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TO ALL KNOWN CREDITORS 13 February 2009

Ref: CR/JP/SW/J/INWM0914 /11.1

email: zavvimeeting@uk.ey.com

Dear Sirs
Zavvi Retail Limited (In Administration) (the “Company”)

As you will be aware, the above named company entered administration on 24 December 2008 with A M
Hudson, S Allport and myself being appointed to act as Joint Administrators. | now enclose a copy of
our statement of proposals as required by paragraph 49 of Schedule B1 to the Insolvency Act 1986.

A meeting of creditors will be held at ExCeL London, One Western Gateway, Royal Victoria Dock,
London, E16 1XL on 16 March 2009 at 2:00pm to consider and vote on the following matters:

1. The approval of the Joint Administrators’ proposals.

2. The formation of a creditors’ committee. To be validly constituted, a creditors’ committee must
have at least three and not more than five members.

3. In the event that a creditors’ committee is not formed, to vote on the Joint Administrators’
remuneration as provided for in the proposals.

4. Inthe event that a creditors’ committee is not formed, to vote on the Joint Administrators ability
to draw Category 2 disbursements in accordance with the proposals.

Formal notice of the meeting is enclosed, together with a proxy form and notice of claim form. To be
eligible to vote at the meeting you must submit written details of your claim by 12 noon on the business
day before the meeting. Unless you are attending the meeting in person, you also must complete and
return the proxy form in advance of the meeting if you wish someone to vote on the proposals on your
behalf.

It is important also to note that your right to claim in the Administration and participate in any dividend
that may be payable in the ZRL Administration will not be affected if you do not attend this meeting. You
do not need to attend the meeting in person in order to vote. Someone else can attend and vote on
your behalf (including as is common practice the Chairman of the meeting) if you complete the proxy
form enclosed with this document. The attached set of questions and answers about the initial creditors’
meeting will also provide you with some information on how to complete the proxy form.

Due to the large quantity of claims and proxy forms anticipated to be received by the Joint
Administrators, we ask that you submit your proxy and notice of claim form as soon as possible in one
of the following ways:

» By post to:Electoral Reform Services, London, N81 1ER or

» By email to: zavvi@electoralreform.co.uk or

> By fax to: 020 8365 7013.
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In any case, all notice of claim forms must be received, if they are to be eligible for voting purposes by
12 noon on Friday 13 March.

This will enable the Joint Administrators to deal with all claim and proxy forms in time for the meeting. In
the event a large number of claims are received during the morning of Friday 13 March 2009, the Joint
Administrators may have to adjourn the creditors meeting to allow sufficient time to deal with the claims
received. This is in accordance with a Court Order received by the Joint Administrators and discussed
further in the Joint Administrators statement of proposals. The Joint Administrators will use reasonable
endeavours to ensure the meeting takes place on Monday 16 March 2009. However, in the event the
meeting is adjourned, a notice will be placed on the website www.zavvi-info.co.uk by 11pm on Friday 13
March 2009.

If you do not wish to attend the meeting, a report on the outcome of the creditors meeting will be placed
on the website www.zavvi-info.co.uk and will be available for your review.

Please note that any creditors who hold zavvi vouchers, or who have already submitted vouchers to the
Administrators claiming in the Administration, DO NOT need to vote at or attend the meeting to be
eligible to make a claim. We are currently processing all voucher claims received and will write to all
known claimants shortly. This is discussed further within the proposals.

Should you require any further information please refer to the website www.zavvi-info.co.uk in the first
instance or please email zavvimeeting@uk.ey.com

In any case, please continue to refer to the website www.zavvi-info.co.uk throughout the Administration
for further progress updates.

