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SOCIETY YEAR HIGHLIGHTS

Ipswich & Norwich Co-operative
Society and Colchester & East Essex
Co-operative Society merged to
create the East of England

Co-operative Society.

NEW

Supermarket in Long Stratton opened.

NEW

Funeral Home and Regional Offices opened in
Colchester.

NEW

Funeral Home and Regional Offices opened in
Ipswich.

NEW

Acquisition and re-branding of local food stores
in Melton Constable, Briston and Necton in Norfolk.

NEW

Dairy Distribution centre opened in Hythe,
Colchester.

NEW

Local food stores opened in West Bergholt,
Colchester; Foxhall Road, Ipswich and Fifer’s Lane,
Norwich.

NEW

Work commences on a new food store in
Ravenswood, Ipswich and on a major extension to
the supermarket at the Rosehill Centre, Ipswich.

NEW

Work commences on multi-million pound retail
centre at Peartree Road, Colchester.
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SOCIETY PROFILE

MERGER

We are now the East of England Co-operative Society!

The single most important event in the long and successful histories of
the Ipswich and Norwich Co-operative Society and the Colchester and
East Essex Co-operative Society came about on 29th October 2005
when the two Societies merged to become the new East of England
Co-operative Society.

Support from Members of both Societies was overwhelming and has led
to the creation of the fifth largest Co-operative Society in the country.
This review is the first for the new Society and covers activities and
developments within the 2,000 square mile trading area of the Society for
the financial and trading period from September 2004 to January 2006.

At a time when trading conditions have not been easy the merger has
delivered a sound, debt-free base and a critical mass that will allow the

expansion and re-enforcement of Co-operative trading across the East of

England. In turn this will help fight the intense competition we face in all
areas of our operations and help us to acquire and grow market share.
Economies of scale and the development of the best systems and
practices from the two former Societies will also ensure we become an
employer of choice and a Society able to further the benefits of
Membership.

From this strength will also come the ability to communicate our
Co-operative ideals and benefits consistently and widely with our
Members and customers in all of the local communities that make up our
new trading area.

Whilst the coming year will bring with it challenges and changes we
intend to build a better Society as we integrate our operations across the
East of England.

REVIEW OF THE YEAR

THE ACCOUNTING POSITION

This review covers a period marked by significant change and includes the
activities of the former Ipswich and Norwich and Colchester and East
Essex Societies prior to merger; and of the new East of England Society
from then on. The two former Societies had different accounting cycles
which have now been harmonised from January 2006 onwards, but this
has meant a complex accounting position upon which to report. Full
audited accounts are available to Members separately on request from

the Secretary. However; just three months into its first year, the new
Society does not have meaningful year on year comparative figures as the
normal accounting periods of the two former Societies were both altered
by the October 2005 merger:

The following summary explains the underlying trading trends for the
last year:

SOCIETY STATISTICS FORTHE PERIOD ENDED 28 JANUARY 2006

Members’ Dividend
in the period

Sales
(excluding VAT)

Net Asset
Value

Profit before dividend
and other distributions

(all figures rounded to nearest £million)
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The Trading Posrtion

In total terms we are pleased to report that this first review finds the
new Society in the same enviable position as its two constituent Societies,
namely cash rich, profitable, debt-free and with significant net asset value.

The Society is therefore confident about the future and has embarked
upon a new capital expenditure programme covering acquisition, new
build and refurbishment of trading operations totalling more than £40
million. However, this optimism and the enthusiasm caused by the
merger cannot be allowed to hide the difficult trading conditions
experienced by both former Societies over the last year: These will
continue to be addressed as a necessary part of maintaining a healthy
business for our Members and employees, but in an organisation
Co-operative by nature as well as name, this has not been without
difficulty.

In the south(the area of the former Colchester and East Essex Society)
relentless expansion and competition from the national supermarket
chains had an impact upon the core Food Division, which has a relatively
higher number of larger stores. This loss of sales resulted in a significant
reduction in trading profit. Fortunately the merger has brought with it a
complementary balance of smaller stores in the north and this new mix

Trading Development

The 2004/2006 period witnessed unprecedented capital investment in
the Society.

January 2005 saw the completion of a newly built foodstore in Dereham
Road, Norwich and February 2005 saw the opening of a new £1.6 m
local foodstore in West Bergholt, Colchester; closely followed by a

£2.5 million 8,500 sq.ft. supermarket in Long Stratton

The following month brought the opening of a new £1.6 million
3,650 sq.ft. foodstore at Fifer's Lane in Norwich
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has an inherent strength. However, careful review and adjustment of this

and all our businesses will be ongoing.

In the north(the area of the former Ipswich and Norwich Society) a
strategic review of core business led to the decision to exit the Motor
Trade. This area of business had been loss making for some time and
resulted in the north also having a disappointing year end result.

Across the business overall and especially in the traditional ‘High Street’,
the wider economic downturn continues to have a dampening effect and
led to the closure of the Sudbury Homestore in September. However,
the Society continues to adapt and develop its offer and opportunities,
most recently with the introduction of new fashion and computer
concessions within the Ipswich and Norwich Department stores. Going
forward, the increased critical mass of the new Society and the capacity
to benefit from greater purchasing strength should prove to be of benefit.

In our more specialist areas, our Funeral, Pharmacy and Optical
operations enjoyed a satisfactory trading period. However, our Dairy
operations continued to suffer from a decline in doorstep delivery and a

loss of national accounts.

The pace of acquisition and building, continued through the summer with
July bringing not only the opening of two rebranded and refitted former
Spar Stores in Briston and Melton Constable in Norfolk but also the
opening of a newly built 3,000 sq.ft. foodstore in Foxhall Road,Ipswich.

Refurbishments and remodelling took place in Rands Way, Ipswich,
Aldeburgh, Hadleigh, Earlham Green, Dovercourt Supermarket and the
former Alldays at Dovercourt and Harwich Road, Colchester:



Looking forward

2006 saw work start on the £10 million pound redevelopment of the
Peartree Road, Colchester site to create a new retail centre which will
include two new food stores, new non food stores and a family

restaurant.

