profits
should be seen as illustrative and not as guidance given the number
of factors that are unforeseeable and the current early stage of the
current financial year.

IFRS 16 Basis Low Medium High
Revenue Rest of year: Rest of year: Rest of year:
-30% -15% 0%
£959m £1,064m £1,169m
Gross profit Overall gross margin broadly flat at 58%
£556m £617m £678m
Operating costs Identified cost mitigation c. £400m Increases by <10% of change in
ofupto £15m revenues
Interest & depreciation < c.£123m >
Implied PBT £57m £94m £147m
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Revenues

In planning for FY21 we benchmark our performance relative to the
52 weeks to December 2019, where we generated revenues of
£943.0m excluding Sofa Workshop. We take some comfort from a
materially higher opening order bank year-on-year, from which we
expect to realise anincremental c.£100m of revenues and early
trading over the first twelve weeks that has generated a further
c.£126m of incremental revenues. Trading in October 2020 onwards
may however be significantly weaker, with (i) the UK furlough scheme
coming to an end which may affect employment levels and
consumer sentiment, and (i) expected longer manufacturing lead
times for our products creating less of a call to action for delivery
ahead of Christmas, and (iii) the potential impact of Brexit on
sentiment. Offsetting that, we have some early evidence that the
DFS Group is gaining market share following the recent tough
environment and we may see consumers continuing to prioritise
spending on their homes, which is consistent with the average order
value growth that we have seen over the last twelve weeks of +7.6%.
We therefore see a very wide range of potential outcomes, with
some of our internal modelling scenarios hypothesising that the
upholstery market could be weaker than the 10%+ year-on-year
market declines seen post the global financial crisis. Likewise we also
do see a potential scenario where demand levels could even stay
positive across the year.

Gross profit

Our gross margins continue to remain stable or grow slightly in the
retail activities of our scale brands of DFS and Sofology. Although we
will face some pressure from adverse foreign exchange rates we
believe this can be offset through the commercial proposition. As
revenues rise or fall, the manufacturing participation will flex slightly,
which may generate slight fluctuation in margin levels, however this
variationis unlikely to be significant relative to other assumptions.

Cost base

We have taken appropriate action on operating costs, including
headcount and marketing budgets. Following the sale of Sofa
Workshop, we believe our base operating cost base is likely to be
c.£400m excluding Sofa Workshop. Retail business rates relief of
c.£19mwillalso be receivedin FY21 and is reflected within that
expected cost base. The cost base does carry some flexibility from
sales team commissions and last-mile delivery costs, which we
expect to move by a little less than 10% of any revenue change. We
do also retain the ability to make choices on our advertising spend
and other cost commitments, giving potential additional flexibility of
upto £15m.

Interest and depreciation

We expect these to remain broadly similar to prior years, albeit with
depreciation of property right-of-use assets changing to reflect the
increased property estate and the potential for bank facility
refinancing fees to be incurred during the year.

Profit Before Tax outturn

The three scenarios show a wide range of outcomes, but it is notable
that all scenarios result in profit before tax above recent financial
years, and the ‘'middle’ and 'high’ scenario are materially above prior
years. We would however be cautious around extrapolating these
profits into future years given that the rates relief is not expected to
continue and the risk that these revenue levels will not recur.

Financial resources and cashflow

Following the recently completed equity placing and the £70m
temporary working capital facility secured in April, our available cash
resources at the year end were just over £160m. Inline with typical
market practice, we expect to refinance the Group's existing £250m
senior revolving credit facility at least a year ahead of its maturity in
August 2022.

Although we do expect that we will need to make 'deferred’ rental
and taxation payments of approximately £56.5m during FY21 and
into FY22, our strong trading to date has reduced net bank
borrowings (excluding finance lease obligations) as at 21 September
2020 to £32.2m (equivalent to overall pre-IFRS 16 net debt of less
than £50.0m) and we believe we have the resilience to respond to a
range of economic scenarios whilst continuing to invest in our most
compelling growth initiatives.

Applying recent learnings from the pandemic, we also now expect
customer deliveries and hence revenue and cash generation to
continue throughout all but the most severe lockdown scenarios,
further increasing our resilience. We have prioritised capital
expenditure on our critical development initiatives and up to ten
showrooms openingduring the year, which have proven rapid
paybacks, and we therefore currently expect our capital expenditure
in FY21 to be broadly in line with prior years.

The past six months have presented exceptional challenges and we
do not anticipate the near-term environment will be any less
demanding. Notwithstanding that, we continue to believe the
business is well positioned strategically and has an appropriate
financial model and resources to deliver attractive shareholder
returns.

Chief Financial Officer
24 September 2020

DFS Furniture plc
Annual Report & Accounts 2020

Strategicreport



48

Sustainability and responsibility report

Sustainable, responsible, and O 0O
inclusive business O O

Our Group purpose is to bring great design and
comfortinto every living room, in an affordable, Q O
responsible, and sustainable manner. O

Introduction

Asis clear from our purpose, our Group is committed
toactinginaresponsible, sustainable, and inclusive
manner, which puts our customers and our
colleagues at heart of everything we do.

Generating energy
and raw materials

Our ESG strategy

During the year we put significant effort into developing our
approach to ensuring our business is built on the right ethical
foundations and that we have an ESG strategy for our Group
that builds on our the values embedded in our businesses
and integrates sustainability considerations firmly into the
way we do business.

Recycling
Rethinking

TIUE A Our thinking follows the concept of the circular economy,

b -IrlnlE SOFA which aims to keep productsin use for longer, by reusing,
\V/ = recycling or remaking, so any waste becomes the beginning
Collection e C\(CLE & of another process or arecovered resource. The Sofa Cycle

helps us visually articulate shared Group-level objectives.
Each of our businesses can then use the Cycle to create
activities and policies relevant to their brand, their size and
their customers. It also has the flexibility to evolve over time
as our business becomes even more circular in its approach,
“ and the evolution of sustainable practices enables us to do
more. We appreciate that the Sofa Cycle very much
addresses the product aspects of our business, rather than
being people focused. This acknowledges the fact that we
Initiatives launched in 2020 can't address the whole ESG agenda at once, and must take
it step by step. Of course, people issues are vital —and we
1. Sourcing our WOOd and |eather believe we are already good employers —so we will look to
add more colleague-based initiatives in Phase 2 of our
ESG strategy.

Retail stores

Delivery

2.Recycling our packaging

Our phase 1 Group ESG targets and our 4-key initiatives for
3. SOfa rescue the year; our foundation initiatives Sourcing our Wood and
" " Leather and Recycling our Packaging, and our flagship
4. PIanTree initiatives Sofa Rescue and PlanTree are built around the
Sofa Cycle.

We believe that we can meet customer expectations,
stakeholder demands and continue to grow our business
while fulfilling and embracing our social and environmental
obligations.

After working with our partners and looking at where we are,
we decided that our primary focus for this phase of our
journey would be on the products we provide our customers.
We are acutely aware that far too many of the sofas that arein
people'shomes, have not been manufacturedin sustainable
fashion and that too many of them end up in landfill.

We developed our strategy based upon a circular approach
that covers the entire life cycle of the sofas we provide, from
sourcing the raw material or finished products, our supply
chain and manufacturing through to the retailing, delivery
and lifecycle of the sofa.

DFS Furniture plc
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The aim of the Sofa Cycle is to capture the complex and interlinked
aspect to the cycle of a sofa's life and to ensure we build in
sustainability when developing our products and services. Whether
itis through sourcing FSC compliant wood to make the frames for
our sofas or ensuring our delivery vehicle routing system, Apollo,
plans the most efficient route to minimise carbon output.

Working with partners the Carbon Trust, TRG, Clearabee and the
Woodland Trust, we are continuing to develop our multi-year
transformational plan focussed on environmental and social issues
across the spectrum of our businesses. We aim to ensure we have a
clear, independently audited view of our plan for all areas of our ESG

Our Phase 1 Group ESG Targets

E is for environmental

initiatives. Our ESG initiative is led on behalf of the Group's
Leadership Team by Sofology's CEO Sally Hopson, supported by
Alison Hutchinson as Board sponsor.

This year we have worked together to develop our phase 1 Group
ESG Targets. The targets apply to each of our brands individually.
They are our best view of the steps we need to take as a Group over
the next 4 years. Some of the brands are expected to achieve some
of these targets earlier than the date for the Group, depending on
where the brand s currently in relation to each target.

Wood sourcing

All our sofas will be built of 100% FSC Certified Wood by 2025.

Leather sourcing
by December 2021.

The leather we use will not lead to deforestation in Amazon regions or elsewhere

Packaging

We will reduce our packaging and ensure 100% of the plastic packaging
we use is recyclable by December 2020.

Sofa packaging

85% of all our sofa packaging will be recycled by December 2020.

100% of all our sofa packaging will be recycled by December 2022.

CO, reduction We will reduce our CO, emissions with Sofa Delivery Company by a minimum of
10% by 2023.
CO, offset We will achieve 100% carbon offset by December 2020.

S is for social, our colleagues and our communities

Inclusion and

diversity representation from 2020.

All Group apprenticeship programmes will have at least 50% female

Inclusion and

diversity representation from 2020.

All Group Management development programmes will have at least 50% female

Inclusion and
diversity

A minimum 50% of showroom managers will be female by December 2024.

Charity community
community.

Volunteering Days — everyone can have paid time off to give back to their

Target a minimum of 1,150 Volunteering days by December 2021.

G is for governance, how we manage what we do

ISO ISO45001 — Health & Safety from December 2021.

1ISO ISO14001 - Environmental Management from December 2021.

Modern slavery audits Independent ethical audits of our supply chain by December 2021.
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Sustainability and responsibility report continued

During the year we focussed our efforts on developing our targets
and examining our supply chain to ensure we are sourcing our raw
materials and finished goods in a sustainable way. We updated our
policies on timber and introduced our new policy on sourcing leather.
These can be found on our website at www.dfscorporate.co.uk/
governance/policies.

As the nation's biggest sofa manufacturer, the Group has been
working hard to source wood as sustainably as possible, but also
wants to go further and contribute significantly to reforestation and
ensure that the leather we use does not lead to deforestation.

We are engaging actively with our suppliers to implement a robust
verification programme for timber and leather products sourcing.
We comply with European Timber Regulation No 9952010, and
whilst we are not an operator placing timber or timber products on
the internal market for the first time, as a trader we require all our
timber suppliers to certify that the timber used in our products or
supplied to us, is compliant with the regulations. We keep records of
alltimber supplied to DFS and timber products from our suppliers
for a minimum of five years.

We will not accept in our furniture:

lllegally harvested wood
Timber harvested in violation of traditional and human rights

Timber from forests in which high conservation values are
threatened by management activities

Timber from forests being converted to plantations and
non-forest use since 1994

Timber from forests in which genetically modified trees are
planted

Unknown sources

Leather from animal skins that is not a by-product of the meat
packingindustry

Animal skins from aborted or live animals or from endangered
species (including any species listed in the three CITES
Appendices)

Products containing leather where the supplying partner has
not declared the species of animal and country of slaughter for
allitems

Products from suppliers who are unable to demonstrate that
their leather supply chains do not contribute to deforestation

When we deliver a sofa, we remove and recycle as much of the
packaging as possible. We have continued to increase the amount
we recycle, and by next year will be recycling all our sofa packaging.
That means working with our suppliers to remove from our
packaging any materials that are difficult to recycle or are damaging
to the environment. Through these efforts, we have decided to get
rid of polystyrene packaging as it is so hard to recycle. Another
positive move is in using recyclable corner protectors, which can be
used up to eight times on the sofas we deliver before being
completely recycled.

DFS Furniture plc
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When people buy a new sofa, they often want to get rid of their old
one. Unless they pass it on to family, friends or charity, this isn't easy
to organise. Whilst DFS has worked for many years with the British
Heart Foundation to ensure as many sofas as possible are resold and
reused, too many are still going to landfill.

As part of our sofa cycle, we developed our sofa recycling service
"Sofa Rescue”. When DFS customers buy a new sofa or armchair,
they have the option either to donate it to the British Heart
Foundation, or they can choose to have their old sofa or armchair
collected and recycled by our partner Clearabee. Clearabee will
collect the customer's old sofa and take it to a certified recycling
centre where it is broken down to its component parts for recycling
and creating energy from waste.

The Sofa Rescue Scheme was rolled out nationally in January to DFS
customers andin June for Sofology customers, and to date more
than 33,000 pieces of furniture have been successfully diverted
from landfill.

PlanTree is our permanent reforestation initiative. While we work
hard to source wood as sustainably as possible, we want to go
further, and contribute significantly to reforestation. That's the aim
of Sofology's PlanTree campaign, where for every sofa order, we
plantatreeinthe UK, as part of accredited reforestation schemes
run by the Woodland Trust. When a customer places an order, we tell
them about the tree we will plant on their behalf. When we deliver
theiritem, we include a thank you card and reference to the tree.
Through PlanTree, Sofology will plant over circa 100,000 trees

(1 tree per order) inthe UKin 2020. DFS has committed to launching
PlanTree in 2021 and will also be focusing on a UK tree planting
programme. We are also proud to be working with the UK's largest
woodland conservation charity to help us mitigate our

carbon emissions.

WOODLAND

TRUST


http://www.dfscorporate.co.uk/governance/policies
http://www.dfscorporate.co.uk/governance/policies

Electricity useis akey component of the Group's CO, emissions.
During the year we continued to work hard to improve our energy
efficiency. We have implemented a series of energy initiatives to
reduce our carbon footprint and eliminate our energy waste.

We are committed to further reducing our energy consumption,
and our Energy Management Policy supports our reduction in
carbon emissions. Through the deployment of the latest in energy
technology and a new energy management platform, we have
complete visibility across all sites; this enables us to manage and
reduce our energy waste by monitoring consumption against
agreed targets.