Yours faithfully
for Zavvi Retail Limited (In Administration)

TAJack e
Joint Administrator™

Enc: Form 2.20B - Notice of a Meeting of creditors
Administrators’ statement of proposals
Form 8.2 - Proxy (Administration)
Administration Notice of Claim for Voting Purposes
Questions and answers about the initial meeting of creditors

The Institute of Chartered Accountants in England and Wales authorises T A Jack and S Allport to act as Insolvency Practitioners
under section 390(2)(a) of the Insolvency Act 1986 and the Association of Chartered Certified Accountants authorises A M Hudson
to act as an Insolvency Practitioner under section 390(2)(a) of the Insolvency Act 1986.

The affairs, business and property of the Company are being managed by the Joint Administrators T A Jack, S Allport and AM
Hudson. The Joint Administrators act as agents of the Company only and without personal liability.




Rule 2.35

(a) Insert full name(s)
and address(es) of
administrator(s)

(b) Insert full name
and address of
registered office of
the company

(c) Insert details of
place of meeting

(d) Insert date and
time of meeting

*Delete as applicable

*Delete as applicable
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Form 2.20B

Notice of a meeting of creditors

Company number
02224492

Name of Company
Zavvi Retail Limited

In the
High Court of Justice, Manchester District Registry

Court case number
11725 of 2008

[full name of court]

Notice is hereby given by (a) Thomas Andrew Jack, Alan Michael Hudson and Simon Aliport

Ernst & Young LLP, 100 Barbirolli Square, Manchester, M2 3EY

that a meeting of the creditors of (b)

Zavvi Retail Limited

cl/o Ernst & Young LLP, 100 Barbirolli Square, Manchester, M2 3EY

is to be held at (c) ExCel London, One Western Gateway, Royal Victoria Dock, London, E16 1XL

on (d) 16 March 2007 at 2:00 pm

The meeting is:

*(1) an initial creditors’ meeting under paragraph 51 of Schedule B1 to the Insolvency Act 1986
(“the Schedule”);

I invite you to attend the above meeting.

A proxy form is enclosed which should be completed and returned to me by the date of the meeting
if you cannot attend and wish to be represented.

In order to be entitled to vote under Rule 2.38 at the meeting you must give to me, not later than 12
noon on the business day before the day fixed for the meeting, details in writing of your claim.

Dated
A copy of the * proposals / revised-propesals is attached

13 February 2009




Zavvi Retail Limited

Administrators’ statement of proposals
Pursuant to paragraph 49 of schedule B1 to the
Insolvency Act 1986

13 February 2009

The Institute of Chartered Accountants in England and Wales authorises T A
Jack and S Allport to act as Insolvency Practitioners under section 390(2)(a) of
the Insolvency Act 1986 and the Association of Chartered Certified Accountants
authorises A M Hudson to act as an Insolvency Practitioner under section
390(2)(a) of the Insolvency Act 1986.

The affairs, business and property of the Companies are being managed by the
Joint Administrators T A Jack, S Allport and A M Hudson. The Joint
Administrators act as agents of the Companies only and without personal
liability.



Abbreviations

The following abbreviations are used in this report:

AL
A2L
Colliers

Customer Creditors

CVL
DLA Piper

Employee Creditors

EUK
HMV

Joint Administrators,
the Administrators

King Sturge
MBO

PESL

VAT group

VHL

Virgin Megastore
Virgin Group
VRSL

Zawvi

Zawvi Group / Group
ZEGL

ZGL

ZIL

ZL

ZOGL

ZRIL

ZRL

Ablegrand Limited (In Administration)
Ablegrand (2) Limited (In Administration)
Colliers CRE

All persons who hold a voucher or vouchers to spend at Zawvi Retail Limited whichk was /
were not redeemed prior to Zavvi Retail Limited entering Administration.

Creditors’ Voluntary Liquidation
DLA Piper UK LLP

All persons who are currently employed or who have been employed by Zavvi Retail Limited
(whether on a temporary or permanent basis) and who may have a claim in the
Administration, or any subsequent liquidation, of Zavvi Retail Limited.