In Ipswich the spring and autumn of 2006 will bring the opening of a new
£1.8 million food store at Ravenswood and a greatly extended Rosehill

centre supermarket.

Bridging the two main areas of the Society's operations, the Department
Store in Carr Street, Ipswich received a £1.4 million boost which saw the
introduction of an upgraded and remodelled food hall catering for town
centre needs, alongside a new, larger electrical and computer department
and included an extended housewares department, cook shop and new

customer toilets.

In the Norwich Department Store the food hall was replaced by fashion
concessions and Evesham Computers, placing it in a position to take
advantage of the adjoining newly opened Chapelfield development. In
Colchester new concessions were also introduced to the Department
Store and in October Travelcare relocated into the store from Eld Lane.

Extensive changes in Dovercourt resulted in the upgrading of the
Department Store and the transfer of the separate Travel, Electronix and
Homemaker Stores to a combined Supermarket and Homestore
complex at the Society's Fiveways site.

Other refurbishments and rebranding took place at the Clacton
Department Store and Homemaker, now also trading as a Homestore
and the Great Yarmouth Department Store, which benefited from a
refurbished lift and new roof .

SOCIETY REVIEW OF THE YEAR 2006

Going forward, the withdrawal of the Co-operative Group from the
traditional Department Store format will see the end of the Co-operative
Retail Trading Group Non Food buying arrangement. In its place the
Society will join with others to take advantage of a similar group buying
agreement with the Anglia Regional Co-operative Society.

2005 was also significant for the Society’s Funeral Business. In March, the
centre of operations for the northern area of the Society moved to
refurbished premises in St. Helens Street, Ipswich, with significantly
improved access and excellent client and employee facilities.

In April three previous sites were relocated into a new multi million
pound Funeral Home, Chapel of Rest and Office suite in Wimpole Road,
Colchester: This landmark building sets new industry standards and is the
most prestigious facility in the region.

At the end of 2004, two funeral facilities in Thetford and Watton were
acquired from the Co-operative Group and rebranded by the Society
and refits also took place in Maldon, Witham and Wivenhoe.

The Dairy Division has continued to be innovative with the introduction
in the southern region of Organic fresh produce, fresh meat and fresh
bread to the doorstep rounds, complementing the continuing success of
the Exclusively East Anglian Milk brand introduced in 2003 in the north of
the Society.

A new Dairy distribution site at Colchester's Hythe also opened in
December.
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People and opportunities

Our new Society has around 5000 employees in over 200 trading outlets
across more than 68 towns, villages and regional centres across East
Anglia. Whilst the merger will bring change, the increased financial
strength of the combined Society will also bring with it expansion and
increased development opportunities.

A new combined Human Resources function will meet this challenge, and
over the last year the team were recognised at the highest level by
receiving training awards from the British Institute of Innkeepers and
Brewers, the Adult Learning Inspectorate and by receiving the prestigious
Investors in People award. Going forward there will be an ongoing
emphasis upon the Society becoming the employer of choice and
demonstrating our Values and Principles with the best training and
development practices from the previous two Societies being rolled out
across the entire region.

The formation of a new Executive Management team for the new
Society is well under way with the appointment of Chris Blanchett,

former Chief Executive of the Colchester Society as Chief Executive.
Richard Samson, former Chief Executive of the Ipswich & Norwich
Society is Chief Executive Designate and will take over as Chief Executive
on Chris's retirement in October 2006.

James Day, former Secretary of the Colchester Society takes on the new
role of Head of Corporate Affairs and Mike Faulkner, former Secretary of
the Ipswich & Norwich Society continues in that role in the larger

merged organisation.

Since January 2006, further progress has been made, with Maria
McGettigan, former Colchester Society General Manager; Personnel and
Training, being appointed to the new Group personnel role and Brian
Salter; formerly Financial Controller of the Ipswich and Norwich Society,
being appointed to lead the Group finance and technology function. The
complete Executive Management team is expected to be in place by

early summer.

We take pride in our employees and 2005 saw colleagues from across East Anglia receive long service

awards from the Society.

Mrs Edna Belton Food Division (South)

Mr Edward Miller Ipswich Dairy

Mr Alan Codling
Mrs Jill Gislam

Mr Michael Grueber
Mr Graham Hindle
Mrs Lynn Kemp

Funeral Services Division (South)

Customer Services (North)
Ipswich Dairy
Colchester Dairy

Administration (North)

Mr Peter Reeve

Mr Stephen Riches
MrTrevor Rudling
Mr Michael Walford
Mr Peter Wright

Clacton Fiveways
Ipswich Dairy
Ipswich Dairy
Clacton Dairy
Ipswich Dairy

Presentations were also made to mark the retirement of staff with over twenty years’ service.

Mrs Ann Airey

Mr Neville Ambrose
Mr Eric Andrews

Mrs Carole Bakes
Mrs Daphne Borthwick
Mr Ralph Boyce

Mrs Joyce Brett

Mr Alan Brown

Mrs Brenda Brown
Miss Christine Cook
Mrs Rosemary Dadds
Mr Colin Dewhurst
Mr Alan Dyer

Mr Melvyn Ellinor

Mr Keith Fenn

Mrs Margaret Gallant
Mr Brian Girling

Mrs Jill Gislam

Mr Peter Hanman

Mr Maurice Isgrove
Mrs Monica Jarrold
Mrs Margaret Langridge
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Food Division (South)
Motor Division
Ipswich Dairy

Food Administration (South)

Administration (North)
Ipswich Dairy
Administration (North)
Food Division (South)
Food Division (South)
Department Store (North)
Department Store (South)
Ipswich Dairy
Ipswich Dairy
T.V. Services (North)
Ipswich Dairy
Department Store (North)
Ipswich Dairy
Customer Services (North)
Motor Division
Warehouse (South)
Customer Services (North)
Administration (North)

Mrs Christine Lain
Mrs Mary Mann

Mr James McAvoy
Mrs Pauline Pounder
Mr Harold Plumstead
Mr Mick Hockley
Mrs Pamela Neary
Miss Jennifer Ranger
Mrs Sheila Shaw