From October 2020, 100% renewable electricity backed by REGOs
has been secured for 92% of our estate, with the target to have
100% of our electricity sourced from renewable energy by 2023.

During the year we worked with Businesswise Solutions to get a
clearer understanding of our energy usage across the Group and
toroll out low energy lighting schemes across our showrooms and
our offices. Additionally, we use automated meters to monitor and
investigate usage of both gas and electricity. We will continue to
work with Carbon Trust and other advisors to reduce the amount of
energy we use. As well as setting our phase 1 environmental targets,
we worked with our partners to understand ourimpact on the
environment looking at water and waste management. We will
continue to develop our wider phase 2 environmental targets
during 2021.

Our transport fleet drives over 9 million miles per year delivering to
customers' homes, so it needs to be efficient and safe. All trucks
are on a six-year replacement cycle to ensure we continuously
modernise the fleet and move towards the highest European
emission standards. We combine this with in-cab telemetry and a
system of daily debriefs where driver behaviour is assessed against
energy-efficiency and safety targets. We reward drivers who reach
the highest standards, and we work with any who need help to
improve. We keep looking for furtherimprovements and we
continue to work with industry bodies and truck manufacturersin
trials of new technology.

With our company car fleet, we encourage the use of electric or
hybrid cars providing charging points at key sites across the UK.
9.8% of our company car fleet s electric or hybrid.

The CO, performance of our company car fleet has come down to
99.6 g/km (FY19: 100g/km) which is 22 % below the UK national
average for new registrations which is currently 127.6g/km.

We are continually looking at new ways we canimprove our CO,
performance. Our DFS customers have the option to select "eco”
delivery slots when planning their delivery with our route planning
software optimising the routing of our vehicles to minimise emissions.

To mitigate our carbon emissions during 2020, the Group will plant
over 59 hectares of native woodland with over 112,250 trees in the
UK through the Woodland Trust's Carbon scheme. As a Group we
are currently the Woodland Trust's largest carbon mitigation
partnership.

The tables below show our energy use and associated greenhouse gas emissions in line with the UK Government Streamlined Energy and
Carbon Reporting Requirements. Usage and emissions reported correspond with our financial year.

FY20 *  Firstyear of reporting on our emissions from the ROI,
MWh Spain and the Netherlands
UK operations 96,192
Notes:
International operations 4,364 GHG emissions have been restated for 2019 as there was
an error in the calculation as both gas and electricity were
Group 100,556 includedin Scope 2, rather than fuel for transport and gas
being reportedin Scope 1 withjust electricity in Scope 2.
TCO.e TCO._e peremployee
2020 2019  %decrease 2020 2019 The total TCO, reported in 2019 was 28,064 (excluding
UK International) when in fact it should have been 27,197
(excluding International).
Direct emissions Scope 1 17,928 19,543 -8.3 3.4 3.7
- . To express our annual emissions inrelationto a
Indirect emissions Scope 2 6,364 7,654 -16.9 1.2 13 quantifiable factor associated with our activities, we have
Sub-total UK 24,292 27197 2107 4.6 52 ysgd Tgnnes CO, per employee as thisis arelevant
indication of growth.
International operations*
Direct emissions Scope 1 2,506 = 12.7 =
Indirect emissions Scope 2 690 = 3.5 =
Sub-total International 3,196 - 16.2 -
Group Total 27,488 = 5.0 =
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Sustainability and responsibility report continued

Our colleagues

The colleagues in our
business are the heart
of its success.
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Much of the value we deliver to customers is through
the expertise and experience of all our colleagues.
Our sustainability relies on our ability to attract
colleagues with the right skills and behaviours and to
motivate, develop, support and reward them
appropriately.

During the year we employed 5,372 colleagues across the UK,
Republic of Ireland, the Netherlands, and Spain. We believe
that our ability to deliver fantastic products and service to
our customers comes from the passion and commitment
shown by all our colleagues across all parts of our Group. We
are proud of the work we do to develop and strengthen our
teams. Creating and sustaining a values-based culture with
good governance to enable us to fulfil our purpose is crucial
to ensuring our colleagues remain engaged, well informed,
and able to effectively deliver our strategy.

Talent and development

We continue to grow and develop all our colleagues
recognising this is pivotal to the success of our Group.
Developing and retaining talentisimportant to us and as
such we have arobust talent review process in place across
the Group and a range of learning solutions to develop key
skills, support career progression and role transitions. We
actively promote the benefits of further learning and
development for all our colleagues, at whatever stage of
their career. We provided over 6,000 face-to-face training
days to our colleagues. During the pandemic we utilised our
digital technology to deliver a range of virtual learning
solutions. The success of these virtual learning sessions
will enable us to continue to offer bite sized support and
development to all our colleagues, offering a truly agile
learning and development proposition well into the future.

Apprenticeships and early careers

As a Group we are very proud to invest in the development
of all our colleagues. We welcome students into our business
for early careers work experience and offer learning which
supports students in their transition from school to work.
Our apprenticeship scheme, which supports our inclusivity
and diversity approach, continues to grow and supports not
only young participants to achieve formal qualifications in
their chosen field, but since 2017, we also offer Advanced
and Higher Apprenticeships to existing colleagues wanting
to further their professional development. Over 65 young
colleagues have completed the level 2 apprenticeships, with
the majority staying with the Group. A further 62 colleagues
have started an advanced or higher apprenticeship.

Sofology colleagues enjoying tree planting day
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Sustainability and responsibility report continued

Creating highly engaged teams is a cornerstone of our success.
We listen to our colleagues’ feedback and ideas in many ways,
including our partnership with Best Companies. We believe a key
part of employee engagement is not only listening, but also acting
onwhat our colleagues have to say, andin turn letting them know
about the improvements and changes we make. We engage our
colleagues through:

» Our Group Leadership Forum, consisting of 70 senior leaders
fromacross the Group. The Forum meets regularly to keep
informed with what is happening, collaborate and share
best practice.

«  Workplace by Facebook is aleading digital platform that allows
colleagues to connect and collaborate with each other, while
keeping updated about key news from across the Group.
Workplace also gives all of our colleagues direct and instant
access to our Group Leadership Team, which enables great
conversations about what matters most to our business.

+  Wekeep our colleagues informed of performance and strategy
through regular meetings led by the Group Leadership Team and
updates via Workplace and Crafted, the Group-wide magazine.

+  TheExecutive Directors attend key business meetings
throughout the year, including regular trading performance
review and capital allocation meetings, and present financial
results to our colleaguesinlive "Town Hall" sessions which are
streamed live via Workplace to give access to all colleagues.

+  The Chairman and other Non-Executive Directors attend
meetings with our colleagues, when they attend the Employee
Voice Forum and visit showrooms, factories, and warehouses.
During the year, the Board appointed a Designated Non-
Executive Director to ensure we continue to focus on the views
of our colleagues.

Allour colleagues must be equipped to make the right decisions.
The Group supports this by consistently promoting and embedding
our policies, processes, and training. Our Group Code of Conduct
outlines Group values and the behaviours we expect. Colleagues
also receive mandatory online training on Anti-Bribery, Modern
Slavery and Data Protection.

If our colleagues witness something inappropriate, they canreport
the matter to their line management, or make use of our
independent and confidential whistleblowing helpline.

The health, safety and well-being of our colleagues, customers and
partnersis extremely important to us, never more so than this year
as we face the impact of Covid-19 on our business.

To help our colleagues and customers have confidence in returning

towork and to our factories and our showrooms, we developed our

Covid-19 response plan:

« Socialdistancingin place across all sites;

« Sanitising stations installed within all areas for both customers
and colleagues;

«  Temperature checks for all colleagues at the beginning of
their shift;

«  PPE provided —face masks and visors made available for all
colleagues;

DFS Furniture plc
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» Clear guidance for delivery teams and our service upholsterers
visiting customers'homes;

» Checking/ auditing across all areas that the new processes are
being followed by everyone; and

» Createdbusiness area specific Covid-19 re-boarding videos,
modules, and risk assessments.

Throughout the year we continued to investin training and
development and inimproving our processes and practices to
ensure that we operate safe and secure workplaces. All colleagues
complete online training modules to ensure awareness of the
Group's 'house rules' for health and safety and these are reinforced
with monthly safety messages to refresh and remind our colleagues.
Despite the challenges arising from the pandemic during this last
year, both our DFS and Sofology retail brands have been awarded
the RoSPA Silver Award for continual improvement towards Health
and Safety. Sofology has maintained its ISO45001 certification. DFS
expects to gainits 1ISO45001 certification by December 2020.

The Group is a passionate advocate for removing the stigma
attached to mentalill-health, actively creating a culture of openness
and support. As a Group we have mental health first aiders working
across the Group and throughout the pandemic we worked with our
colleagues to ensure that whether they were working or furloughed,
they looked after their mental health. Our colleague wellbeing
resources provide arange of supportincluding direct access to
counselling services. We also offer colleagues private medical
benefits that give parity to mental and physical health conditions.

The Group is committed to ensuring our colleagues can thrive and
prosper. Approachinginclusivity and diversity as a businessissue
reflects our firm view that inclusive and diverse teams, working
withininclusive environments, are more innovative, engaged, and
deliver better outcomes for our customers. Our colleagues and
those suppliers and contractors we work with are expected to
embrace a culture of diversity and to be respectful and considerate
to others.

Whilst the Group continues to focus on gender and addressing the
gender pay gap, our aspirations going forward are to broaden the
agenda to encompass all aspects of diversity more widely. Our 2019
conference and 2020 digital 'In the loop' session both highlighted
the importance of diversity, inclusion, and reflecting our customer
base in the communities that we live in.

Our steering group is committed to building a more inclusive and
diverse workforce and we have built on previous years' successful
campaigns for International Women's Day and Pride events. Our
DFS retail brand celebrated International Women's Day by asking our
colleagues what this year's theme #EachForEqual really means to
them. In Sofology the team shared lots of colleague stories for our
Pride week, joining virtual Pride events, along with offering wellbeing
support from our Living Well programme and recommended
learning modules from our online training hub.
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‘ DFS was once again a finalist
in the Retailer of the Year in the
All About School Leavers Awards
for apprenticeship schemes.”

Our leadership development programmes ensure inclusion and
wellbeing are at the core as we recognise the importance of line
manager awareness and we encourage our managers to complete
our online modules on diversity and inclusion. We delivered a
People's policy skills workshop to our management teams with the
focus on effective management of the disciplinary, absence and
grievance processes, but with an underlying thread of nurturing an
inclusive and diverse workforce.

We continue to promote inclusivity and diversity across our
workforce as well as prohibiting discrimination in any form
throughout the year. To do so:

«  We give full and fair consideration to employment applications
fromindividuals with disabilities to ensure they have equal
opportunity foremployment and developmentin our business.

«  We continue to try toimprove female representation in key
business areas that have a traditional skew towards men.

«  We set performance targets for alarge proportion of the
management population to focus on the gender split across all
sectors of our business.

«  We provide recruitment development workshops for managers
with a dedicated section on unconscious bias training covering
gender and ethnicity.

+ Weare building assessment criteria into our online recruitment
processes that remove unconscious bias.

«  We have family friendly policies for parents.

Details of our most recent gender pay gap report, can be found on
page 99 in the Directors' Remuneration Report.

Gender diversity of the Group 28 June 2020

Directors

2(29%)
Group Leadership Team

atasse

Senior managers

All colleagues

1950 36%)

© Male Female

Case study

The young people joining our apprenticeship programmes are
taking their first step on building along-term career with us, a
great example of thisis Sam Barnes. Sam joined our very first
apprenticeship programme in 2014 at the age of 19, having
been travelling for a year doing charity work, Sam was looking
for an apprenticeship that would give him a trade. Although Sam
had never thought of a careerin the furniture industry, he was
keen to gain the skills involved in upholstery and having the
opportunity to complete the Duke of Edinburgh Gold Award
alongside the apprenticeship was an added bonus.

Sam excelled through his programme, and with the support
from the store team, he gained a permanent position and
successfully completed his qualification and Gold Award. Then
in 2018 Sam saw aninternal vacancy for a Development coach
for the Service Manager apprenticeship programme. Having
come through the apprenticeship programme himself, Sam was
eager to work with and develop young people to give them the
same opportunities and support that he had received. Sam was
successfulin his application and has since redesigned the
programmes and now delivers these for both DFS and Sofology.

Sam, showing Alfie, one of our Service Apprentices in Birstall, how the
leather colours work.
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Sustainability and responsibility report continued

Our customers

Atticus
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Taking pride of place in our customers’ homes, we
understand the importance of providing responsibly
sourced, high-quality, durable products that can withstand
the demands of a busy household —all whilst offering the
luxurious style, comfort and value for money which our
customers love.

Delivering these standards requires a detailed approach, achieved
by working closely with our long-standing supplier base. Through our
close partnerships, we take on a 'tried and tested' approach,
rigorously testing each one of our products to ensure it meets the
highest standards of safety and durability. Along with carrying out
tests onthe structure during production of new ranges, we also
carry out a unigue process on the first product samples we receive.
This involves stripping down the unit entirely for one final inspection
that canresultin further tweaks and improvements —If a product
does not meet our quality standards, we willnotinclude it in any

of our ranges. The quality of materials and the skill of the
craftsmanship mean that we are so confidentin the structural
durability of our ranges that we guarantee them for a minimum of
15 years. Within the Group we are continually finding innovative
ways to create new products that have an eco-friendly story to tell,
Sofology willintroduce a 100% recyclable 'Heron' eco-fabric,

and a sofa made from recycled materials later this year.

As we manufacture many of the sofas we supply, we have direct
control of these factors with the sofas that we make in our UK
factories. We know where the raw materials are sourced from,
and we can test the finished products to levels beyond industry
standards in recognised accredited test laboratories.