Entertainment UK Limited (In Administration)
HMV Music Limited

Thomas Andrew Jack, Simon Allport and Alan Michael Hudson

King Sturge International LLP
Management Buy Out
Piccadilly Entertainment Store Limited (In Administration)

The VAT group for the following companies: Zavvi Group Limited, Zawvi Retail Limited,
VSpace Limited, Ablegrand Limited, Ablegrand (2) Limited, VR Services Limited, Piccadilly
Entertainment Store Limited, Zavvi Entertainment Group Limited, Zavvi Limited ard
Broomco (4103) Limited

Virgin Holdings Limited

The Virgin group of companies that ran the Virgin Megastore business

All companies under the ultimate holding company Virgin Holdings Limited
VR Services Limited (In Administration)

The trading name of Zavvi Retail Limited

All companies under the ultimate holding company Zavvi Entertainment Group Limited
Zawvi Entertainment Group Limited (In Administration)

Zawvi Group Limited (In Administration)

Zavwvi Ireland Limited

Zavvi Limited

Zawvi Online (Guernsey) Limited (In Liquidation)

Zawvi Retail (Ireland) Limited (In Liquidation)

Zawvi Retail Limited (In Administration)

Erns: & Young
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Introduction, background and circumstances giving
rise to the appointment

Introduction

At 9:30 a.m. on 24 December 2008, Zavvi Retail Ltd (ZRL) entered Administration with

T A Jack, S Allport and AM Hudson being appointed to act as Joint Administrators.
Concurrently, the Joint Administrators were also appointed as Joint Administrators of other
group companies being Zavvi Group Limited (ZGL), VR Services Limited (VRSL), Piccadilly
Entertainment Store Limited (PESL), Ablegrand Limited (AL) and Ablegrand (2) Limited (A2L).
At the time of appointment a winding up petition had been presented against Zavvi
Entertainment Group Limited (ZEGL), which was subsequently placed into Administration on
13 January 2009.

This document, including its appendices, constitutes the Joint Administrators’ statement of
proposals to creditors pursuant to paragraph 49 of Schedule B1 to the Insolvency Act 1986
and Rule 2.33 of the Insolvency Rules 1986 for ZRL only. Separate proposals have been
prepared for the other group companies, which were largely non-trading entities.

Certain statutory information relating to ZRL and the appointment of the Joint Administrators
is provided at appendix A.

Creditors’ meeting

A meeting of the creditors of ZRL has been convened for Monday, 16 March 2009, at 14:00 to
be held at ExCeL London, One Western Gateway, Royal Victoria Dock, London

E16 1XL. The purpose of this meeting is to present the Administrators’ proposals to the
creditors and for the creditors to vote on those proposals. Creditors do not need to attend this
meeting in person and this meeting will not agree the value of any creditor claims in the
Administration.

Further details are provided in the documents accompanying these proposals.

If approved by the requisite majority, the Joint Administrators’ proposals are binding on all
creditors, including those not present or represented at the meeting. For this reason, it is
important that you read this document carefully, properly considering the proposals and
decide whether and how you wish to vote. A creditor is entitled to propose modifications to
these proposals for consideration by the Administrators and creditors.

It is important to note that your right to participate in any dividend that may be payabie in any
of the Zavvi Group companies will not be affected if you do not attend this meeting. You do
not need to attend the meeting in person in order to vote, someone else can attend and vote
on your behalf (including as is common practice the Chairman of the meeting) if you complete
the proxy form enclosed with this document.

Ernst & Young . 3




Background

ZRL was a wholly owned subsidiary of ZGL and is the main trading entity of the Zavvi Group.
The chart below sets out the Zavvi Group of companies.