Mr Geoffrey Seaman
Mrs Margaret Simpson
Mr Michael Smith
Mrs Janice Sparkes
Mrs Patrica Sporne
Mrs June Stephens
Mr John Stiff

Mr Keith Tebbutt

Mr Philip Thompson
Mr Michael Traube
Mr Trevor Watson
Mrs Vera Weavers
Miss Maureen Youngman

Department Store (North)

Department Store (North)
Food Division (South)
Colchester Dairy

(
Customer Services (North)

(

(

Administration (South)

(
Food Administration (South)
Food Division (South)
Customer Services (North)
Ipswich Dairy
Administration (North)
Ipswich Dairy
Food Administration (South)
Administration (North

Customer Services (North

(

( )

( )

Food Division (North)

Department Store (North)

Funeral Services Division (South)
Ipswich Dairy

Food Division (North)

Food Division (North)

Department Store (South)



SOCIETY REVIEW OF THE YEAR 2006

2005 was however not without its share of sadness and colleagues within the Society and the Co-
operative Movement mourned the death of Chris Orchard, the recently retired Financial Controller of

the former Colchester Society, along with -

Mr Paul Abbs
Mr Clifford Browne
Mr Barry Dominey

Funeral Services (North)
Colchester Dairy
Food Division (South)

Miss Nadeane Minns Forecourts (North)

Directors of the Society

The merger of the Society brought together the Boards of the two
former Societies and the names of the founding Directors are recorded
in this review.

BOARD OF DIRECTORS
EAST OF ENGLAND CO-OPERATIVE SOCIETY

Mr ) A Holmes
PRESIDENT

Mrs G A Bober
VICE PRESIDENT

Mr D Aitchison
Mr C ] Barrett
Mr M Barnes

Mr C L Beales
Mrs M ] Blacksell
Mr G F D Bober
Mr ) E Booth
Mrs ] Bowis

Mr T ) Carey

Mr M C Claydon
Mr K C Cooke
Mr M D Cornish
Ms D Dallender-Jones
Mr L ] Double
Mr 1 R Grimwood
Mr P Hartwell
Mrs C B Hay

Mr A H Moore
Mr ] R Pendle
Mr R C Smith

Mrs Clare Mundy
Mr Leslie Salter
Mr Peter Ward
Mr Ben Whelan

Food Division (South)
Post Office (South)
Building Services (South)
Customer Services (North)

In November John Holmes was appointed as the first President of the
new Society and Gillian Bober; as the first Vice President.

Rule changes introduced by Special General Meetings in January will allow
the number serving on the Board to be reduced from 22 to 20 from
May 2006, which will also see the retirement of Ken Cooke, David
Aitchison, Malcolm Barnes and Mike Claydon from the Board. We thank
them for their contribution as Directors and wish them well, and pay
particular thanks to Ken Cooke in respect of his 26 years service as a

Director.

October saw the retirement of Mrs Jean Lockie, President of the Ipswich
and Norwich Society. Mrs Lockie had previously served as Vice President
of the Society and in her year as President was active in supporting
Directors and employees through a period of significant change, including
the merger. Her dedicated service and commitment will be missed and

Board Members and employees wish her every happiness for the future.
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Membership, Dividend and Community Support

The details of the Society's substantial engagement with its Members and
its Committees is set out in this year's Membership and Community
Support Statement published separately.

Following the merger, the Dividend systems of the two former Societies
have continued separately and Members will receive Dividend on their
purchases from the Society according to the process in place in their
original Society. Details of dividend payable for the period under review

will be outlined at the Society's Annual General Meetings to be held in
May 2006.

Going forward, a revised combined Dividend system for the whole
Society will be introduced, based upon an expanded Membership
database which will facilitate greater engagement and interaction between
the Society and its Members.

Corporate social responsibility and key social Co-operative

performance indicators

By reason of its adherence to the Co-operative Values and Principles
(reproduced in full on the closing page of the Annual Review) the Society
is mindful of its duty to implement and monitor environmental,

sustainable and ethical business policies.

In May 2005, Co-operatives UK published a revised Corporate
Governance Code of Best Practice. Both former Societies were already
working towards compliance with the code and the new Board intends
to continue in this direction. We will report our progress annually within
the Society's formal financial statements.

In 2004, Co-operatives UK set out a series of Key Social and

Co-operative Performance Indicators which will, in future, enable the

On behalf of the Directors:

-

|
TS

e

i

J A Holmes
PRESIDENT
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performance of a socially responsible Co-operative to be monitored.
Whilst a common approach to recording across the movement is still
awaited, the 2006/7 period for the new Society will provide a benchmark
level upon which to report further in future.

Going forward we will expect our Society's performance to be judged
not just against the services we provide, and the profits we make but by
the impact we have on our environment and the communities in which

we operate.

Measurement will be a useful tool both for the new Society and also as a
means of building Member and Community dialogue and engagement,
which is at the heart of our Co-operative values.

.

C B Blanchett
CHIEF EXECUTIVE
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CORPORATE GOVERNANCE

THE BOARD OF DIRECTORS

The Board of Directors is responsible for directing the affairs of the strategy of the Society, approving annual operating and capital
Society whilst delegating the day-to-day responsibility for management expenditure and reviewing performance against budgets and business
activities. The Board is responsible for all aspects of membership policy, plans. The Board ensures that a sound system of financial control and
encouraging the growth of membership and its involvement in the affairs reporting is in place and that a competent and effective management
of the Society. The Board sets the long-term objectives and commercial executive is maintained with adequate planning for succession.
THE BOARD HAS * Appointments Committee, to assist with recruitment of Executive Management (the

Chief Executive and managers directly reporting thereto) and to bring forward

ESTABLISHED A NUMBER . e .
recommendations for specific appointments;

OF COMMITTEES TO
HELP IT CARRY OUT ITS
RESPONSIBILITIES.
THESE INCLUDE:

* Remuneration Committee, to bring forward recommendations on Executive pay
structures as well as periodic reviews of Directors’ expenses;

* Audit Committee, to consider all aspects of financial reporting and internal control and
to maintain an appropriate relationship with the Society’s auditors;

* New Ventures Committee, to encourage and advance prospective new ventures in line
with Board policy;

e Co-operative Party Working Group to keep under review the Society’s relationship
with the Co-operative Party.