To ensure we deliver the highest levels of customer service we make
significantinvestment in training and developing our colleagues.
Colleague performance and customer satisfaction are monitored
through regularinspections, customer surveys and, for some of our
brands, mystery shoppers which are carried out through an
independent consumer research group.

Customer referralis the perfect indicator of excellent customer
satisfaction and we use Net Promoter Score ("NPS") as a measure
of recommendation, which provides us with an internationally
recognised predictor with proven links to business success. NPS
forms a component of remuneration for colleagues throughout the
business, including salespeople, management, head office teams
and Executive Directors.
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Our suppliers

We have long standing relationships with our upholstery
suppliers and close contact with them is maintained
through frequent visits by our operational and senior
management team. This year more than ever those
relationships have proved crucial to the success of our
business. We work with our suppliers to monitor and
improve quality and performance, and ensure compliance
with our ethical trading standards.

We go to great lengths to ensure the quality and safety of all the
products we sell. With over 50 years of designing and manufacturing
sofasinthe UK, our unique knowledge of the manufacturing process
enables us to understand and work with our suppliers worldwide to
ensure they can meet our quality standards.

Our own detailed quality checks and product testing are supported
usingindependent safety specialists, and all upholstered furniture
items are offered with a minimum 15-year guarantee. Fire safety

is of paramount importance, so all our products are tested by
independent UKAS accredited organisations to ensure they meet
our rigorous standards policy.

We are very proud that our upholstery products carry the British
Standards Kitemark™ for domestic furniture making. DFS is the only
furniture retailer and manufacturer to have been awarded this
prestigious external quality standard across all our ranges.

Business ethics

Whoever we work with and wherever they are based, we expect
suppliers to comply with our Supplier Code of Conduct. We have
a clear Anti-bribery policy in place and all colleagues dealing with
third parties are expected to undergo training in this area. The
policy makes clear our zero-tolerance approach to any breach
of the Bribery Act. Our contracts with suppliers are clear about
the standards we expect them to comply with and we require all
our Suppliers to certify that they comply with the Supplier

Code of Conduct.

To assist our colleagues in doing the right thing we have a clear
whistleblowing policy supported by an external, confidential
reporting hotline which enables colleagues to report concerns
in confidence.

Modern slavery

We respect and uphold human rights and the Group does not
tolerate modern slavery in any part of our operations or supply chain.
We have developed a series of steps to mitigate the risks of slavery
or human trafficking within our business, including: formal
communication with new and established suppliers, and regular
visits to suppliers both in the UK and overseas to audit our suppliers’
practices in accordance with our Supplier Code of Conduct. Our
suppliers must be able to demonstrate that they operate to
recognised standards, uphold human rights, and prevent modern
slavery. Our statement made in accordance with the Modern Slavery
Act 2015, which contains further information, is available on our
website at http://www.dfscorporate.co.uk.

DFS Furniture plc
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Sustainability and responsibility report continued

Our communities

Werecognise that we have both a responsibility and an
opportunity to make a difference to people’s lives in the
communities where we live and work. We do this in many
ways across the Group, from raising money for charity,

right through to donating our products to help those in need.

As we entered 2020, we watched the world face one of its biggest
ever challenges, that has impacted lives all over the world.

Clear leadership and quick decision-making, supported by the
extraordinary efforts and attitudes of all our colleagues, enabled us
to continue to support our customers, support our suppliers, develop
new safe ways of working and do our bit for the UK's NHS heroes.

The Group provided urgent support to around 50 NHS hospitals
during the pandemic, donating and delivering sofabeds, sofas and
recliners allowing health workers to enjoy much needed rest whilst
remaining on site between shifts to support the patients. Our
factories supported the Love of Scrubs campaign, with volunteersin
the factories cutting 7,300 sets of scrubs to be sewn outside by the
Love of Scrubs Group.

Actionsinresponse to Covid-19
Our response innumbers

Over £100,000

of sofas and sofa beds provided to the NHS hospitals
between Apriland June

£300,000

of products for Children in Need for families
impacted by the pandemic

We will continue to work together as a team to ensure that we do
everything we canto help to limit the impact of the pandemicin the
communities in which we live and work.

Giving Back: an innovative new charity and

volunteering strategy

In 2020, just before the Coronavirus lockdown, we launched Giving
Back at DFS, aninnovative new way for colleagues and the Company
to make a difference to the communities where we live and work.
Through Giving Back, we have committed to raise and donate up to
1% of our Profit Before Tax every year, give every colleague one
day's paid volunteering and donate up to 1% of our products
(volume) each year to charitable causes and organisations who need
them the most. From planting trees to helping atlocal homeless
shelters, every one of our colleagues is encouraged to get outinto
their community and support a cause close to their heart.

DFS Furniture plc
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DFS and BBC Childrenin Need

2019/20 saw DFS raise over £450,000 for BBC Childrenin Need.
Together with our customers we have raised over £5,000,000 for
BBC Childrenin Need over the last eight years. This year after
talking to our colleagues about what they considered important,
we decided to take our partnership with BBC Childrenin Need in
an exciting new direction —a DFS Funding Programme focusing on
the mental health and well-being of children & young people.

Over the next three years, the money raised by DFS and our
customers will support 7,500 children and young people showing
severe mental healthissues, which will help to keep them safe
and improve their emotional wellbeing. Our money will provide
one-to-one support and specialist counselling that will make a
real difference to their lives. In addition to this we have also
pledged £300,000 of products to Childrenin Need to help those
children and young people who have been most affected by the
Covid-19 pandemic.

We also want to help our colleagues create a real local connection
to BBC Childrenin Need and have a better understanding of the
difference that our partnership makes in their local community.
Thatis why we are connecting all DFS showrooms, customer
delivery centres, manufacturing sites and offices with a BBC
Childrenin Need project or partner that is within ten miles of them.

The Pennies Foundation

During the year, Sofology chose to partner with the registered
charity "The Pennies Foundation"”. Pennies works with Sofology to
allow customers to support the sixlocal charities nominated by
Sofology colleagues for each Sofology retail region. The charities
selected by the colleagues provide support for smaller local charities
working with children and young colleagues across the UK inarange
of challenging situations. As well as supporting these charities
through customer donations, Sofology colleagues have completed
individual fundraising activities to raise extra funds, including a bike
riding marathon, an ice bucket challenge in our North Region for
Grace House, and a skydive for CAT Tsin our North Central region.
Now lockdown has eased, Sofology colleagues have now started to
volunteer for Grace House in their garden area, as well as helping
with painting their new therapy rooms.

Duke of Edinburgh

The Group continues to benefit from our long-standing partnership
with the Duke of Edinburgh Award Scheme. DFS remains a Silver
Partner of the Duke of Edinburgh's Award, with the focus of our
partnership being supporting young colleagues to develop new skills
and gain valuable experience through our apprenticeship programme.

Working with all our partners we will continue to work to ensure we
make a positive contribution to the society in which we live and work.

DFS Furniture plc
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Section 172 statement

Our Section 172(1) Statement describes how the Directors, individually and collectively,
acting in good faith have exercised their duties over the course of the year to promote the
long-term success of the Company for the benefit of its members as a whole, and in doing
so have had regard to the matters set out in section 172(1) (a) to (f) of the Companies Act 2006.

O O
O
O

Our stakeholders

The Directors consider that the following groups are the Company's key stakeholders.

The Board believes that understanding the respective interests of such stakeholder groups so

that these may be properly considered in the Board's decisions, is not only the right thing to do,

butis fundamental to our ability to drive value creation over the longer term. Now, as we enter
anew financial year adapting to new ways of working and living due to the impact of the global
Covid-19 pandemic, balancing the needs and expectations of our stakeholders has never been
more challenging or more important.

We have grouped our stakeholders into seven key categories and have provided an overview of the

way in which the Board acted with regard to these groups when making key strategic decisions.

We do this through various methods, including: direct engagement by Board members;
receiving reports and updates from members of management who engage with such groups;
and coverage in our Board papers of relevant stakeholder interests with regard to proposed
courses of action.

O

Our colleagues Our communities

see pages 61.

The strength of our business is built on the hard work, loyalty,
and dedication of all of our people. Our colleagues rely on us to
provide stable employment opportunities to enable each of
them to realise their potential in a working environment where
they can be at their best. We are committed to developing our
people and have a strong culture of learning and development
including an award-winning apprenticeship scheme.

Our customers

see page 61.
Our customers are the reason we exist.

We are dedicated to providing innovative, attractive, design-led,

high quality products to new and existing customers at
greatvalue.

Our suppliers

see page 61.

We rely on our raw material suppliers and our suppliers of
finished goods to manufacture our products to the highest
standards, on commercially attractive terms and on shortlead
times. Our landlords provide the real estate that we fit out and

operate as our showrooms and Customer Distribution Centres.

We work with a range of key suppliers who provide our IT
systems, maintain our sites and provide us with the goods and
services to operate our business. Our suppliers relied on us to
generate revenue and employment for them throughout the
2020 financial year.

DFS Furniture plc
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see page 62.

Communities and the wider public expectustoactasa
responsible company and neighbour, and to positively impact
the local communities in which we operate.

see pages 62.
Our people and our customers require us to minimise any
adverse impact we might have on the environment.

Qur investors

see page 62.

We rely on our shareholders and providers of debt funding as
essential sources of capital to further our business objectives.
They rely onus to protect and manage theirinvestmentsina
responsible and sustainable way that generates value for them
over thelongterm.

Our reqgulators

see page 62.

We seek to enjoy a constructive and cooperative relationship
with the bodies that authorise and regulate our business
activities. This helps us maintain a reputation for high standards
of business conduct.
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Considering the long-term impact
of decisions

Within the retail sector, the operational
cycleis short due to a variety of consumer
patterns and seasonal factors. Despite this,
the Board remains mindful that its strategic
decisions can have both short and long-
termimplications for the business and its
stakeholders, and these implications are
carefully assessed.

The most prevalent example of thisisin the
Board's decisions with regards to capital
allocation. During the year, in approving the
Company's budget the Board balanced:

« the need for capital expenditure on new
and existing showrooms, warehouses,
and systems to support operational
performance; with

+ adesiretoremainresilient to risks,
attract, andretain long terminvestors by
growing the value of the Company and
returning surplus capital to shareholders.

Considering our colleagues

Our colleagues and the members of our

wider workforce are our most valuable asset.

The Board takes active steps to ensure that
the suggestions, views, and interests of our
workforce are captured and considered in
our decision-making and that the health and
wellbeing of our employees are prioritised.

This year as the pandemic spread, our first
actions were to focus on the health and
safety of our colleagues. We continued to
support our furloughed colleagues at atime
of growing financial uncertainty, fully
protecting salaries in April and maintaining
salaries at 80% of full pay until colleagues
returned to work, in excess of government
salary caps.

Colleague engagement

The Group benefits from havinga CEO and
CFO who have served with the Group as
employees for several years before joining
the Board. They both maintain a high degree
of personal oversight and engagementin
the Group's day to day operations. This
knowledge of the business and active style
of engagement means our Executive
Directors maintain an acute insightinto
the mood, culture, and views of our

people, which they thenreportonto the
wider Board.

There are anumber of effective workforce
engagement mechanismsin place across
the Group:

«  Workplace, our online platform for
colleagues, facilitates ongoing,
meaningful performance and
development conversations between
managers and teams. Workplace
provides a forum for positive and
constructive feedback by individuals,
peers, and managers.

» Employees are kept informed of
performance and strategy through
regular presentations, Town Hall
meetings and Workplace updates from
members of the Group Leadership Team.

» Employee engagement surveys are
undertaken annually, and the results are
reportedto the Board. In addition, we use
Workplace to conduct pulse surveys to
help us to quickly checkinand
understand how colleagues are feeling.
The most recent one looked at how
people felt coming back to work after the
pandemic shutdown.

»  The Chairman and other Non-Executive
Directors attend meetings with our
employees, through the Employee Voice
Forum with the Group People Director,
and where appropriate Executive
Directors and visit showrooms, factories,
and warehouses.

»  Ouruse of technology has enabled us
to accommodate most meetings and
communications remotely. This helps
support flexible working and enabled
employees working remotely during the
pandemic to stay in touch.

These meetings provide effective
engagement and open discussion on the key
businessissues, policies, and the working
environment in different parts of the Group,
with actions agreed onissues raised.

The Group People Director attends Board
and Remuneration Committee meetings
to brief on employee-related matters
including: engagement activities; the
results of employee opinion surveys; staff
retentionrates, diversity; numbers and
nature of whistleblowing reports; disciplinary
and grievance procedures; learning and
development activity; pay and reward
including gender pay gap; and people
initiatives.

The Board considers that, taken together,
these arrangements deliver an effective
means of ensuring the Board stays alert to
the views of our people. In addition, and to
strengthen the Board's understanding of
the issuesimpacting the workforce, the
Board has during the year appointed a
Designated Non-Executive Director to
ensure a deeper understanding by the Board
of the views of the workforce.

Inclusivity and diversity

Making inclusivity and diversity a central
consideration helps the business to attract,
retain and develop the best talent from
every walk of life.

During the year we:

+ Updated our Board Inclusivity and
Diversity Policy and our Group Equal
Opportunities Policy.

« Focusedon developing flexible working
with a particular focus on part-time roles
within our retail teams to make them
more attractive to those colleagues
working around family commitments.

+  Worked towards increasing the support
offered to working parents through
enhanced employee leave.