Zawvi

Entertainment Group Limited

¥
o Zavvi Group
Zawvi Limited Limited
A4 y ¥ Y v
e Piccadilly
Zawi . I Zavvi Online | Vshop Retail | IuEEigtyl .
vomre) | R Guermiey | servces | WCTI | (e | Ry
Limited Limited - Limited Limited
v v
Vretail 1 Zawvi
. retai ;
VR Services ‘ Entertainment Ablegrand (2)
R Services (reland) o
Limited Limited j Limited Limited
Harlandic Zal\{y i ﬁeta’il
Limited (irglend).
 Limited **

Key: Ej Solvent company - UK company in administration I Company in liquidation

The Group was the UK’s largest independent entertainment retailer trading from 114 stores
across the UK and 11 in Ireland. The Group was formed from a MBO of the Virgin Megastore
division of the Virgin Group in September 2007. The Zavvi Group had no debt facilities of its
own but was financed since the MBO through a combination of cash generated from
operations and funding provided to the Group at the time of the MBO.

ZRL employed the majority of the employees (excluding the directors) and was the tenant or
sub-tenant of 101 of the 114 stores. ZRL however, did not purchase any stock, nor did it own
any stock but rather sold the stock as agent for Zavvi Limited (ZL), a company which is not in
Administration. All sale proceeds were received directly by ZL and the profit margin on those
sales was remitted to ZRL pursuant to an agency agreement made between the two parties
dated 14 September 2007. This agency agreement was replaced during the period of
Administration, with a new agreement made between ZL and the companies in
Administration. This is discussed further at section 2 of these proposals.

Employees

At the date of appointment, ZRL employed approximately 2,200 permanent employees and
approximately 1,100 temporary staff. Approximately 65 of the staff were employed at the
Group'’s head office at Hammersmith.

The directors were employed by another company, Broomco 4103 Limited, which is not in

Administration. A management fee was charged to ZRL for the directors at cost plus a small
margin.
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Circumstances giving rise to the appointment of the Administrators

The Group has traded at a loss for a number of years. The Group's business is highly
seasonal, with peak demand occurring across November and December. However, ZRL
experienced considerable cash flow difficulties when EUK, the sole supplier of stock to ZL,
was placed into Administration on 27 November 2008. EUK was a subsidiary of Woolworths
PLC and Daniel Butters, Nicholas Dargan and Neville Kahn, all partners of Deloitte LLP, were
appointed Administrators. We understand the Administrators of EUK believe that there is no
prospect of EUK being sold as a going concern.

As a result of the Administration of EUK, ZL was not able to source stock in its usual way. ZL
sought supplies from alternative suppliers but experienced significant difficultly in obtaining
stock at acceptable prices or on favourable credit terms. This placed considerable pressure
on ZRL's working capital and with quarterly rent payments totalling approximately £13m
falling due on 25 December 2008, the directors considered that ZRL and other group
companies with lease liabilities were unable to meet their creditor liabilities as they fell due.

Accordingly, on 23 December 2008, the directors applied to the High Court for Administration
Orders. As the applications were heard outside normal Court hours, the Administration
Orders took effect from 9:30 a.m. on 24 December 2008.

Trading history

The recent draft financial results of ZRL can be summarised as follows:

Directors’ Net profit Accumulated
Period year or Turnover Gross Gross remuneration after tax reserves
period ended (Em) profit (Em)  profit (%) (Em) (Em} (Em)
78 weeks ended
27 September 2008 441.4 108.8 247 - (55.4) (350.1)

The accounts have not been audited.

Other Group Companies in Administration

On 24 December 2008, the Joint Administrators were also appointed over ZGL, AL, A2L,
PESL and VRSL. The Joint Administrators were appointed to ZEGL on 13 January 2009. All
of these companies were predominantly non-trading.

ZEGL was the ultimate holding company, which was formed at the time of the MBO. The only
asset of ZEGL is a £55m unsecured loan to ZRL. It has a small number of trade creditors,
with a value of approximately £0.2m.

ZGL was the original holding company prior to ZEGL. ZGL did not trade; however, it was the
representative member of the Group’s VAT group, being responsible for the submission of
VAT returns. ZGL is also a guarantor of certain store leases.