In addition to these Committees, the Society has in place a Member Education Committee and a Member Relations Committee to assist with
implementing and reviewing the Society's membership policies. The membership committee structure itself is under review with the intention that new
arrangements, more suitable for the merged Society, will be put to Members for approval during 2006.

BOARD AND COMMITTEE MEMBERSHIP (Attendance shown 9(1 1) means 9 meetings attended out of a possible 11)

COMMITTEES
Board R ation Appoi Audit New Co-op Party C Y Memb Member
Ventures  Working Group  Dividend Ed i Relati
PRESIDENT EX OFFICIO EX OFFICIO EX OFFICIO EX OFFICIO
Mr ] A Holmes 21(22) 2(2) (1) (1)
VICE PRESIDENT
Mrs G A Bober 13(14) 2(9) 2(2) 12) 2(2) 6(8)
Mr D Aitchison 21(22) (1) (1) 2(2)
Mr C ) Barrett 13(14) 57) 2(2)
Mr M Barnes 8(22)
Mr C L Beales 14(14)
Mrs M ] Blacksell 22(22) 44)
Mr G F D Bober 13(14) 9(9) 1(2) 3(3) (1)
Mr ] E Booth 22(22)
Mrs ] Bowis 14(14) o(l) +
Mr T ] Carey 20(22) 2(2) (1) (1) 1(3)
Mr M C Claydon 22(22)
Mr K C Cooke 12(14) 709) 0(2)
Mr M D Cornish 18(22) 2(2) o(l) Q)
Ms D Dallender-Jones 12(14) 2(2) 3(3) 8(8)
Mr L ) Double 11(14) 3(3)
Mrs B L Fulcher+ 2(2) 1))
Mr | R Grimwood 18(22) o(l) 5(12)
Mr P Hartwell 13(14) 3(3)
Mrs C B Hay 22(22) (1) 2(2)
Mrs ] Lockie+2 18(18) 3(3)
Mr A H Moore 22(22) (1)
Mr ] R Pendle 14(14) 709) 3(3)
Mr R C Smith 14(14) 2(2) 3(3) 3(3) 3(3)
*1 retired 25.10.04 *2 retired 29.10.05 + Mrs Bowis the 8 of the C in her capacity as Officer
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BOARD AND COMMITTEES (continued)

At the year-end, the Board was comprised of twenty-two directors.
However, at the time of the merger it was recognised that this was too
large to be an efficient way of governing the Society in the longer term.
With the advice of Co-operativesUK, the Board therefore proposed that
a modest retirement payment be made to Directors who were prepared
to stand-down before the end of their term of office in order to facilitate
a reduction in the size of the Board. This proposal was approved by
members in Special Meetings on 6th and 8th February 2006 together
with a rule-change that reduced the size of the Board to twenty from

MANAGEMENT EXECUTIVE

At the time of the merger, appointments were made to the following
Executive posts:

CHIEF EXECUTIVE —

CHIEF EXECUTIVE DESIGNATE —
SECRETARY —

HEAD OF CORPORATE AFFAIRS —

Mr C B Blanchett
Mr R E Samson
Mr M E Faulkner
Mr W Day

DECLARATIONS OF INTEREST

May 2006. Further Board reductions are expected as the new Society

continues to evolve.

The Society has in place a scheme of matters reserved to the Board for
decision. In November 2005 The Board approved the delegation to the
Chief Executive of authority to commit to capital expenditure of up to
£150,000 subject to the relevant sum being covered by the overall capital
budget approved by the Board and regular reporting to the Board on the
Society's capital expenditure commitments.

One member of the Management Executive has a service agreement
with a period of notice greater than |2 months. This contract pre-dates
the merger and is expected to be terminated during the current year.

DIRECTORS ARE
REQUIRED BY RULETO
DECLARE ALL MATERIAL
INTERESTS AND
CONFLICTS OF INTEREST
AS FOLLOWS:

of a pension scheme

* Ownership of any unincorporated trading business or consultancies
* A holding of 5% of more of the shares in any company excluding shares held as part

¢ Any debenture holding in a company
* Directorships of private or public trading companies
* Elected position in any public body or local authority

* Non executive or honourary positions

¢ Links to the community and community services

* Employment by any employer

* Membership of closed organisations

* Membership of clubs and political parties

Details of any interests so disclosed are recorded in a register of interests
maintained by the Secretary and are made available for viewing to fully
paid-up members of the Society (after the individual supplying details of
the interests has been notified) provided that the request is made in

writing to the Secretary.

BOARD PERFORMANCE EVALUATION

The former Colchester Society Board had moved towards the
introduction of performance evaluation and had undertaken a skills
auditing process facilitated by the Co-operative College.

The purpose of the audit was, primarily, to identify future training
requirements.

10 Annual Accounts 2006

Following election, the Directors are required to confirm or update the
information provided annually.
Members of the Management Executive are required to disclose material

interests and conflicts of interests by virtue of their service contract.

The former Ipswich and Norwich Society Board had not commenced
moves towards performance evaluation prior to the merger.

Since merger, the new Board has re-affirmed its commitment to training
and is likely to pursue some form of performance evaluation in the near
future.



BOARD ELECTIONS

During the year under review, 6 directors of the former Colchester and
East Essex Society completed their terms of office and stood for
re-election. The vacancies were advertised in all stores but no further
nominations were forthcoming and the retiring Directors were deemed
re-elected at the AGM on 27th April 2005.

In the Ipswich and Norwich Area, the completion of terms of office gave
rise to three vacancies in October 2005. The two vacancies in the
Ipswich Area were contested by three candidates. The vacancy in the
Norwich Area was uncontested and the retiring Director who had
stood for re-election was deemed elected at the close of voting on
29th October 2005.

Committees

CORPORATE GOVERNANCE 2006

The Board of the new Society is currently reviewing its membership
structures with a view to introducing a new Membership Committee
with three local area forums. This is likely to prove a valuable means of
bringing forward potential candidates for future Board elections. The
Society has also recently reviewed and raised the level of Directors’
expenses to reflect the responsibilities of the position and better enable
members in employment to meet the necessary time commitment.
The Board has also been considering and revising its own meeting times
and has been mindful during this process of the requirements of the

membership, including those in full-time employment.