Considering the need to foster the
Company’s business relationships
with customers and suppliers
Customers

As alarge retail business, the sentiment of
customers can be seeninthe Company's
underlying sales performance figures and
Customer NPS scores, which the Board
reviews regularly. The Executive Directors
provide updates to the Board on their
perceptions of consumer sentiment and

the market view. The interests of customers
are considered in key decisions e.g. relating
to: showroom portfolio changes; selection
of product lines including our third-party
brands; selection and monitoring of
suppliers to ensure quality and safety
standards are met; freight and logistics
arrangements to maximise efficiencies from
order to delivery; the availability of customer
credit products; and the development of our
Online platform across each of our brands.
With the interests of customers in mind,
during the year the Board reviewed
proposals in respect of: showroom openings
; capital expenditure on showrooms and
warehouses; the restructuring of the Dwell
operating model and the customer delivery
contract with our partner Wincanton; and
reviewed our insurance offering to
customers. The Board took the decision

to sell the Sofa Workshop subsidiary in

order to focus resources on our DFS and
Sofology brands.

DFS Furniture plc
Annual Report & Accounts 2020

Strategicreport



62

Section 172 statement continued

Suppliers

Throughout the year the Board was briefed
on major contract renegotiations and the
strategy with regards to suppliers and with
certain landlords of the Group's premises.
The Board seeks to balance the benefits of
maintaining strong partnering relationships
with key suppliers alongside the need to
obtain value for money for our investors and
the desired quality and service levels for our
customers. During the lockdown period we
worked closely with all our suppliers and
valued their support and assistance in
agreeing payment plans that helped us to
manage our cashflow position until we

had stabilised the business and could
recommence deliveries into our customers'
homes. We have continued to work closely
with our suppliers as we developed new ways
of working across the Group.

Further details on ethical trading and our
focus on suppliers as part of maintaining a
reputation for high standards of business
conduct are noted below.

Considering the impact of the
Company’s operations on the
community and the environment

The Board supports the Group's approach
to Environmental, Social and Governance
matters with a view to reducing adverse
impacts on the environment and supporting
the communities in which we live and

work. Please see pages 48 to 59 of our
Sustainability and Responsibility Report for
details. The Board has oversight of the
Group's ESG Strategy and targets, with the
Senior Independent Non-Executive Director
acting as the Board sponsor in this area.

The Boardintends to give further
considerationin 2021 to the Group's phase 2
ESG targets.

Considering the need of the Company
to maintain a reputation for high
standards of business conduct
Corporate governance

Our reputationis key. It underpins our ability
to earnthe loyalty of our customers and to
grow our business. The Board recognises
the importance of operating arobust
corporate governance framework, and you
canread about how we comply with the UK
Corporate Governance Code and our
approach to governance in our Corporate
Governance Report on pages 66 to 75.
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Ethical trading and responsible sourcing
The Audit Committee exercises strong
oversight over the Group's activities in these
areas including reviewing the work of the
internal audit function, and reports to the
Board on such topics as appropriate.

During the year, the Board approved the
Group's Employee Code of Conduct with
which all our People, employees, consultants
and sub-contractors must comply and the
2019 Modern Slavery Transparency
Statement, published at https://www.
dfscorporate.co.uk/governance/policies.
Anew employee training module on
understanding Modern Slavery was rolled
out across the Group. All our Suppliers are
required to sign up to our Supplier Code of
Conduct and to confirm that they comply
with the Modern Slavery Act. A copy of our
Supplier Code of Conduct and our Modern
Slavery Statement can be found at www.
dfscorporate.co.uk/governance/policies.

Considering the need to act fairly as
between members of the Company
The Company has just one class of share in
issue and so all shareholders benefit from
the samerights, as set outin the Company's
Articles of Association and the Companies
Act 2006. The Board recognisesits legaland
regulatory duties, including under the EU
Market Abuse Regulation, and does not take
any decisions or actions, such as selectively
disclosing confidential or inside information,
that would provide any shareholder or group
of shareholders with any unfair advantage or
position compared to the shareholders as
awhole.

Investor engagement

During the year, the CEO and CFO regularly
held one-to-one meetings, calls, roadshows,
and conferences with institutional investors.
The Chairman and Senior Independent
Director also engaged with certain major
shareholders by way of meetings and calls.
There s also regular communication with
institutional investors by the Head of
Investor Relations and senior management.

During 2020, the Board have engaged with

investors on a range of topics, including:

» Governanceincluding Board
composition;

» Executive remuneration;

» the Group's Environmental, Social and
Governance Strategy;

«  Company performance againstits
strategy; and

» theimpactof Covid-19.

The Board receives regular information on

investor views in several ways:

+ The Company's largest shareholders are
invited to listenin to online full year and
interim results presentations, at which
Executive and Non-Executive Directors
are present.

« The Group's corporate brokers provide
feedback on market reaction and
investor views after full and half year
results announcements and investor
roadshows.

« Analyst/brokerreports and views:
independent investment research
analysts also have access to Executive
Directors as part of theirinvestment
advisory roles and are able to attend
results meetings, company visits and
Capital Markets Days. The analysts'
research publications provide timely
feedback on financial performance,
strategy, and share valuation.

* Reports fromthe Chairman and other
Non-Executive Directors who have direct
dialogue with shareholders. Shareholder
feedback reports and statements made
by representative associations. All
shareholders have an opportunity to
ask questions or represent their views
formally to the Board at the AGM, or with
directors after the meeting.

Investors'interests were considered as

part of the Board's decisions throughout
FY20including with regard to: obtaining an
additional credit facility to protect the
Group's cash position at the peak of the
Covid-19 pandemic; the issue of new equity
finance through a non-preemptive placing of
ordinary shares; and the cancellation of the
interim dividend, in order to preserve cash
within the Group in light of the pandemic.

The Board carefully considers the Group's
cash position and forecasts when making
decisions on capital allocation and the
Company's dividend policy.

Regulators

Our Group is regulated by the Financial
Conduct Authority inrespect of the
provision of credit broking. As a responsible
authorised company, we seek always to
cooperate and engage constructively with
the FCA and meet its standards.

The Audit Committee exercises
independent oversight over the regulated
Finance business that includes updates on
matters under discussion with the FCA.



We manage our tax affairs responsibly and
proactively to comply with tax legislation.
The Group's approachis to seek to build
solid and constructive working relationships
with all tax authorities.

During the year, the Board approved the
Group's 2019 Tax Strategy* to comply with
Schedule 19, paragraph 16(2) of the UK
Finance Act 2016 published at https://www.
dfscorporate.co.uk/governance/policies.
This policy includes a requirement that

the Company engages with HMRC
constructively, honestly andin a timely and
professional manner, and seeks to resolve
disputed matters through active and
transparent engagement. The Group CFO
provides regular updates to the Board on

tax matters.

1. Notpartofthesl72requirements subject to audit

The reporting of the Group's financial results
is subject to oversight by the Financial
Conduct Authority ("FCA"). In preparing its
annual report and accounts, the Group
maintains an awareness of published FCA
guidance to support the quality of its
reporting, and where specific enquiries are
raised seeks to engage with the regulatorin
a positive and constructive manner.

The Group CFO and the Company's
Treasury team are responsible for managing
the relationships with our bank syndicate,
and for the Group's cash/debt management
and financing activities.

The Group CFO provides regular reports to
the Board on these activities including the
Company's plans to ensure appropriate
access to debt capital, monitoring the
headroom and maturity schedules of our
primary credit facilities.

The Board approves the Company's
Treasury Policy annually.

The table below sets out where the other
information required to be disclosed under
sections 414CA and 414CB Companies Act
2006 can be foundin this Annual Report.

Reporting requirement

The Company’s employees

Relevant information

Our Colleagues —pages 52-55
Sustainability and Responsibility report

Policies and standards

« Diversity & Inclusivity Policy*

» Equal Opportunities Policy*

«  Whistleblowing Policy*

»  Group Health and Safety Policy
»  Group Employment Policies

Anti-corruption and anti-bribery
matters

Anti-Bribery —page 57 Sustainability and
Responsibility report

«  Group Code of Conduct*

« Anti- Bribery Policy*

»  Competition Law Policy

«  Supplier Code of Practice Standards*
+  Whistleblowing Policy*

Respect for humanrights

Modern Slavery —page 57
Whistleblowing — Audit Committee report
page 81

« Modern Slavery Policy*
» DataProtection Policy
+ Privacy Policy*

Social matters

« TaxStrategy*

Environmental matters

Sustainability and Responsibility —
pages 50-51

»  Environment Policy
« Timber Sourcing Policy*
» Leather policy

*  These policies can be found at https://www.dfscorporate.co.uk/governance/policies

This Strategic Report was approved by the Board on 24 September 2020.

On behalf of the Board

Chief Executive Officer

Chief Financial Officer
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Board of Directors
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Committee membership key
@ Audit Committee Member
@ Nomination Committee Member

® Remuneration Committee Member

. Denotes Chair
@ None

DFS Furniture plc
Annual Report & Accounts 2020



Non-Executive Chair

May 2017
lan has held senior executive and
non-executive positions in the retail,
property, hotels and transport
sectorsinthe UKandinternationally,
including twelve years basedin Hong
Kongwhen he was active inthe fast
growing markets of Asia. He brings
to the Board 40 years of experience
of managing consumer businesses,
with particular experience of
financial and people management,
strategy development and planning,
reorganisation, M&A, investor
relations, and board management
and listed company governance.

During his executive career he had
leadershiproles as a Finance
Director with Liberty International,
SeaContainers and Thistle Hotels,
Dairy Farm International, Hong
Kong Land and Hanson.

As anon-executive director he has
served onthe boards of UK listed
companies including Westbury,
Home Retail Group and Greene
King. He was chairman of Capital
and Counties Properties until 2018.

BA (Hons) in
Development Studies, Economic
and Social History from Kent
University, Fellow of the Institute of
Chartered Accountants in England
and Wales and Fellow of the
Association of Corporate Treasurers.

Chair of Greggs plc

Trustee and Chair of Finance
and Investment Committee of
RPLC (until 30 June 2020)

Independent Non-Executive
Director

December
2018

Jo Boydellhas been
the Chief Financial Officer of
Travelodge since March 2013,
and has broad based finance
experience in hospitality, leisure
and retail. Jo has held senior
finance roles across a number of
consumer-facing companies
including Mothercare, Jessops,
Ladbrokes plc, Hilton Group plc
and EMI Group.

Honours Degree
in Physics from Oxford University.

Associate of the Institute of
Chartered Accountants in England
and Wales and ICAEW Business
and Finance Professional.

Chief Financial Officer of
Travelodge Hotels Limited

Chief Executive Officer
July 2011

Prior to his
appointment as Group CEO, Tim
held a number of key leadership
roles across the business. He
joined as Director of Online and
Business Development andled the
multi-channel transformation of
DFS, together with the growth and
acquisition strategy.

He then took on the role of Chief
Operating Officer assuming
responsibility for stores, supply
chain and customer service in
addition to the Online operations
and International development.

Timhasledthe Group as CEO since
November 2018, through the
acquisition and development of
Sofology and continued development
of the Group as the clear market
leaderinthe UK and Ireland.

Tim has a wealth of leadership and
retail experience, including 12
years at Alliance Bootsinroles
such as Multi-Channel Director for
Boots.Com and Director for Online
and Business Development.

BA (Hons) in
Accounting and Finance from
Nottingham Trent University and
member of the Institute of
Chartered Accountantsin England
and Wales.

None

Independent Non-Executive
Director

December
2018

Steve has over
25 years' experience in the retail
sector, inboth public and private
equity businesses. He served as
CEO at Focus Wickes DIY Group
and Woolworths, as well as chairing
several other businesses. Prior to
this Steve spent eight years at
Asda having started his career
with Bain & Co.

Qualifications BA
(Engineering), MEng from
Cambridge University.

Chair of Matalan
Senior Independent Director
of Lenta Limited

1. Appointed as Designated Non-Executive Director 8 July 2020.

Chief Financial Officer
March 2014

Prior to his
appointment as CFO, Mike served
as DFS's Chief Development
Officer with responsibility for
property, strategic development
andinvestor relations activities. He
led the acquisition of Sofology in
2017 and more recently has also
served as Chair of Sofa Workshop
and Dwell.

Prior tojoining DFS Mike previously
spent 13 years working for a
number of leading investment
banks including UBS and Citi,
where he gained experience
advising a wide range of customer-
facing companies.

MA (Hons) in
Economics and Management from
Cambridge University.

None

Independent Non-Executive
Director*

January 2020

Jane has astrong
marketing and commercial
background in customer facing
FTSE 50 companies. Most recently,
Jane served as Chief Marketing
Officer for Scottish and Southern
Energy (SSE) plc and prior to that in
global senior leadership positions
with InterContinental Hotels Group,
British Airways and Centrica.

Elected by the Retail Energy
Industry, Jane also served for two
years as Non-Executive Director of
Smart Energy GB.

BAHons Modern
Languages (French, German,
Spanish), from Sheffield University.

Non-Executive Director El
Group

Senior Independent
Non-Executive Director

May 2018

Alisonhas a
backgroundinboth IT and retail
financial services and was
previously Group CEO of
Kensington Group PLC.

She has also held senior
management positions, including
Marketing Director, at Barclaycard
having started her career atIBM
where she became Global Director
of Online Financial Services.

Alison has worked with the retail
industry over the last 12 years to
establish the fastest growing fintech
charity the Pennies Foundation.

In 2016, Alison received a CBE for
her services to the Economy and
Charity.

BSc (Hons)in
Technology and Business Studies
from Strathclyde University.

Chief Executive of The Pennies
Foundation charity
Independent Non-Executive
Director of Liverpool Victoria
Friendly Society Ltd
Independent Non-Executive
Director of Yorkshire Building
Society
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Corporate governance report

Chair of the Board
24 September 2020

The main governance issues addressed by the Board,
and its Committees, during the year included:

» assessing the operating and financial
performance and strategy of the
Group, in the context of the trading
environment and market expectations

« overseeing the extension to the Group's
financing and the share issuance

+ developing our corporate purpose, building
onthe Group's values

« the appointment of a new Non-Executive
Director, Jane Bednall

« the appointments of Alison Hutchinson as
the Senior Independent Non-Executive
Director and Steve Johnson as Chair of the
Remuneration Committee

+ enhancing our employee engagement
arrangements, with the nomination
of Jane Bednall as the Designated
Non-Executive Director
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This year our governance has
evolved, proportionate to the
needs of the business and
responsive to the fast changing
circumstances of the pandemic
which have proved immensely
challenging".