AL, A2L and PESL did not trade; however, they held numerous leases and were tenants of a
number of the stores operated by ZRL. ZRL paid all the lease liabilities of these entities
pursuant to agreements entered into by ZRL and the respective group companies. We
understand that these agreements were entered into in 2004. We have not yet been able to
review signed copies of the respective agreements.

VRSL does not trade. The only asset of VRSL is an inter-company-debtor which is offset by
an equal tax liability.

Ernst & Young 5




The financial position of the other Group companies, according the Statements of Affairs
submitted by the directors, is summarised below:

£m ZEGL ZGL PESL VRSL AL A2L
Total assets 55.3 0.2 - 1.2 - -
Total liabilities (0.2) - (1.5) (1.2) (4.4) (2.9)
Net assets/(liabilities) 55.1 0.2 (1.5) - (4.4) (2.9)
Ireland

On 30 December 2008 Zavvi Retail (Ireland) Limited (ZRIL) was placed into liquidation and
David Hughes of Ernst & Young was appointed Liquidator. This company operated 11 stores
throughout Ireland and similarly to ZRL it did not own any stock. It sold stock as agent for
Zawvi (Ireland) Limited (ZIL).

Guernsey

On 24 December 2008, Zawvi Online Guernsey Limited (ZOGL) entered liquidation and
Thomas Andrew Jack and Andrew Dann were appointed Liquidators. ZOGL operated the
Group's transaction website (zavvi.co.uk). ZOGL employed two employees, as well as
utilising ZRL staff support for which ZRL recharged along with other operating expenses to
ZOGL.

Other Group Companies not in Administration

There are an additional seven companies in the Zavvi Group which the directors do not
believe are insolvent. These companies are ZL, Zawvi (Ireland) Limited, VRetail Services
Limited, Zavvi Entertainment Group (Ireland) Limited, Harlandic Limited, VShop Retail
Services Limited and V Space Limited. With the exception of ZL and ZIL these companies are
dormant and have negligible assets and liabilities.
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Purpose, conduct and end of Administration

Purpose of the Administration
The purpose of an Administration is to achieve one of three objectives:

a. Torescue the company as a going concern.

b. To achieve a better result for the company’s creditors as a whole than would be likely if
the company were wound up (without first being in Administration).

c. To realise property in order to make a distribution to one or more secured or preferential
creditors.

Insolvency legislation provides that objective (a) should be pursued unless it is not
reasonably practicable to do so or if objective (b) would achieve a better result for the
company’s creditors as a whole. Objective (c) may only be pursued if it is not reasonably
practicable to achieve either objective (a) or (b) and can be pursued without unnecessarily
harming the interests of the creditors of the company as a whole.

At the date of appointment, the prospect of achieving purpose (a) did not appear realistic for
the following reasons:

» The significant operating losses incurred by ZRL made it is unlikely that equity
investment could be secured.

» Following the failure of EUK it would be difficult for ZRL to be able to secure stable and
competitive supplies.

As the primary objective (a) was not viable objective (b) was pursued, namely to achieve a
better result for creditors than if ZRL had been wound up (without first being in Administration)
and in the event that this could not be achieved (c) to realise property in order to make a
distribution to one or more secured or preferential creditors.

The Administration strategy reflects the following:

» The Administrators were able to secure a contribution of £11.1m from ZL to cover margin
on future trading, plus an additional £6m on account to cover the costs of ongoing
trading, which would not be available in liquidation. This is discussed further in the
Conduct of the Administration section of the proposals.

» The Joint Administrators were aware of interested parties who may seek to acquire
certain operations and assets of ZRL, which would be best achieved through enabling
such operations to continue to trade for a limited period whilst negotiations were
ongoing.

» In selling certain stores as a going concern the associated transfer of employees would
reduce the level of preferential and unsecured claims arising in the Administration.

The sections that follow set out the actions taken in the Administration and how it is
envisaged that the purpose of the Administration will be achieved.