THE REMUNERATION COMMITTEE Current Chair: Graham Bober

THE CORE TERMS OF
REFERENCE OF THE
REMUNERATION

* To make recommendations to take to the Board for onward recommendation to and
decision by Members in General Meeting with regard to the remuneration of co-opted
professional external directors and the fees of elected directors;

COMMITTEE INCLUDE:

* To determine and agree with the Board the framework or broad policy for the

remuneration of the society’s chief executive, the society secretary and such other

members of the management executive as it is designated to consider.

* Within the terms of the agreed policy and in consultation with the chief executive as

appropriate, to determine the total individual remuneration package of each executive

including bonuses and incentive payments.

* The Committee is also tasked to receive, review and decide on issues raised by the

Society’s pension funds and any retirement benefit scheme within the organisation and

to advise the Board of them as appropriate.

* The Remuneration Committee draws upon the advice of professional independent

consultants and is assisted by Co-operativesUK as and when necessary.

The Board has adopted the best practice guidelines of the Co-operativesUK
Code of Corporate Governance and is required to make an advisory
report to the Annual Meeting of the Society as an integral part of the

proceedings.

To that end, the Committee draws attention to the sections contained in

the financial notes which outline the salary of the Chief Executive and

other members of the executive team and the elected Board of Directors.

It is not the intention of the Committee to report on individual salaries
below the level of the senior executives. It will, however, endeavour to
develop an annual reporting procedure which outlines the contractual
arrangements in place for all employees. This will better enable shareholders
to appreciate whether a ‘co-operative difference’ exists within the structure of
the organisation. This will be new ground in terms of reporting, but how we
contractually employ staff at all levels is a measure upon which shareholders
may be able to judge the ethos of our co-operative organisation.
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Since merger, the Committee has met three times (twice during the
period covered by this report and once since). At the first meeting, a
priority for the Committee was to review Directors’ expenses in order
to put a recommendation to Members in Special Meeting to harmonise
the payments to Directors from each of the former Societies. The Board
endorsed the recommendation of the Committee and the new scale of
fees was approved by Member on 8th February 2006. The Committee
believes the new scale is fully reflective of the level of responsibility
involved in directing the affairs of a major independent Co-operative
Society and will help to attract candidates for service in the future.

Also at that meeting, and subsequently, the Committee initiated the
development of an executive performance related bonus scheme,
considering the principles on which such a scheme should be founded
and then the practicalities of applying such principles. It is intended that
recognition and implementation of co-operative values and principles
should be an important part of the incentive process and that bonus
should not simply recognise commercial success on its own. The
Committee has sought the advice of external consultants in taking this
work forward.

THE AUDIT COMMITTEES Current Chair: John Pendle

The Board has constituted an Audit Committee to monitor the integrity
of the Society's financial statements, the adoption and use of accounting
policies and principles, the efficacy of internal controls and risk
management systems and the effectiveness of the Society's internal audit
function. The Committee is tasked with reviewing the appointment of
and overseeing the relationship with the external auditor. It will consider
the scope of external audit engagement and progress with the annual
audit plan and it will review the audit management letter and the

response to the auditor's findings and recommendations.

The Committee met once before the yearend and has met on a number
of occasions since then. The first meeting was dominated by a progress
review of the preparation of closing accounts for the former Colchester
and East Essex Society. Production of these accounts is a requirement of
Industrial and Provident Society law but the main benefit for the Society
is the opportunity to consider how best to bring together the differing

accounting policies of the former Societies.
At the same meeting, the Committee reviewed the external audit plan

for the on-going Society's accounting year-end and initiated the

development of a robust internal audit function.
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The Committee has progressed the completion of contracts for
Executives appointed at the time of the merger; also with input from
external consultants, Cobbetts Solicitors and New Bridge Street
Consultants. This work has now been handed over to the Appointments
Committee for completion, leaving the Remuneration Committee to
focus on the salary and other benefits for the executive posts and since
the year-end, packages have been recommended for four key
appointments. In all these cases, the Committee’s external advisers, New

Bridge Street Consultants, gave advice on suitable salary ranges.

This is our first report and represents our initial attempt to reflect our
co-operative values in an accountable and transparent manner. It will
continue to provide a useful opportunity, on an annual basis, for
shareholders to make comments which may assist our thinking in the
delivery of co-operative values through contractual terms and conditions.

The members of the Remuneration Committee are: Graham Bober,
Gillian Bober, Tim Carey, Ken Cooke, Mick Cornish, John Pendle and John

Holmes (President, ex-officio).

Subsequently, the Committee has reviewed the terminal accounting
management letter and the management response to the issues raised.
The key focus of attention in the run-up to the annual Meetings has
been the preparation of the annual accounts and consideration of the

issues arising.

Since its inception, the Committee has worked with the Society's officers
to agree an appropriate risk management policy. This will be progressively

implemented during the coming twelve months.

Committee members are aware of the continuing need for specialist
training and have adopted an approach that includes both formal training
sessions and less formal presentations on specific topics at most meetings.
The objective is to address the specific training needs of individual

members.
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THE APPOINTMENTS COMMITTEE Current Chair: Gillian Bober

The Appointments Committee has been established to keep under The first meeting of the Committee took place after the year-end and
review the leadership needs of the Society, to ensure that the structure, focused on appointments to the posts of Group General Manager;
competency and efficiency of the Management Executive is sound and Human Resources and Group General Manager, Finance and Technology.
that succession is suitably planned. The Committee is also charged with After conducting interviews with the applicants at a second meeting in
overseeing the recruitment process for executive management and March 2006, recommendations were duly made to Board and the posts
bringing forward recommendations for posts as and when necessary. filled on terms recommended by the Remuneration Committee.

NEW VENTURES COMMITTEE Current Chair: Les Double

The New Ventures Committee was appointed on | November 2005 and its findings to the Board from time to time and to encourage and
established its Terms of Reference at the first meeting on 18 January advance prospective new ventures in line with Board policy.
2006. Those Terms of Reference are to research, report and recommend

IN PARTICULAR * Endeavour to extend the family of businesses owned and managed by the
THE AIM IS TO: Society either within its existing organisational structure, or by the creation
of new commercial division/s.