Dear Shareholder

The Board recognises the importance of the role that good
governance plays in the long-term success of the Group andin
promoting stakeholder trust. The effective application of
governance is essential to support resilience and innovation and to
enable our people to flourish and deliver success through good
times and bad.

Thisis our first Annual Report since the introduction of new
disclosure requirements following the publicationin 2018 of the
revised UK Corporate Governance Code, and in this report you can
read about how we have applied the updated principles. There are
also new disclosures this year with regard to stakeholder
engagement. Details of this and our full response to s.172 of the
Companies Act 2006 can be found on pages 60 to 63.

Against the background of the global pandemic the Group faces an
unprecedented challenge. The pandemic has had a drasticimpact on
the lives of our colleagues and our customers, and created an uncertain
economic outlook for the UK and ongoing concerns about future UK
trading arrangements with the EU. lam grateful for the response of our
colleagues many of whom were furloughed for several weeks but have
remained positive and supportive of our business.

| would also like to thank those colleagues who worked throughout
the lockdown to maintain our online offering for customers, and who
acted with pace and agility to ensure we re-opened our showrooms,
restarted manufacturing and delivered to customers as quickly and
safely as possible once the lockdown was relaxed. Their approach
gives the Board confidence that we will emerge a stronger and more
focussed business better able to face the challenges and
opportunities ahead.

Through the pandemic lockdown when most of the Group's activities
closed down, the Board met frequently by phone and online video to
oversee the steps being taken to protect the Group's liquidity. These
steps included cancelling the dividend, obtaining additional banking
facilities and issuing new shares. The Board also debated plans to
refocus the Group on toits core brands after the business was able to
reopen and thus kept one eye on strategy whilst making the tactical
decisions required to address the unprecedented short term
disruption to the economy and our business.

The Board fosters a culture of openness, challenge and engagement
with the Group Leadership Team and the wider senior management
team. Board meeting agendas include regular "deep dives" into key
operational areas. We also continue to fulfil our other core duties to
oversee culture, governance, financial controls, risk and change
management. This is supplemented by informal occasions for Board
members to meet and discuss the plans and broader strategic
issues with members of the wider management team.



Environmental, social and governance (ESG) considerations are anincreasing focus for stakeholders, and the Group recognises the impact
of its operations on the environment and the communities in which it operates. This year's annual report contains more detail on our ESG
initiatives which we believe are both socially responsible and value creating.

During the year we have complied with all the principles and provisions of the UK Corporate Governance Code 2018 (“the Code") other than
Provision 38 in respect of Executive Director pensions, as discussed further on page 71. This report details the Board's activities during the
year, including how it has discharged its governance duties and applied the principles of good corporate governance.

We will be holding our Annual General Meeting in Doncaster at 2.30pm on the 13 November 2020: we will be holding the meeting virtually in
order to comply with prevailing health and social distancing requirements.

Chair of the Board

24 September 2020
DFS Furniture plc Board
Independent Non-Executive Chair
4 Independent Non-Executive Directors
2 Executive Directors
Audit Committee Remuneration Committee Nomination Committee

4 Independent
Non-Executive Directors

The Audit Committee's role is to assist
the Board with the discharge of its
responsibilities in relation to financial
reporting, internal controls, risk
management, compliance and audit.

4 Independent
Non-Executive Directors

The Remuneration Committee
recommends the Group's policy on
executive remuneration and determines
the levels of remuneration for Executive
Directors, the Chair of the Board and

Independent
Non-Executive Chair
4 Independent
Non-Executive Directors

The Nomination Committee assists the
Boardin reviewing the structure, size and
composition of the Board and succession

planning for senior management.

senior management.

This sectionlooks at the roles and responsibilities of our Board.

The Board currently consists of four Independent Non-Executive Directors, an Independent Non-Executive Chair and two Executive
Directors. Biographies of allmembers of the Board appear on page 65.

The Boardis collectively responsible for the long-term success of the Company and for leading and controlling the Group and has overall
authority for the management and conduct of the Group's business, strategy and development.

The Boardis also responsible for ensuring the maintenance of a sound system of internal control and risk management (including financial,
operational and compliance controls and for reviewing the overall effectiveness of systems in place) and for the approval of any changes to
the capital, corporate and/or management structure of the Group.

The CEO and CFO are members of the Board and are a bridge to the Group Leadership Team. The Board delegates to the Group Leadership
Team the day-to-day operation of the business within defined parameters and Board meetings are scheduled to coincide with key eventsin
the corporate and trading calendar.

The Board has adopted a formal schedule of matters reserved for its approval. This is reviewed annually to ensure it complies with the
requirements of the Code and the current needs of the business. The Chair and the Non-Executive Directors meet several times each
year without the Executives present, and additionally the Non-Executive Directors hold regular meetings with the CEO. The Board has
implemented a Group Policy framework which is considered by the Board on annually. Individual policies and associated practices are
considered by the Board throughout the year.
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Corporate governance report continued

Whilst the Board does not manage the day to day operations of the
Group, key decisions and matters which are reserved for approval of
the Board are fully documented and regularly reviewed. These
include the setting of, and changes to, the Group budget and
strategic four-year plan, major acquisitions and disposals, the
determination of interim dividends and the recommendation of final
dividends, approval of the financial results, trading statements,
annual report and accounts and an annual review of the
effectiveness of risk management and internal control systems.

Allthe Directors have the right to have their concerns over or
opposition to, any Board decision noted in the minutes. During the
year, no such opposition or concerns were noted. The Board has
adopted guidelines by which Directors may take independent
professional advice at the Company's expense in the performance
of their duties.

Subject to those matters reserved for its decision, the Board has
delegated toits Audit, Nomination and Remuneration Committees
certain authorities. There are written terms of reference for each of
these Committees which are available on the Group's corporate
website, www.dfscorporate.co.uk. Separate reports for each
Committee are included in this Annual Report from pages 76 to 105.

As the Chair, lan Durant is responsible for leading the Board and
ensuring its effectivenessin all aspects of its role. The CEO,

Tim Stacey, is responsible for managing the operation of the Group
to create value over the long-term. The roles are distinct and
separate and clear divisions of accountability and responsibility have
been agreed and documented by the Board.

+ leading the Board and ensuringits effectiveness in all aspects of
itsrole;

+ promoting high standards of ethics and corporate governance;

+ ensuring the submission to the Board by the Chief Executive
Officer of objectives, policies and strategies for the Group,
including the Group business plan and annual budget;

+ maintaining the Board's review of the Group's general progress
and long-term development and ensuring that effective strategic
planning for the Group is undertaken;

- facilitating effective contributions of Non-Executive Directors to
the leadership of the Group;

+ ensuring effective communication between the Board and the
Company's shareholders; and

« actingontheresults of the Board's annual review of its and its
Committees' and individual Directors' performances.
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» leadingthe management and performance of the Group;

» planningthe Group's strategies effectively;

+ ensuring the effective implementation of the Board's decisions;

+ maintaining an effective framework of internal controls and risk
management;

» leading, motivating and monitoring performance of the Group's
executive management team, focusing on succession planning
and making appropriate recommendations as to the team'’s
remuneration to the Remuneration Committee; and

+ managing the Group's relations with shareholders, customers,
suppliers, regulators, other public organisations, other
companies and the media.

The Senior Independent Director is an Independent Non-Executive

Director who'is responsible for:

+ acting as a sounding board for the Chair; and

»  meeting with the Company's shareholders to consider matters
where it may be inappropriate to have those discussions with the
Chair and Executive Directors.

The Company Secretary is responsible for:

» advising the Board and its Committees on corporate governance
and compliance within the Group and appropriate procedures for
the management of Board and Committee meetings;

* managing the provision of timely, accurate and considered
information to the Board; and

« recommending corporate governance policies and practices to
the Chairman and CEO.



The Boardreviews independence as part of its annual Board Review and monitors independence throughout the year.

The Board has determined that the Non-Executive Directors are independent and have a complementary set of skills and experience as
shown in the table below. Further information on the diversity of the Board can be found within the Directors' biographies on pages 65.
Principal skills Customer services/

and experience Retail marketing People Operations International Regulatory Finance
lan Durant

Chair

Tim Stacey
Chief Executive Officer

Mike Schmidt
Chief Financial Officer

Alison Hutchinson
Senior Independent
Non-Executive Director

Jo Boydell
Independent
Non-Executive Director

Steve Johnson
Independent
Non-Executive Director

Jane Bednall
Independent
Non-Executive Director

Luke Mayhew
Senior Independent
Non-Executive Director

Non-Executive Directors' appointments are for aninitial period of three years and are subject to annual re-election by shareholders at the
Company's AGM, taking into account the requirements of the Listing Rules and continued satisfactory performance.

Neither the Chairman nor any Non-Executive Director have beenin their position for more than nine years, in accordance with the
recommendations made in the Code.

The following section provides an overview of the content and structure of the Board's meetings and illustrates that the Group's key
stakeholders are central to Board discussions. Meeting agendas are agreed in advance by the Chairman, CEO and Company Secretary and
are tailored to strike an appropriate balance between regular standing items, such as reports on current trading, financial performance,
regulatory and health and safety, with one or two detailed "deep dives".

These enable the Board to gain a deeper understanding of the strategic direction of the business, exchange views and robustly debate
elements of the Company's performance, specific projects or areas of strategic significance. Board packs are distributed in the week prior to
each meeting to provide sufficient time for Directors to review their papers in advance. If Directors are unable to attend a Board meeting for
any reason, they are consulted prior to the meeting and their views are made known to the other Directors.

At each Board meeting, the Board receives and discusses reports from each of the Executive Directors. In addition, and as part of the
process of maintaining an awareness of the Company's activities and assessing the ability of the management team, members of the
Group Leadership Team are invited to attend Board meetings to present papers to the Board. This process also affords senior managers
the opportunity to bring matters to the attention of the Board.

The Board held eight scheduled meetings during the year, with one of these meetings being a strategy day with members of the
Group Leadership Team.

Twelve ad hoc meetings were heldin response to the Covid-19 pandemic as and when necessary, bringing the total number of Board
meetings to twenty.
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Corporate governance report continued

Board attendance and overview of responsibilities

Name Meetings attended Maximum meetings*** Independent Responsibility and role during 2019/20 Date of appointment
CHAIRMAN
lan Durant 8 8 = Leading the Board and ensuringits 2 May 2017
Non-Executive Chair effectivenessinrelation to board

governance, performance, and shareholder

engagement.

EXECUTIVE DIRECTORS — At each Board meeting, the Board receives and discusses reports from each of the Executive Directors.

Tim Stacey 8 8 = Leading and managing Group performance 1 November
Chief Executive and strategy to ensure the long-term 2018

Officer profitable operation of the Group.

Mike Schmidt 8 8 = Leading, managing and maximising Group 11 July 2019
Chief Financial financial performance, investor relations,

Officer legal and property functions.

NON-EXECUTIVE DIRECTORS

Alison Hutchinson 8 8 @ Overseeing the implementation of the 1 May 2018
strategy and development of the Group

Luke Mayhew* 2 2 @ whilst maintaining a system of internal 3 February
control and risk management. 2015

Steve Johnson 8 8 @ Board Committee members also have 6 December

v NG : 2018

further specific responsibilities in relation

Jo Boydell 8 8 @ to reviewing the integrity of financial 6 December
information, dealing with succession planning 2018

Jane Bednall** 5 5 @ and Board diversity, and setting remuneration. 1lanlary 2020

STANDING ATTENDEES

Liz McDonald Advising the Board on all corporate

General Counsel and governance and legalissues.

Company Secretary

ATTENDED BY INVITATION — members of the Group Leadership Team may be invited to attend Board meetings to present papers
and discuss matters of importance

Nick Smith 5 The Group Leadership Team sits below
Board level. They promote and facilitate the
implementation of the strategy and Group

A 6 values and oversee the day-to-day
operations of each of the Group companies.

Sally Hopson 3 Their attendance at Board meetings is part of
the process of maintaining an awareness of
the Company's activities and assessing the

Alex Sald 1

ex salden ability of the management team. This

process also affords senior managers the

Russ Harte 3 opportunity to bring matters to the attention
of the Board.

Peter Jenkins 1

Gill Stewart 1

Jo Shawcroft 1

*  Luke Mayhew retired from the Board on 14 November 2019, so was eligible to attend 2 scheduled Board meetings.
** Jane Bednall was appointed on 1 January 2020, so was eligible to attend 5 scheduled Board meetings.
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Usually the Board splits its meetings between its Group Support Centre in Doncaster and London, as well as using a number of operational
locations away from these sites in order to help to promote colleague engagement and to provide the Board with greater insight and direct
feedback. During the year the meetings which took place between March and June were held via video conference due to the Covid-19
pandemic. Prior to the pandemic and subsequent lockdown, our colleagues had a number of opportunities to interact with Board members
at different events, such as the DFS Conference and Employee Voice Forums.

Additionally, all of the Non-Executive Directors have visited a number of the Group's retail, warehousing and manufacturing sites throughout
the UK so that they are well-versed in the operations of the business and had a chance to meet with the front-line team members as well as
centrally based executives. These visits provide the Non-Executive Directors with the in-depth knowledge necessary to facilitate strong
debate and supportive challenge.

The Board has a full programme of Board meetings planned for the year ahead and intends to meet eight times, with additional telephone or
online meetings to review important trading periods or strategic issues, as appropriate.