Conduct of the Administration
Compromise Agreement and New Agency Agreement

On 23 December 2008, a confidential Compromise Agreement was entered into between the
Administrators of EUK, ZL, ZIL and VHL, subject to a New Agency Agreement being entered
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into between ZL and ZRL (in Administration), for amounts outstanding to EUK from ZL. The
Compromise Agreement avoided insolvency for ZL, which was otherwise likely.

If the Compromise Agreement had not been entered into, the directors of ZL would have been
compelled to seek the protection of an Administration Order, due to the fact ZL would have
been unable to pay its debts as and when they fell due. This would have led to ZRL ranking
as an unsecured creditor to the value of circa £12.6m in respect of outstanding margin
payments. As a prospective unsecured creditor in ZL, ZRL would have ranked behind a
secured creditor up to the value of approximately £80m (representing the amount owing from
ZL to EUK and guaranteed by Virgin Holdings Limited (VHL) which holds security over ZL),
and would likely have received no dividend.

The New Agency Agreement was entered into on 24 December 2008 by the Joint
Administrators and ZL, to enable ZRL to continue to sell ZL's stock and preserve value in
ZRU's assets. This enabled the Joint Administrators to secure a considerably higher level of
realisations than would otherwise have been the case. The main terms of the New Agency
Agreement are as follows:

» ZRL's stores would continue to trade and sell ZL stock, with proceeds being remitted to
ZL up until 23 February 2009;

» The Joint Administrators would continue to manage the stores, including managing the
sale process of stores and store closures;

» ZL would make a payment of £11.1m to ZRL in lieu of any margin payments owing under
the original agency agreement and in consideration of earnings for the period
24 December 2008 to 23 February 2009, plus pay an additional £0.25m in funding to
ZRL and pay a further £0.9m to other group companies in Administration; and

» ZL would pay all certified operational costs in relation to the performance of the Agency
Agreement by ZRL and other group companies, including but not limited to employees,
security, leases, IT, insurance and utilities, with £6m being paid on account in advance.

As a result of the Compromise Agreement, the Joint Administrators were able to negotiate the
New Agency Agreement and secure £11.35m for the creditors of ZRL, which had ZL gone into
an insolvency process, would have more than likely resulted in nil return to the creditors of
ZRL. This also gave the opportunity to generate substantial further realisations during the
Administration. This and the further advantages of the New Agency Agreement are set out in
the following Trading section of this report.

Trading

Pursuant to the New Agency Agreement discussed above, the Joint Administrators have
continued to enable the stores throughout the UK to trade. The decision to enter into the New
Agency Agreement by the Joint Administrators was based on the following:

» To preserve the value in the assets of ZRL, which were considered to be of more value
as a going concern;

» Inthe event ZL had gone into an insolvency process, it would have been unlikely that
there would have been any surplus funds to pay a dividend to ZRL in relation to the
margin creditor of circa £12.6m outstanding after paying out the secured crediter;

» The New Agency Agreement gave certainty to the outcome of the trading period for ZRL,
as ZL is liable for all trading costs of ZRL, and

» |t enabled ZRL to achieve other income for the Administration, such as rental income

from Virgin Concessions that would not have been recoverable had ZRL ceased to
trade.
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If the New Agency Agreement had not been entered into the net profit that may have been
receivable by ZRL for the period to 31 January 2009 is estimated at only circa £2.6m at best.
This is summarised as follows:

Description £{m)
Sales 40.0
Average margin (25%) payable by ZL to ZRL 10.0
Virgin Concessions Retail income 0.2
Less accrued trading costs (7.6)
Net Profit to ZRL 26

This illustrates the benefit of the New Agency Agreement, which instead generated £11.35m
for the trading period to 23 February 2009, and gave the opportunity to generate further
realisations from other assets as the business has continued to trade.

Store closures

To date, it has been necessary to close 72 stores in the UK for economic and commercial
reasons, which has resulted in redundancies of approximately 1,062 staff.