¢ Seek to identify and promote or develop other forms of co-operative
enterprise (for profit) which may be better launched and developed with a
co-operative structure that is separate and independent from this Society.

¢ Advance opportunities which may arise to establish social enterprise (not for
profit) organisations with whom this Society might share partnerships,
trading arrangements and/or social objectives.

THE RANGE OF THE * Work begun by the ad hoc working group on housing policy
COMMITTEE'S WORK - . .
TO INCLUDE: * Enquiries relating to childcare

* Enquiries relating to care of the elderly
* Relationships with credit unions
¢ All else that it finds to be of interest

¢ Issues which may be drawn to its attention by members of the Board/
members of the management team.

Since its first meeting the Committee has met on one further occasion to receive a presentation on the potential advantages to the Society of engaging
with a multi-agency regional development body, the Haven Gateway. Further meetings will explore similar and other opportunities for the Society.

CO-OPERATIVE PARTY WORKING GROUP cCurrent Chairman: Mick Cornish

This group, also established on | November 2005, has met twice since affiliation to the national party now that it has become an Industrial and
then to consider and make recommendations to the board on issues Provident Society in its own right.
relating to the Society's relationship with the Co-operative Party both The group meets as and when required.

nationally and locally. Work is in progress in relation to the Society's
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Financial Statements

Trading Subsidiaries

Director Training

Statement of

Responsibilities of the

Board of Directors

Select suitable accounting Make judgements and

Audit

policies and
then apply them
consistently;

The Society has few actively trading subsidiaries. A subsidiary company, Ardencrest Limited, holds trading and investment
properties for the former Colchester and East Essex Society in a structure that is likely, in future years, to be mirrored in
the North region. Ardencrest Limited is fully owned by the Society and there are therefore no issues about retention of
a controlling interest.

The merger has brought about a change of formal relationship with the East Anglia Federal Co-operative Society. Before
the merger, each of the former Societies held approximately 45% of the share capital of the Society and neither therefore
had a controlling interest. Since the merger, the East of England Society has held approximately 90% of the share capital

and therefore has a controlling interest in the Federal Society.

The Federal Society has operated efficiently and profitably over recent years and there are no current plans to change
the structure of this successful enterprise.

The Society has two active subsidiaries within its funeral services business, W H Shephard Funeral Furnishing Services
Limited and A Smith and Sons (Funerals) Limited. The group accounts attached to this report incorporate the results of

these companies although separate accounts are duly filed with the Registrar of Companies.

Colchester and East Essex Co-operative Chemists Society Limited and INCS Limited are dormant, subsidiary Industrial
and Provident Societies.

The Board has re-affirmed its commitment to Director training by expressly retaining a provision to this effect in the rules
of the new Society. The Board has requested the preparation of a comprehensive training programme along the lines of
a model recently prepared for and approved by the Audit Committee. This model recognises the central contribution
that formal training can make but also identifies internal provision by senior executives and informal arrangements
(journals, conferences, congress workshops etc) as valid means of learning.

The size of the combined Board and the strength of the Society's commercial operations facilitate the commissioning of
structured courses (possibly by the Co-operative College) at local venues and it is expected that training sessions will be
held for new and current Directors during 2006.

The Directors are responsible for preparing the Directors’ Report and the financial statements in accordance with

applicable laws and regulations.

Industrial and Provident Society law requires the Board of Directors to prepare financial statements for each financial year
which give a true and fair view of the state of affairs of The East of England Co- operative Society at the end of the year,
and of the income and expenditure of the Society for that period. In preparing those financial statements the Board should:

Prepare the financial

State whether applicable UK X
statements on the going

Accounting Standards have

. T PU— concern basis unless it is
estimates that are reasonable een toflowed subject to any inappropriate to presume that
material departures disclosed
and prudent; R P X . X the East of England

and explained in the financial

Co-operative Society will

statements;
’ continue in business.

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any
time the financial position of the Society and enable them to ensure that the financial statements comply with the
requirements of the Industrial and Provident Society Acts. They also have responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the Society and to prevent and detect fraud and other irregularities.

The Society has appointed KPMG LLP to provide audit services and to advise the Board and Management Executive on
matters pertaining to the financial management of the Society.

KPMG LLP have also been retained to provide advice on corporate taxation, particularly in relation to major Society
transactions. Both the Board and KPMG LLP are satisfied that the provision of this service raises no material conflict of

interest in relation to the provision of audit services.
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to continue in operational existence for the foreseeable future. For this reason, they continue to adopt the going

concern basis in preparing the Society's accounts.

Corporate Governance The Society operates under a Code of Corporate Governance with the Board of Directors having stewardship of the
Society's affairs and ultimate responsibility for the system of internal control and for reviewing its effectiveness. The
Board, with the assistance of its Audit Committee, receives reports (financial, audit, management and corporate) in order
to properly discharge its duties in monitoring and assessing risks to the business, both internally and externally, and to

meet with the auditors and such other external advisers as is deemed necessary by the Board.

Systems are designed to manage and minimise risks to the business and can provide only reasonable but not absolute

assurance against material mis-statement or loss.

Control Environment  The Society is committed to the highest standards of business conduct and seeks to maintain these standards throughout
the Society with the Chief Executive being responsible for the management of the Society within the policies laid down
by, and under the direction of, the Board of Directors. The Society has in place an appropriate management and
organisational structure with defined lines of responsibility and delegation of authority for planning, controlling and

monitoring the business operations.

Risk Management The Society's Board, with the assistance of the Audit Committee, together with management have responsibility for
identifying, evaluating, reporting monitoring and taking necessary action to mitigate internal and external risks to the
business, from whatever source, on a continuing basis. The Board, through the Audit Committee, has adopted a risk
management policy and framework that requires regular risk assessments with a focus on areas of greatest risk. Reports

are made to the Audit Committee and the Board on significant risks which could affect the Society.