All Directors are invited and did attend Audit Committee meetings, and the Chair of the Board is invited to and did attend Remuneration
Committee meetings. The Chief Executive Officeris invited to attend both the Remuneration and Nomination Committee meetings,
and the Chief Financial Officeris invited to attend the Remuneration Committee meetings.

Although specificinformation on the role and key activities of each Committee can be found in their separate Committee reports,
a summary of Committee members attendance of meetingsis as follows:

Name Date of appointment Audit C ittee R -ation C ittee Nomination C ittee
lan Durant 2 May 2017 - - 1/1
Alison Hutchinson 1 May 2018 3/3 4/4 1/1
Steve Johnson 6 December 2018 3/3 4/4 1/1
Jo Boydell 6 December 2018 3/3 4/4 1/1
Jane Bednall* 1 January 2020 1/1 2/2 -
Luke Mayhew** 3 February 2015 1/1 1/2 -

*  Jane Bednallwas appointed 1 January 2020, so was eligible for 1 Audit Committee meeting and 2 Remuneration Committee meetings.
**  Luke Mayhew retired 14 November 2019, so was eligible for 1 Audit Committee meeting and 2 Remuneration Committee meetings.

Compliance with the UK Corporate Governance Code 2018:

The Board is wholly committed to upholding high standards of corporate governance and follows a rigorous structure for the supervision,
control, and management of the Group.

The UK Corporate Governance Code 2018 ("the Code") was published by the Financial Reporting Council in July 2018 and applies to this
Annual Report. A copy of the Code can be found at www.frc.co.uk.

This Corporate Governance Report, which incorporates reports from the Audit and Nomination Committees on pages 76 to 83 together
with the Strategic Report on pages 1 to 63, the Directors' Remuneration Report on pages 84 to 105 and the Directors' Report on pages 106
to 109, describes and explains how the Company has applied the relevant provisions and principles of the Code, and the Financial Conduct
Authority's Listing Rules and Disclosure and Transparency Rules throughout the year.

The current Code applies to accounting periods beginning on or after 1 January 2019. We are pleased to report that, in the first year in which
we applied the new Code, the Company was compliant with all Provisions except for Provision 38. Provision 38 provides that Executive
Director pension contribution rates (or payments in lieu) should be in line with those available to the workforce. Our incumbent Executive
Directors’ pension contribution rates, while in line with Remuneration Policy for existing Executive Directors, do not yet match the wider
workforce. We will review how to address this Provision during the coming year as any reduction of fixed, contractual remuneration must be
done so carefully and proportionally over time. We have reported in summary below how we have complied with the Provisions. Further
details regarding the Executive Directors’ pension contributions are set out on page 93 in the Directors' Remuneration Report.
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Corporate governance report continued

The duties to avoid potential conflicts and to disclose such situations for authorisation by the Board are the personal responsibility of each
Director. All Directors are required to ensure that they keep these duties under review and to inform the Group Company Secretary onan
ongoing basis of any change in their respective positions.

The Company's conflict of interest procedures are reflected inits Articles of Association ("Articles”). Inline with the Companies Act 2006,
the Articles allow the Directors to authorise conflicts and potential conflicts of interest, where appropriate. The decision to authorise a
conflict can only be made by non-conflicted Directors. The Board considers conflicts or potential conflicts at each Board meeting. The
Company maintains arelated party register to record any conflicts which is updated annually.

The Articles require the Company to indemnify its officers, including officers of wholly owned subsidiaries, against liabilities arising from the
conduct of the Group's business, to the extent permitted by law. For a number of years, the Group has purchased Directors' and Officers'
liability insurance, and this is anticipated to continue.

In line with the Code and the supporting Guidance on Board Effectiveness, the Board carried out its fourth evaluation of its own effectiveness,
and that of its various Committees, during the year. The Company appoints an external organisation to carry out the Board evaluation every
third year as required under the Code. The evaluation this year was carried out by the Group Company Secretary; the evaluationin 2021 will be
an externally facilitated review. The diversity and independence of the Board is also considered as part of this evaluation.

The process involved each Director, the Company Secretary and each Group Leadership Team member completing a formal questionnaire
on the performance of the Board and each of the Board committees and attending a one to one session with the Senior Independent
Director (SID). The questionnaire considered the balance of skills, diversity, independence and knowledge of the Company on the Board,
how the Board works together, and other factors relevant toits effectiveness.

Board members have the opportunity to provide further written feedback on an anonymous basis in order to encourage them to provide

honest feedback on Board dynamics and the performance of the Board and the Committees. The results of the evaluation identify areas for
development which are then used as focus points for agreeing an action plan moving forward.

Stages of the Board evaluation

Stage 1 Stage 2 Stage 3
One to one session Results collated, Board discussion and
with the SID reported and evaluated action planfor FY21 agreed

Formal online questionnaire
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The consensus was that the Board, and its Committees, had performed effectively and had addressed those areas previously identified as
requiring further attention. Insights arising from this year's review are highlighted in the table below in respect of the Board, the Committees,
and the Chairman.

Board Committees Chair

The review found that Board dynamics Overall, each of the Board Committees were Results show the Board is well led and the

remain strong, with members of the Board considered to operate well. It was concluded environmentis managed effectively by the

and management team working well together. thatinterms of planning during the Chair so that Board members can contribute
upcoming months additional time wouldbe  freely and play an active role in Board

Board members confirmed that they were required for the Audit Committee to meetings.

confident that over the previous year agreat considerriskin greater depthin light of
emphasis had been placed on understanding Covid-19.

key business risks and this had led to more

informed debate.

» Continued exploration and application of values, culture, and strategy in alignment with the Company Purpose.

» Close monitoring of the risks arising from the ongoing impact of Covid-19 on the Group and the wider economy and of the impact of
Brexit, and the mitigation of those risks.

+ Further consideration and discussion surrounding all the principal current and emerging risks.

» Overseeing the structural changes and the continued progression and development of each of the Group brands.

» Monitoring the development of the Group's ESG strategy against the phase 1 ESG targets.

The Board can appoint any person to be a Director, either to filla vacancy or as an addition to the existing Board. Any Director so appointed
by the Board shall hold office only until the next following AGM and shall then be eligible for election by shareholders. In accordance with the
Articles, Jane Bednall will be offering herself for election at the forthcoming AGM, along with all the other Directors for re-election. All of the
Directors stand for annual re-election in compliance with the Code.

The AGMis to be held at DFS Furniture plc's Head Office, 1 Rockingham Way, Redhouse Interchange, Adwick-le-Street, Doncaster,
DN6 7NA, at 2.30pm on 13 November 2020, full details of which are set out in the notice of meeting accompanying this Annual Report.

As noted above, following the formalinternal evaluation process of the effectiveness of the Board, the Board is satisfied that each Director
remains competent to discharge their responsibilities as a member of the Board and considers that each Director's contribution is, and
continues to be, important to the long term sustainable success of the Company and the specific reasons for such are set outin the
directors' biographies on page 65.

At least half of the Board was made up of Independent Non-Executive Directors (not including the Chairman) throughout the reporting
period. The Non-Executive Directors whom the Board considered to be independent are shown as such on page 70. The Board confirms
that all the Non-Executive Directors (excluding the Chairman) were independent during the reporting period and that the Chairman was
independent on appointment. The Remuneration Committee membership is made up of only independent Non-Executive Directors.
Details of how the Remuneration Committee exercised its discretion during the year may be found on page 86 of the Remuneration
Committee Report.

In compliance with the Code, the Group has established its Corporate Purpose, whichis set out on page 1, along with details of the
Company's Values, strategy, and culture. An explanation of our Corporate Purpose, values and strategy are set out in the Strategic Report
which starts on page 1. The Board regularly discusses the importance of the Company culture and is mindful that it remains aligned with its
purpose, values and strategy. Integrity and sympathy to the DFS group culture and its 50 year history are paramount when the Board recruits
new members to the Board.
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Corporate governance report continued

The diversity of the Board is considered on page 83 of this annual
report. The Board specifically reflects on the issue of diversity in its
succession planning and Board development and considers that the
Directors have a broad range of relevant experience in order for
them to continue to fulfil their roles effectively and in accordance
with the Code. For example, the Audit Committee Chair held a
number of senior finance roles not only prior to but concurrent

with joining the Company and therefore has the required financial
experience to enable her to be Committee Chair. The Remuneration
Committee Chair had served on our Remuneration Committee
since December 2018, prior to his appointment as Chair.

Following appointment, new Directors undergo a detailed, tailored
induction programme. In the case of Non-Executive Directors, this
includes meeting with the Group Leadership Team and key
members of the wider senior management team. New Directors
also visit operational locations, including showrooms, factories,
support offices, Customer Distribution Centre and delivery and
service functions, as well as meeting with the Group's professional
advisorsincluding brokers, lawyers, and auditors. As such, new
Directors spend considerably more than the minimum commitment.

In addition, each Director receives key information and policies that
are relevant to their position. For new Executive Directors, and
Non-Executive Directors for whom the appointment is their first to
a UK-listed company, the inductionincludes details of the legal
duties and obligations of being a Director of the Company.

Where any individual development needs have been identified,
which may arise as a result of part of the annual Board evaluation
process, then training will be provided as appropriate.

The Executive Directors may accept appointments outside of the
Group provided that such appointments do not prejudice their ability
to perform their duties as Executive Directors of the Company.

Tim Stacey and Mike Schmidt do not currently hold any external
appointments.

The Non-Executive Directors' appointment letters anticipate a
minimum time commitment of two days per month, recognising
that there is always the possibility of an additional time commitment
and ad hoc matters arising from time to time, particularly when the
Company is undergoing a period of increased activity. The average
time commitment inevitably increases where a Non-Executive
Director assumes additional responsibilities such as being appointed
to a Board Committee. The Board considers that each of the
Non-Executive Directors' continue to have sufficient time to meet
their responsibilities, in accordance with the Code. Due to the
impact of the pandemic on the Group all the Directors spent
considerably more time during the year than the minimum
commitment required.

As part of the assessment of the time commitment required under
the terms of reference for the Board should a Director wish to take
on an additional external appointment, they are required to obtain
the approval of the Board to ensure the Director has sufficient time
to fulfil their duties.
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The Board actively seeks and encourages engagement with major
institutional shareholders and other stakeholders. The CEO and
CFO regularly meet with analysts and institutional shareholders to
keep them informed of significant developments and to develop an
understanding of their views which are discussed with the Board.

In addition, all Directors receive reports and briefings during the year
about the Company's investor relations programme and receive
feedback obtained by the Company's brokers after meetings, in
order to maintain an understanding of market perceptions. External
analysts'reports on the Group are also circulated to the Directors.

In addition to the extensive engagement carried out by the CEO

and CFO, the Chairman, and Chairs of the Remuneration and

Audit Committees met or spoke to a number of shareholders during
the year.

The Chairman makes himself available to shareholders so that any
major issues and concerns are communicated to the Board through
the Chairman. All major shareholders are given the opportunity to
meet with the Senior Independent Non-Executive Director and she
welcomes the opportunity to meet with major shareholders when
requested to do so. No requests were received during the year for
the Senior Independent Non-Executive Director to meet with
shareholders.

In particular, the Company communicates with both the institutional
and private shareholders through the following means:

» presentations of full year and interim results to analysts and
shareholders, which are also available on the Company's
corporate website.

« market announcements, through which we ensured that all
investors were informed of the impact the virus was having on
our business.

» the Annual Report, which sets out details of the Company's
strategy, business model and performance over the past
financial year and plans for future growth.

« the Annual General Meeting, where all shareholders have the
opportunity to vote on the resolutions proposed and to put
questions to the Board and executive team.

« the Company's corporate website (www.dfscorporate.co.uk),
where investor information and news is regularly updated.

the CEO and CFO hold physical and online meetings with
institutional investors following the full year and interim results.
» the Chairman meets with institutional shareholders where
appropriate.

+ dial-infacility to live presentations of the full year and interim
results.

» dedicated email point of contact to answer shareholder
guestions and queries.

Investor relations activity, analysis of the share register, comments
by analysts, views of major shareholders and advice from the
Company's brokers are all ongoing items of review by the Board in
order to maintain a clear understanding of market perceptions.



In particular, the potential effects of MiFID Il on market awareness of
our investment proposition are closely monitored by the CFO so
that any adverse trends can be identified and reported to the Board
in a timely manner. Although no material effect has been
experienced to date, thisissue remains under review to enable the
approach to investor relations to be tailored as appropriate.

The Group considers our customers, colleagues, suppliers,
regulators, and the communities in which we operate, as our
principal stakeholders in addition to our shareholders. We also
believe that our wider obligations to the environment make it a
principle stakeholder in our business. Our section 172 statement on
pages 60 to 63 and our Sustainability and Responsibility report on
pages 48 to 59 sets out more detail on how we manage our
relationships with all our stakeholders.

The Non-Executive Directors are available to discuss any matter
stakeholders might wish to raise. The Chairman and Non-Executive
Directors are also available to attend investor relations meetings or
torequest meetings with investors or analysts independently of the
Executive Directors, if required.

Our external auditoris Frances Simpson at KPMG LLP. The Audit
Committee oversees the Group's relationship with its external
auditor including assessing the independence and effectiveness of
the audit firm. Further details are set out in the Audit Committee
report on pages 76 to 81.

Further details relating to the internal audit function are contained
within the Audit Committee report on pages 80to 81.

Our non-audit services policy can be found on our website and is
summarised on page 79 of this annual report.

The remuneration policies are designed to support strategy and
promote the long-term success of the Company. Details of the
procedures used to determine remuneration, including separate
performance-related elements, in relation to the Board and wider
workforce are contained in the Remuneration Committee report on
pages 98 to 99.