Vouchers

Until 4 December 2008, ZRL sold gift vouchers, which customers could use to buy goods
from Zavvi stores for up to two years after the date on which the voucher was purchased.

Once the company's directors became aware of the financial difficulties of EUK, they sought
to protect customer interests by paying funds received from voucher sales into a trust account
for the specific benefit of those who had purchased vouchers from 27 November 2008
onwards. The directors have informed us that until 27 November 2008 they had no reason to
believe there would be any issue regarding the sale of vouchers from their stores. Zawvi
stores stopped selling vouchers on 4 December 2008 and the directors also sought to stop
the sale of zavvi vouchers from non-Zavvi outlets.

When ZRL entered Administration, the Joint Administrators took the decision not to allow the
redemption of vouchers in return for goods in the stores. There were two reasons for this:

1. ZRL did not own the stock in the stores. Before the Administration, if customers
redeemed vouchers in Zavvi stores, ZRL had to pay the owner of the stock the retail
sale price of the goods. In the normal course of business, if a company is able to
pay all its debts as they fall due, this is not a problem. At the date of Administration,
ZRL was insolvent and there were vouchers with a total value of approximately
£4.1m which had not been redeemed. |f the Administrators had allowed vouchers to
be redeemed against stock, they would have had to make substantial payments to
the owner of the stock without receiving any monies from the ‘sale’ of the stock. This
would have been to the detriment of the other unsecured creditors of ZRL.

2. The Administrators have a duty to act in the interests of all creditors to realise assets
and distribute funds according to statutory legal priorities as set out by the Insolvency
Act. They are not able to prefer one creditor over another. Consequently, it was not
possible to use monies realised from commission on the sale of stocks, or from the
realisation of ZRL's assets, to repay the voucher unsecured creditors ahead of other
unsecured creditors.

Instead, outstanding vouchers are to be dealt with through Customer Creditors directly
claiming in the Administration of ZRL. Information on how Customer Creditors can make a
claim is also available at www.zavvi-info.co.uk.

It is currently anticipated that those Customer Creditors whose claims relate to vouchers

purchased on or after 27 November 2008 will receive a substantial and possibly full refund in
respect of such claims. The Joint Administrators expect to set a deadline for the submission
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of all voucher claims relating to the period on or after 27 November 2008 in due course. This
will be posted on the website www.zavvi-info.co.uk and advertised in The Mirror and The
Times.

Unfortunately, Customer Creditors with claims in relation to vouchers purchased prior to

27 November 2008 are unsecured creditors in the Administration. Such creditors rank equally
alongside trade and other unsecured creditors, and are entitled to participate in any
subsequent distribution of surplus monies.

Any dividend payable to voucher holders not covered by the trust account funds will be
subject to the same timeframe and process as the rest of the unsecured creditors of the ZRL.
Please refer to the Dividend section of these proposals for further details.

Some key statistics in relation to vouchers are as follows:

» At the date of Administration there were approximately 510,000 unredeemed vouchers
with a total value of approximately £4.1m.

» To date the Joint Administrators estimate that approximately 32,000 voucher cards have
been received in support of claims.

» Voucher claims are continuing to be received at a rate of approximately 100 to 200
claims per day.

» The average outstanding value of voucher cards is £8.12. Vouchers purchased since
27 November 2008 have an average value of £15.83.

» The value of vouchers sold since 27 November 2008 is £685,814. The value of funds
lodged in the trust account corresponding to these potential claims is £681,879.

Due to the large volume of voucher claims being received, the Joint Administrators have
appointed a specialist to assist in processing the voucher claims. We will shortly be writing to
all known voucher claimants to advise on the status of their claim.

Asset realisations
Sale of business

Following widespread media coverage of the Administration the Joint Administrators received
a large number of enquiries regarding the purchase of the business and assets of the Group
companies. In addition, the Joint Administrators contacted a large number of potential
interested parties known by management or identified by ourselves.