Information Systems  The Society has a comprehensive system of reporting to the Board weekly, monthly, half-yearly and annually with ad hoc
reports as determined necessary covering finance, budgets, forecasts, planning, turnover, cash flow, trading resufts and
profitability, costings and revenue accounts, in order to continually monitor performance and identify areas of risk or

weakness in a timely manner for appropriate corrective action.

Control Procedures There are control procedures and authorisation levels in place which are designed to ensure complete and accurate
accounting for financial transactions and to limit the potential exposure to loss of assets or fraud. Larger capital
expenditure above a defined limit, capital projects, acquisitions and disposals require Board approval and the Board

receives periodic schedules of expenditure on capital assets.
Commitments requiring the use of the Society's seal are authorised under resolution of the Board.

Monitoring During the year, the Boards of the former Societies and the Board of the East of England Society found no weakness in

the system of internal controls of sufficient significance to require disclosure.

Board of Directors' Certification

The financial statements and notes on pages |7 - 32 are hereby signed on behalf of the Board of Directors pursuant to Section 3(5)(c) of the Friendly
and Industrial and Provident Society's Act |968.

Y
e Lo (G e o e R

PRESIDENT VICE-PRESIDENT SECRETARY
8th May 2006
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Independent Auditors’ Report to the Members of
East of England Co-operative Society Limited

We have audited the consolidated financial statements (‘financial statements') of the East of England Co-operative Society Limited for the 73 weeks
ended 28 January 2006 which comprise Group Revenue Account, Group Balance Sheet, the Group Statement of Total Recognised Gains and Losses, the
Group Cash Flow Statement and the related notes. These financial statements have been prepared under the accounting policies set out therein.

This report is made solely to the Society's members, as a body, in accordance with section 9 of the Friendly and Industrial and Provident Societies Act
1968. Our audit work has been undertaken so that we might state to the Society's members those matters we are required to state to them in an
auditor's report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the

Society and the Society's members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective As described in the Statement of Directors' Responsibilities on page 14, the Society's directors are responsible for the
responsibilities preparation of the financial statements in accordance with applicable law and UK Accounting Standards (UK Generally
of directors and  Accepted Accounting Practice).

itor: L . . . ‘ ‘
auditors Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and

International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in
accordance with the Industrial and Provident Societies Acts 1965 to 2002 and the Industrial and Provident Societies (Group
Accounts) Regulations 1969. We also report to you if, in our opinion, the Directors' Report is not consistent with the
financial statements, if the Society has not kept proper accounting records, if we have not received all the information and

explanations we require for our audit.

We review whether the statement on page |5 reflects the Society's compliance with paragraphs 31 and 32 of the
Co-operatives Limited's Code of Best Practice (‘the Code') and we report if it does not. We are not required to form an

opinion on the effectiveness of the Society's corporate governance procedures or its internal controls.

We read the other information contained in the Annual Report, including the statement on paragraphs 31 and 32 of the
Code, and consider whether it is consistent with the audited financial statements. We consider the implications for our report
if we become aware of any apparent misstatements or material inconsistencies with the financial statements.

Our responsibilities do not extend to any other information.

Basis of audit We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing

opinion Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the
financial statements. It also includes an assessment of the significant estimates and judgements made by the directors in the
preparation of the financial statements, and of whether the accounting policies are appropriate to the Society's circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from material
misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the financial statements.

Opinion In our opinion the financial statements:

* give a true and fair view, in accordance with UK Generally Accepted Accounting Practice, of the state of the Group's affairs
as at 28 January 2006 and of its profit for the period then ended; and

* have been properly prepared in accordance with the Industrial and Provident Societies Acts 1965 to 2002 and the Industrial
and Provident Societies (Group Accounts) Regulations 1969.

p.,;_l;?_*l..,,_f

KPMG LLP
Chartered Accountants Registered Auditor L L P
12 May 2006 6 LOWER BROOK STREET IPSWICH IP4 I1AP
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Statement of Group Accounting Policies

The following accounting policies have been applied consistently in dealing with items which are considered material in relation to the

Group's accounts.

Basis of Accounting

Accounting Date

Basis of Consolidation
Transfers of engagement

accepted from incoming societies

Goodwill and negative goodwill

Gross Sales

Investment Income

Tangible Fixed Assets
and Depreciation

The accounts have been prepared in accordance with applicable accounting standards and
under the historical cost accounting rules, as modified by the revaluation of investment

properties.

The accounts are made up to the fourth Saturday in the year. The current period is for the
73 weeks ended 28 January 2006 (2004/06) compared with a prior period of 52 weeks
ended 4 September 2004 (2003/04). All societies and companies within the Group made up
their accounts to 28 January 2006 except for Ardencrest Limited and INCS Limited whose
period end is 31 January 2006.

The Group accounts consolidate the accounts of the Society and its subsidiaries.

Assets and liabilities accepted under a transfer of engagements are restated at a fair value,
including any adjustments necessary to comply with the accounting policies of the Group.
The resulting surplus or deficit is taken directly to reserves.

Purchased goodwill (both positive and negative) arising on business combinations in
respect of acquisitions before | January 1998, when FRS |0 Goodwill and intangible assets
was adopted, was written off to reserves in the year of acquisition. When a subsequent
disposal occurs any related goodwill previously written off to reserves is written back
through the profit and loss account as part of the profit or loss on disposal.

Purchased goodwill (representing the excess of the fair value of the consideration given
over the fair value of the separable net assets acquired) arising on business combinations in
respect of acquisitions since | January 1998 is capitalised. Positive goodwill is amortised to
nil by equal annual instalments over its estimated useful life.

Turnover includes income from customers sales, and income from rental operations
inclusive of value added tax. Gross sales includes amount recognised in respect of sales
made on a agency basis, principally to concession sales.

Interest receivable is accounted for on a accruals basis. Dividends are accounted for when
received.

During the financial period tangible assets have been depreciated by equal annual
instalments based on cost at the following rates:

Investment Property Nil
Freehold Buildings
Fixtures and Fittings/Plant

Transport

2% per annum
5-33.3% per annum
15/20% per annum

Cars 40% per annum with 20% residual value

The foregoing rates are used to write off the cost of the various assets over their
expected useful life.