The disclosures required under DTR 7.2 of the Disclosure and
Transparency Rules are contained in this report, and the Audit
committee and Nomination committee Reports, except for
information required under DTR 7.2.6 which is contained in the
Directors'Report on pages 106 to 109.

Signed on behalf of the Board of Directors.

Group Company Secretary
24 September 2020
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Audit Committeereport

Chair of the Audit Committee
24 September 2020

The primary responsibilities of the Committee remain
the oversight of the Group's external financial reporting,
internal controls and risk management, and the
effectiveness of both the internal audit function and the
external audit.

- review andresponse to riskimpacts from
Covid-19

+ development of new Group internal audit
methodology and risk management tool

« decision taken to defer planned external
audit tender process

« oversight ofimplementation of new lease
accounting standard IFRS 16
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The primary responsibilities of the
Committee remain the oversight
of the Group's external financial
reporting, internal controls and risk
management, and the
effectiveness of both the internal
audit function and the external
audit.”

Onbehalf of the Board, | am pleased to present this year's Audit
Committee report following my first full year as Chair. During FY20,
Luke Mayhew stepped down from the Committee following his
retirement from the Board and we were pleased to welcome Jane
Bednall as a new member from January 2020.

The Covid-19 pandemic has had a significant and wide-ranging
impact on the risk profile of the Group, as discussed in more detail in
the Risks and Uncertainties section on pages 32 to 33, and has by
extension also had a significant impact on those activities for which
the Committee is responsible.

Internal audit activity was temporarily suspended during the final
quarter of FY20 as a consequence of the pandemic, however the
progress in the period before this was very pleasing. Building on the
restructure of the functionlast year, FY20 has seen development of
a Group-wide consistent internal audit methodology, bespoke risk
management tool and a significant investment in training and
development for the internal audit and risk teams.

In addition, the planned external audit tender process has now been
deferred until FY21, although this will still be conducted earlier than
required by the relevant regulations.

The direct and wider economic impacts of the pandemic have been
a key consideration for the assessment and reporting on going
concern and viability. The Committee has continued to take an
active role inreviewing and challenging the assumptions applied in
making these assessments in the context of the Group's external
financial reporting. The Committee has also received regular
updates onthe Group's implementation of IFRS 16 Leases which
has been adopted for the first time in the current financial year and
which represents a significant change to the measurement and
presentation of financial results.

The effectiveness of the Committee was considered as part of
the annual Board evaluation and | am pleased to report that no
significant areas of concern were identified and the Committee
was viewed as operating effectively.

['thank my fellow Committee members for their valuable
contribution and support during a year that has seen some
unprecedented challenges for the Group, and | welcome any
comments or questions from shareholders.



The Audit Committee continues to be chaired by Jo Boydell, who

was appointed to the role in April 2019. Other current Committee
members are Alison Hutchinson, Steve Johnson and Jane Bednall
(appointedin January 2020). Luke Mayhew ceased to be a Committee
member on his retirement from the Board in November 2019.

The UK Corporate Governance Code (“the Code") recommends that
allmembers of the Audit Committee are Non Executive Directors,
independentin character and judgement and free from any
relationship or circumstance which may, could or would be likely to, or
appear to, affect their judgement and that one such member has
recent and relevant financial experience. The Board considers that,
by virtue of her current executive role, details of which are set out on
page 65, Jo Boydell has recent and relevant financial experience and
the Company complies with the requirements of the Code in this
respect. All Committee members are Independent Non-Executive
Directors and have extensive relevant commercial and operational
experience inlarge retail/customer-facing organisations which both
benefit the Committee and collectively illustrate its competence
relevant to the sector in which the Group operates.

Biographies of the Independent Non-Executive Directors are
included on page 65 and a summary of their principal skills and
experience is shown on page 69.

The Chief Executive Officer, Chief Financial Officer and Chair of the
Board attend meetings of the Audit Committee by invitation, as do
KPMG LLP's Audit Partner and members of the Executive Board and
senior management as appropriate. The Director of Risk and Internal
Audit provides an update at each meeting. The Company Secretary
also attends by invitation in order to maintain a record of the meetings.

The Audit Committee assists the Board in discharging its
responsibilities with regard to the oversight of:

Financial reporting:

+ Monitoring the integrity of the financial statements of the Group,
includingits annual and half yearly reports, and considering the
clarity and completeness of disclosures therein;

+ Reviewing and challenging any changes to accounting policies,
accounting for significant or unusual transactions and the
application of appropriate judgements and estimates;

+ Advising the Board on whether the Group's financial statements
are fair, balanced and understandable; and

+ Assessing the assumptions and sensitivities underlying the
Group's Viability Statement.

Internal controls and risk management:

» Reviewingthe Group's processes and procedures for ensuring
that material business risks, both existing and emerging, are
properly identified and managed;

+ Reviewing the adequacy and effectiveness of the Group's
internal financial controls and risk management systems; and

» Reviewing the Group's arrangements with regard to employee/
contractor whistleblowing, fraud detection, prevention of bribery
and money-laundering.

Internal and external audit:

+ Monitoring and reviewing the effectiveness of the Group's
internal audit functionin the context of the Group's overall risk
management system;

»  Overseeingthe Group's relationship with its external auditor,
including their appointment, remuneration, independence and
the effectiveness of the audit process; and

» Developing andimplementing a policy on the supply of non-audit
services by the external auditor.

The ultimate responsibility for reviewing and approving the Annual
report and accounts and the half-yearly reports remains with the
Board. The Audit Committee will give due consideration to laws and
regulations, the provisions of the Code and the requirements of the
Listing Rules.

The Audit Committee reviews the content of the Annual report and
accounts and advises the Board on whether, taken as a whole, they
are fair, balanced and understandable and provide the information
necessary for shareholders to assess the Group's and Company's
position and performance, business model and strategy.

The Audit Committee of the Group met three times during the year
and attendance at those meetings is shown on page 71. At

each meeting, standing agenda items relating to risk, internal audit
results, whistleblowing and litigationissues were reviewed.

In addition, the other matters covered at each meeting are
summarised below:

2019

August 2019

» Specific update on IFRS 16 transition and reporting

«  FY19fullyear results, including reviews of going concern and
viability reporting

» Externalaudit findings for FY19, including KPMG LLP's
performance and subsequent re-appointment

«  FY19 preliminary statement and Annual report

«  Groupriskreport, including business continuity planning and
results of anindependent cyber risk review

« Groupinternal auditreport

« Proposal for external audit tender process

September 2019

«  FY19fullyearresults, including reviews of going concern and
viability reporting

« Externalaudit findings for FY19, including KPMG LLP's
performance and subsequent re-appointment

«  FY19 preliminary statement and Annual report

«  Groupriskreport, including business continuity planning and
results of anindependent cyber risk review

« Groupinternal auditreport

» Proposal for external audit tender process

2020

March 2020

» Interimresults for FY20, including the first-time application of
IFRS 16

« External auditinterimreview findings

« FY20interimresults announcement and presentation

»  Groupriskreport, includingimpacts of emerging Covid-19 risk

« Groupinternal auditreport

« Update on external audit tender process

» Approval of updated policy on non-audit services

A subsequent meetingin early July 2020 considered the following

matters:

« Groupinternal audit and interim risk update

» Externalaudit plan and strategy for FY20

» Initial review of FY20 viability analysis, including modelling of
Covid-19 and Brexit risks

» Confirmation of decision to defer external audit tender

Following the FY20 year end close, at the September 2020 meeting,
the Committee reviewed and approved, for consideration by the
Board, the financial results for the 52 weeks ended 28 June 2020
including a review of the full year external audit. As part of that review
process, the members of the Committee reviewed the Annual
Report, including the adequacy of the disclosure with respect to
going concern and viability reporting in order to conclude whether
the Annual Report taken as a whole was fair, balanced and
understandable.

This additional review by the Audit Committee, supplemented by
advice received from external advisors during the drafting process,
assisted the Board in determining that the report was fair, balanced
and understandable at the time that it was approved.
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Audit Committee report continued

The Committee considered the appropriateness of preparing the
accounts on a going concern basis, including consideration of
forecast plans and supporting assumptions as well as sensitivity
analysis and concluded that the Company's financial position was
such that it continued to be appropriate for accounts to be prepared
onagoing concern basis.

The evaluation of the performance of the Audit Committee was
carried out as part of the wider review of Board effectiveness, further
details of which can be found in the Corporate Governance report
on page 72. There were no significant concerns raised from this
review and the Committee was deemed to be operating effectively.

Impairment of intangible assets

As aresult of business acquisitions, the Group has recognised
significant balances for goodwilland brand names. Goodwill must be
tested annually for impairment; other intangible assets are tested
when there are indicators that they may be impaired.

The assessment of potential impairment requires a number of
judgements and estimates to be applied in determining the relevant
future cash flows and the discount rate to be applied.

Provisions

Inaccordance with IFRS, the Group maintains a number of
provisions, primarily relating to: the cost of satisfying guarantees
offered to customers; dilapidations and other property-related
liabilities; and the valuation of finished goods inventory. The
determination of these provisions is inherently uncertain as they rely
onusing historical data to estimate future liabilities.

Going concern and viability reporting

In addition to the statement on going concern, the Group is required
to make an assessment onits longer term viability. This requires the
application of anumber of judgements and estimates, particularly
given the current uncertainty in the UK consumer market
surrounding the UK's departure from the European Union.

IFRS 16 transition

The Group has adopted IFRS 16 Leases for the first time in the
current financial year. This standard represents a fundamental
change inthe accounting and presentation of lease arrangements
and depends on significant and complex underling calculations.
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The Committee, together with management and the Group's
external auditor, considered the following significant mattersin
relation to the financial statements and how these were addressed.

The Committee reviewed and challenged the approach taken by
management to impairment testing, and assessed the
reasonableness of the underlying assumptions and financial
forecasts used. The Committee considered the appropriateness of
the conclusions reached, including the recognition of impairment
charges on goodwill and intangible assets relating to Sofa Workshop.

The Committee also reviewed KPMG's report and discussed their
observations and findings in this area.

The Committee considered management's documented rationale
and basis for these provisions to challenge and assess their
reasonableness and adequacy. This included consideration of
alternative valuation methodologies to provide additional
supporting evidence.

The Committee also reviewed KPMG's audit report and discussed
their observations and findings in this area.

The Committee, along with the Group's external auditor, has
reviewed management's assessment of the prospects of the Group
for the three years from 28 June 2020, being a reasonable period for
the assessment of key risks for a retail business given continuing
political and economic uncertainties. This review included the
challenging of assumptions and stress-testing of the scenario
modelling, including the potential impacts of Covid-19 and Brexit,
and concluded that the going concern assumption remains
appropriate and the Board is able to make the viability statement on
page 39 of the Strategic Report.

The Committee has received regular updates throughout the
implementation process, including details of methodology and
the basis of key assumptions such as applicable discount rates.
The Committee has also reviewed the external presentation and
disclosure of the impact of IFRS 16 on the Group's financial
statements.



The Audit Committee oversees the relationship with the external
auditor and considers the re-appointment of the Company's auditor,
KPMG LLP, before making a recommendation to the Board to be put
to shareholders. As part of this responsibility, the Committee
approved the audit plan for the 52 weeks ended 28 June 2020 and
reviewed the auditor's findings and management representation
letters. Prior to recommending the appointment of KPMG LLP at the
forthcoming AGM to the Board, the Audit Committee reviewed the
audit process, the performance of the auditor and its ongoing
independence, taking into consideration input from management,
responses to questions from the Committee and the audit findings
reported to the Committee. Based on this review, the Committee
concluded that the external audit process had been run efficiently
and that KPMG LLP has been effective inits role as external auditor.

INnFY19, the FRC's Audit Quality Review team commenced a review
of selected areas of KPMG's audit of the Group's FY18 Annual report.
The results of this review were communicated to the Committeein
November 2019 and did not include any significant findings. The
Committee Chair met with representatives of the FRC to ensure the
findings were fully understood.

Following the implementation of the EU Audit reforms, the Audit
Committee has agreed a policy intended to maintain the
independence and integrity of the Company's auditor when acting
as auditor of the Group's accounts. The policy governs the provision
of non-audit services provided by the auditor and, in summary,
categorises the types of non-audit services as:

+ Prohibited - services that have the potential to impair or appear
toimpair the independence of their audit role.

+ Permissible (subject to approval limits) - services which
primarily relate to work that is outside the required scope of the
statutory audit, but is consistent with the role of the external
statutory auditor.

» Services to be considered on case-by-case basis —all other
services of an advisory or other nature that do not compromise
the independence of the external auditor.

In any event, within each of the Group's legal entities, the cumulative
total of non-audit fees paid to the external auditors within each
financial year must not exceed 70% of the average audit fee for the
last three financial years. The above policy has been adhered to
throughout the financial year ended 30 June 2019, during which no
non-audit services were provided by the Group's external auditor,
other than aninterim review whichis closely related to the audit.

Following the publication of the FRC's revised ethical standardin
December 2019, the Committee reviewed and updated the Group's
policy on non-audit services. These changes were not material, and
primarily related to greater detail and clarity on the types of services
includedin the permissible category. The updated policy was
approved at the March 2020 Committee meeting and will apply from
the beginning of FY21.

The external auditor is required periodically to assess whether, inits
professional opinion, itis independent and those views are shared
with the Audit Committee. The Committee has authority to take
independent advice as it deems appropriate in order to resolve
issues on auditor independence. No such advice has been required
to date. There are no contractual obligations in place that restrict
the choice of statutory auditor.

KPMG LLP was appointed while the Group was under private
ownership and has served the DFS business for more than 20 years.
The engagement partner has rotated regularly during this time, with
the current partner, Frances Simpson, assuming this role for the first
time in the current financial year. Following the Company becoming
apubliclisted entity in 2015, KPMG LLP may remain as external
auditor without re-tender for ten years from that date, until the
completion of the 2025 annual audit.

Inlastyear's Annual report the Committee announced that it would
conduct a tender process for the external audit during the course of
FY20, with a view to appointing a firm for FY21, to address the risk
that an earlier re-tender may be required should the Company enter
the FTSE 350 index. Invitations to tender were duly issued to a
number of selected firms, and detailed plans were established for
the process with significant activity scheduled for March and April
2020. The emergence of the Covid-19 pandemicin the UK at that
time prevented the completion of these activities in line with the
intended approach and consequently, in line with FRC guidance,

the Committee decided to pause the tender process.

It remains the Group's intention to complete a tender process ahead
of the regulatory requirement to do so in 2025 in order to ensure
amanaged and ordered approach. Provided the public health
environment permits, the tender process will be conducted during
FY21 with the aim of appointing a firm for the FY22 financial year at
the November 2021 Annual General Meeting.

The Committee s satisfied that the independence of the external
auditor is notimpaired and notes that the audit firm's engagement
partner rotation policy has been complied with. Furthermore, the
level of fees paid for non-audit services, details of which are set out
innote 3 to the financial statements, does notjeopardise its
independence.

The Committee has assessed the performance and independence
of the external auditor and recommended to the Board the
re-appointment of KPMG LLP as auditor until the AGMin 2021.

As noted above, a tender process will be conducted during FY21.
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Audit Committee report continued

Followingits restructure during FY19 as notedin last year's report,
the Group's Internal Audit and Risk function has continued to make
strong progress. An updated methodology, aligned with CIIA
standards, has been established and consistently applied to all
internal audits with the scoring and weighting definitions amended
to allow consistency across the Group's brands.

The Group has also invested in significant training and development
to support the effectiveness of the internal audit function, and has
successfully developedits own internal risk management tool to
capture and assess risks across each brand. The Group is committed
to seeking further development and innovation in its approach to
risk management, and moving forward into FY21 will place an
increased emphasis in particular on sharing of best practice and
wider use of data analytics.

The scope and focus of the Group's internal audit plan continues to
be informed by the regular formal reviews of the risk register as well
as specific business requirements. The full execution of the FY20
planwas inevitably disrupted in the last quarter of the year by the
Covid-19 pandemic, but prior to that point a wide ranging
programme of work had been completed, including:

» Regulatory areas such as data protection and the Group's FCA
regulatory responsibilities for credit broking, including complaints
handling; the store environment, particularly in relation to
conduct risk and stock management;

» Retailauditsin allbrands including a review of management and
administration controls, stock management and regulatory
compliance;

« Supportfora full DFS brand stocktake and review of associated
controls;

» Keyhead office functions including tax compliance and
accounts payable;

« Customer Distribution Centres, with a particular focus on stock
management;

« Group-wide key risk areas including whistleblowing policies and
fraud risk; and

« Update of business continuity plansin early FY20, which were
then subject toindependent external review.

Inaddition, an external cyber audit was completed in FY20. This
review identified areas where the Group could strengthenits
approach and a dedicated cyber working group was subsequently
established to progress these actions through FY20and FY21.

Following the restart of business activities on the easing of Covid-19
restrictions, the internal audit team undertook a comprehensive
audit assurance programme designed to verify the level of
adherence with our Covid-19 measures at every site within our retail
and distribution network. Site visits were completed by a
combination of physical and virtual means, utilising video to check
evidence where appropriate. Weekly reporting was issued to all
stakeholders confirming a very high compliance with our Covid-19
safety measures, and remediation plans were put in place at the few
sites where gaps were identified, with all return visits confirming
significantimprovements. In order to limit visitors to our production
sites, a similar cycle of support and checks at all our manufacturing
sites was conducted by the Production Health and Safety Manager.

Summarised reporting of internal audit results is provided to the
Governance Risk and Compliance committee on a monthly basis
and also at each Audit Committee meeting, together with
summaries of themes emerging from the results and overall risk
profile across the business.
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The effectiveness of the internal audit team, and its level of

resource, is reviewed by the Committee at least annually. This

assessmentincludes the ongoing review of the:

» Audit agenda and operational plans (including resource
requirements);

» Results of the audit fieldwork and any significant issues
highlighted; and

» Management of any corrective actions implemented.

The Board s responsible for the overall system of internal controls
for the Group and for reviewing its effectiveness. In accordance with
FRC guidance, it carries out such areview at least annually, covering
allmaterial controls including financial, operational and compliance
controls and risk management systems.

The system of internal controls is designed to manage rather than
eliminate the risk of failure to achieve business objectives and can
only provide reasonable and not absolute assurance against material
misstatement or loss. The Group has operating policies and controls
in place covering arange of issues including financial reporting,
capital expenditure, business continuity and information technology,
including cyber security, and appropriate employee policies. These
policies are designed to ensure the accuracy and reliability of financial
reporting and govern the preparation of financial statements.

In particular, a Governance, Risk and Compliance committee
comprising senior management meets monthly to review changes
inthe regulatory/legal landscape, the Group's key risks and concerns
and also ensures the sub-committee framework is working
effectively.

There are a number of governance sub-committees that focus
separately on: Conduct Risk; Environmental, Social and Governance;
Health and Safety; and Legal and Financial. These comprise senior
and middle management responsible for the 'day to day’
management of the controls to ensure the Group remains both
compliant and proactively reviews its processes, risks and
forthcoming changes to ensure it plans in a timely, structured and
sustainable way.

The Governance, Risk and Compliance committee places emphasis
on key metrics and management information designed to provide
oversight of performance and highlight any potential detriment or
risk to the Group while seeking to achieve the very best customer
outcomes and provide a safe environment for staff, customers and
data alike. During the year, this management information has
continued to be developed and refined in direct association with the
ongoingreview of the risk register.

The Boardis ultimately responsible for the Group's system of

internal controls and risk management and discharges its duties in

this area by:

+ Holding regular Board meetings to consider the matters reserved
forits consideration;

» Receivingregular management reports which provide an
assessment of key risks and controls;

» Scheduling annual Board reviews of strategy including reviews of
the material risks and uncertainties facing the business;

» Ensuringthereis aclear organisational structure with defined
responsibilities and levels of authority;

» Ensuringthere are documented policies and procedures in place;
and

» Schedulingregular Board reviews of financial budgets and
forecasts with performance reported to the Board monthly.



In reviewing the effectiveness of the system of internal controls, the

Audit Committee will continue to:

« review therisk register compiled and maintained by senior
managers within the Group at least bi-annually and question and
challenge where necessary;

« regularly review the system of financial and accounting
controls; and

» reporttothe Board on the risk and control culture within
the Group.

Inrespect of the Group's financial reporting, the Finance
Department is responsible for preparing the Group financial
statements using a well-established process and ensuring that
accounting policies are in accordance with International Financial
Reporting Standards. All financial information published by the
Group is subject to the approval of the Audit Committee.

Theimpact oninternal controls of the Covid-19 pandemic and
associated changes to business operations has been considered
and appopriate modifications made where necessary, for example
to accommodate remote working. There have been no changesin
the Company's internal control during the financial year under review
that have materially affected, or are reasonably likely to materially
affect, the Company's control over financial reporting.

The Board, with advice from the Audit Committee, is satisfied that
an effective system of internal controls and risk managementisin
place which enables the Company to identify, evaluate and manage
key risks and which accords with the guidance published by the FRC.
These processes have beenin place since the start of the financial
year and up to the date of approval of the accounts. Further details
of specific material risks and uncertainties facing the business can
be found on pages 32 to 38.

The Group is committed to the highest standards of openness,
honesty, integrity and accountability and, as a result, has a
whistleblowing policy in place. This policy is intended to make
employees or third parties aware that they should report any serious
concerns or suspicions about any wrongdoing or malpractice on the
part of any employee of the Group. Examples include fraud, breakdown
ininternal controls, misleading customers, bribery, modern slavery,
dishonesty, corruption and breaches of data protection or health
and safety. Aninternal audit of the Group's whistleblowing process
conducted during FY20 concluded that it was operating effectively
and identified some minor areas for improvement.

During the year, there were 26 reports received through the
whistleblowing process, all of which were fully investigated and
addressed in accordance with the policy.

The Boardis committed to business integrity, high ethical and moral
values and professionalismin allits activities. The Group has policies
in place for:

» Anti-bribery;

» Modernslavery;

« Equal opportunities;

« Giftsand entertainment; and

+ Sharedealing.

In accordance with the obligations under the Reporting on Payment
Practices and Performance Regulations 2017, the Company has
submitted its bi-annual reports in line with the legislation during

the year.

Following an externally-facilitated risk-assessment exercise, the
Company has also reviewed its practices and processes in order to
ensure that reasonable prevention procedures are in place to
prevent the facilitation of tax evasion in line with the new Criminal
Finances Act 2017.

The Company's Modern Slavery Statement, which sets out details of
the policiesin relation to slavery and human trafficking, as well as its
due diligence processes with its partners, has been published on the
Company's website (www.dfscorporate.co.uk).

The Company has also updated its Tax Strategy Statement, whichiis
published on the Company's website (www.dfscorporate.co.uk) in
compliance with its duty under the Finance Act 2016, which sets out
details of the Company's attitude to tax planning and tax risk.

The Boardis required to present a fair, balanced and understandable
assessment of the Company's financial position and prospects. The
responsibilities of the Directors and external auditor are set out on
pages 110and 119. As set out in the Directors' report, the Directors
consider the Company's business to be a going concern. The
Company's viability statement can be found on page 39.

Chair of the Audit Committee
24 September 2020
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Nomination Committee report

Chair of the Nomination Committee

The Committee makes recommendations to the
Board, with the agreed terms of reference, on the
appointment of Executive and Non-Executive Directors
ensuring the appropriate blend of skills, knowledge and
experience.

 conducted areview of the composition of
the Board, based on the skills, knowledge,
experience and diversity of the Board and
the requirements of our stakeholders

« conducted the search for a new
Non-Executive Director, including
consideration of candidates, and
recommmendation to the Board

« appointed the new Senior Independent
Non-Executive Director and a new Chair of
the Remuneration Committee

« reviewed the pipeline of talent within the
Group Leadership Team
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This year, the Nomination
Committee has focused on

the appointment of a new
Non-Executive Director which will
add diversity and experience to the
Board.”

The Nomination Committee keeps the composition and
performance of the Board under review to ensure that it has the
right blend of skills, knowledge, diversity, and experience to remain
effective in supporting the Company inits purpose and strategy.

| was pleased with the performance of the Board through the
extreme and unprecedented challenges of the Covid crisis and the
need for agile and timely decision making and actions to protect the
business and support the management team.During the year, after
Luke Mayhew indicated his intention to step down from the Board as
a Non-Executive Director at the AGM in November 2019 a review of
the composition of the Board and the skills, independence and
experience of the Non-Executive Directors' was undertaken and a
Board succession plan developed.

As aresult of that review Alison Hutchinson was appointed the
Senior Independent Non-Executive Director with effect from
26 September 2019.

Following an externally facilitated search, Jane Bednall was appointed
to the Board as a Non-Executive Directorin January 2020. Jane
brings a wealth of relevant retail and marketing experience, including
digital marketing in both listed company and private equity owned
businesses. Jane has settledin welland we welcome her contribution.

Due to herincreased responsibilities as Senior Independent Director,
Alison Hutchinson stepped down as Chair of the Remuneration
Committee on 17 January 2020, and Steve Johnson was appointed
Chair of the Remuneration Committee.

We are committed to having a diverse Board, in all respects, to
reflect the customers we serve. We consider the Parker review and
the Hampton-Alexander review when making appointments to the
Board and | canreport we currently have three female directors from
a Board of seven directors, a 43% female representation.

This year the annual Board evaluation was conducted internally and
discussed by the Nomination Committee. The performance of the
Nomination Committee was reviewed, and | am pleased to report
that the evaluation concluded that the Committee is operating
effectively. Itis our intention next year to conduct an externally
facilitated board evaluationin line with the normal triennial cycle.



The Nomination Committee is chaired by lan Durant and comprises
all the Non-Executive Directors. Alison Hutchinson, Steve Johnson,
and Jo Boydell were members throughout the year; Jane Bednall
was appointed to the Committee in January when she joined the
Board. Luke Mayhew stepped down from the Committee when he
retired from the Board on 14 November 2019.

The UK Corporate Governance Code ("the Code") recommends
that a majority of the Nomination Committee be Non-Executive
Directors, independent in character and judgement and free from
any relationship or circumstance which may, could or would be likely
to, or appear to, affect their judgement. The Board considers that
the Company complies with the Code.

Only members of the Committee have the right to attend
Committee meetings, but the Committee may invite others,
including the Chief Executive Officer, the Chief Financial Officer and
the Chief People Officer as well as its external advisers, to attend all
or part of any meetingifitis appropriate or necessary or pursuant to
the terms of any agreement with shareholders.

The Nomination Committee will meet as often as it deems
necessary but, in accordance withits terms of reference, at least
once ayear.

The Nomination Committee is responsible for regularly reviewing
the structure, size and composition of the Board and its committees
(including an appraisal of skills, knowledge, experience, and diversity)
and for making recommendations to the Board regarding any
changes. Itis also responsible for identifying and nominating for the
approval of the Board, candidates to fill Board vacancies as and when
they arise.

The Committee's terms of reference are available on the Company's
corporate website at www.dfscorporate.co.uk.

The Nomination Committee met formally once during the year,
with additional ad hoc meetings being held to provide updates on
the changes to the composition of the Board Committees and the
associated recruitment processes.

The Committee focused its activities on the appointments of

the new Independent Non-Executive Director and the Senior

Independent Director. The main activities of the Committee

included:

» conducting the search and selection process, and engaging the
servi