Depreciation is not provided on land and investment land and buildings. Unrealised
revaluation losses are charged to the Revenue Account, where as unrealised revaluation
gains are held in the Revaluation Reserve and released upon sale of the property or to

revenue reserves over the remaining useful life.
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STATEMENT OF GROUP ACCOUNTING POLICIES (continued).

Tangible Fixed Assets

and Depreciation (continued)

Taxation

Stocks

Repairs

Dividend

Pensions

Funeral Bonds

Inflation Proof Funeral Bonds

Annual Accounts 2006

The Group's Investment Land and Buildings are professionally valued on an open market basis at
least once every five years by qualified Chartered Surveyors. All Investment Land and Buildings were
revalued by qualified Chartered Surveyors at 29 October 2005.

The Land and Buildings brought in on the transfer of engagements of Colchester and East Essex
Co-operative Society Limited were revalued at 29 October 2005, the date of the transfer of
engagements, by independent, qualified Chartered Surveyors, Fenn Wright.

Current - Provision has been made for the estimated liability on accounts to date at the
appropriate rate.

Deferred - Except where otherwise required by FRSI9, full provision without discounting is made
for all timing differences between the treatment of certain items for taxation and accounting

purposes which have arisen but not reversed at the balance sheet date.

Stocks have been valued at the lower of cost and net realisable value.

Repair expenditure is charged against profits in the year that the cost is incurred.

Dividend payable is based on the total voted by the Directors to be approved at the General
Meeting.

The value of dividend per member is based on the level of purchases from qualifying stores.

The Society operates two pensions schemes providing benefits based on final pensionable earnings.
The assets of the Scheme are held separately from those of the Society in an independently

administered fund.

Pension scheme assets are measured using market values. Pension scheme liabilities are measured
using a projected unit method and discounted at the current rate of return on a high quality
corporate bond of equivalent term and currency to the liability.

The pension scheme surplus (to the extent that is is recoverable) or deficit is recognised in full. The

movement in the scheme surplus/deficit is split between operating charges, finance items and, in the
statement of total recognised gains and losses, actuarial gains and losses.

The recognition and measurement requirement of FRS17 ‘Retirement benefits’ have been adopted
for the first time, previously the transitional disclosures of that standard have been followed.

Liabilities under the funeral plan are based on the total commitment at the Balance Sheet date.
The Society operates a Funeral Bond Scheme with the CIS for all new bonds since January 2002.

All monies received in respect of these bonds is retained by the CIS and are safeguarded by
Financial Services Authority compliant arrangement between the Society and CIS.



Group Revenue Account

For the 73 week period ended 28 January 2006

ANNUAL ACCOUNTS 2006

2004/06 (73 weeks)

2003/04 (52 weeks)

As restated

Existing Discontinued Total Existing Discontinued Total
Note £000 £000 £000 £000 £000 £000
Gross value of sales 338,177 124,089 462,266 184,292 97,598 281,890
Gross value of Agency sales (7,374) 0 (7,374) (rro14) 0 (r1914)
Turnover 330,803 124,089 454,892 172,378 97,598 269,976
Less Value Added Tax (24,698) (15,800) (40,498) (10,854) (r,913) (22,767)
Sales 306,105 108,289 414,394 161,524 85,685 247,209
Cost of sales (210,379) (96591)  (306,970) (103,534) (74,558)  (178,092)
Gross Profit 95,726 11,698 107,424 57,990 11,127 69,117
Operating Expenses - ongoing 2 (82,406) (14,774) (97,180) (48,537) (11,815) (60,352)
- exceptional 2 (747) (889) (1,636) 0 0 0
Operating Expenses (83,153) (15,663) (98.816) (48,537) (11,815) (60,352)
Trading Profit before surplus on sale assets 12,573 (3,965) 8,608 9,453 (688) 8,765
Surplus on sale of assets 1,366 102 1,468 223 0 223
Trading Profit/(Loss) after surplus on sale of assets 13,939 (3,863) 10,076 9,676 (688) 8,988
Interest receivable 8 2,991 1,862
Interest payable Il ©) 2)
Other Finance Costs 14 (626) (652)
Profit before Distributions and Taxation 12,432 10,196
Share Interest (563) (347)
Dividend (5,958) (3312)
Grants/Donations 4 (319) (160)
Profit before Tax 5,592 6,377
Taxation 5 (2,481) (2,729)
Profit after Taxation 3,111 3,648
Minority Interest (40) 0
Increase in Reserves |5 3,071 3,648

Existing operations include the post transfer results of the former Colchester and East Essex Co-operative Society Limited.

A statement of the movement on Revenue Reserve is set out in note |5 to these financial statements.

The notes on pages 23/32 form an integral part of the financial statements.
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Group Balance Sheet

As at 28 January 2006

2006 2004
As restated
Note £000 £000 £000 £000
Fixed Assets
Intangible Assets 6 1,697 2,026
Tangible Assets - Owned 7 202,151 62,652
Investments 8 6,195 4,085
210,043 68,763
Current Assets
Stocks 25,234 17,876
Debtors & Prepayments 9 17,401 14,248
Investments 8 45,380 36,400
Cash at Bank and in Hand 6,039 4,705
94,054 73,229
Current Liabilities
Amounts falling due within one year -
Creditors 10 (39,301) (23,638)
Loans Il (280) 0
(39,581) (23,638)
Net Current Assets 54,473 49,591
Total Assets less Current Liabilities 264516 118,354
Long Term Liabilities
Amounts falling due after more than one year -
Creditors 10 (3,357) 0
Provisions for Liabilities and Charges
Deferred Tax 5 (2,877) (238)
Net assets excluding pensions liabilities 258,282 118,116
Pensions liabilities
Total of defined benefit schemes, with net liabilities,
net of deferred tax 14 (26,816) (12,614)
Net Assets 231,466 105,502
Financed by:
Share Capital I3 20,174 12,187
Revaluation Reserve 16 36,073 0
Revenue Reserve 15 174,982 93,315
Members’ Fund 231,229 105,502
Minority interest 237 0
231,466 105,502

The notes on pages 23/32 form an integral part of the financial statements.
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