It became clear that no party was interested in acquiring the Group as a whole on a going
concern basis. Consequently the sale of business strategy focused on selling groups of
stores and assigning leases.

To date the Joint Administrators have achieved gross realisations of circa £0.63m from the
sale of nine UK stores to HMV on 14 January 2009. This sale also secured the transfer of
269 employees to HMV. The Joint Administrators continue to negotiate with a number of
interested parties for the sale of further stores within the portfolio.

Cash floats

At the date of appointment, the Administrators’ staff attended each of the trading Zavvi
stores. As a result, the Administrators were able to secure circa £1.0m in cash floats but circa
£0.6m remains in operational use at stores that continue to trade.

Debtor collections

At the date of appointment, the debtor ledger totalled circa £4.1m, largely in relation to
payment voucher and marketing debtors. To date, we have recovered £0.78m of this balance.
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Of the residual balance, £1.5m is deemed to be non-recoverable due to the nature of the debt
and counter claims. We are actively pursuing the collection of all remaining debtors.

Fixture and fittings

Fixtures and fittings relates to IT equipment, audio visual equipment, racking and other office
furniture across the store network. Zawvi fixtures and fittings are on average 3 to 5 years old
and given recent high profile retail casualties there is an influx of these items on the second-
hand market, which is impairing value. This, coupled with the costs to collect, rent incurred to
allow time to remove the items and agents costs to sell the items restricts the net realisable
value. At this time we anticipate that the sale of fixtures and fittings will achieve net
realisations of only circa £0.1m.

Lease premiums

To date the Joint Administrators have achieved the surrender of one store at a premium of
£0.35m. The Joint Administrators will continue to seek the surrender of further leases at a
premium where possible.

Potential dividend

Due to the large number of potentially high value contingent claims, primarily relating to
property leases, it is difficult to estimate the potential dividend that may be payable to
unsecured creditors. However, at this stage of the Administration it is hoped that a dividend
could be payable of around £0.05p/£.

It is too early in the Administration to indicate a timeframe for the payment of any dividends.

Future conduct of the Administration

In order to achieve the purposes of the Administration, it is proposed that the Joint
Administrators will continue to manage the affairs, business and property of ZRL in the
manner outlined above, including but not limited to the following:

» Continue to trade stores, with a view to achieving a going concern sale of as many
stores as possible, thereby maximising realisations from the outstanding book debts and
the remaining fixture and fittings held at these stores and minimising claims from
landlords and employees.

» To the extent that the sale of stores is not possible or not considered to be in the
interests of creditors, conducting an orderly realisation and recovery of such assets.

» Collect the company’s book debts.

» Finalise the Administration, including the payment of all Administration liabilities.

» Assist in the assignment of leasehold interest to the purchasers of the company's
property to comply with any other transitional agreements made in any sale and
purchase agreements.

» Review the tax affairs of ZRL.

» Deal with preferential creditor claims.

» Deal with intercompany claims between ZRL and other Zavvi Group companies.

» Deal with trust account voucher claims, unsecured voucher claims and all other
unsecured creditor claims as appropriate.

The Administrators may seek the permission of the Court to make a dividend distribution to
unsecured creditors during the course of the Administration, however, this is yet to be
confirmed.
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If a dividend distribution is not to be made in the Administration, the Joint Administrators will
seek to enable ZRL to move into a Creditors’ Voluntary Liquidation (CVL) to allow the
distribution of available monies to the unsecured creditors.

The end of the Administration

If a dividend distribution is not made in the Administration, it is proposed that, at the end of
the Administration, ZRL will move straight into CVL upon the filing with the registrar of
companies of a notice pursuant to paragraph 83 of Schedule B1 to the Insolvency Act 1986.

It is proposed that the Liquidators will be Thomas Andrew Jack and Simon Allport of Ernst &
Young LLP. In accordance with paragraph 83(7) of Schedule B1 to the Insolvency Act 1986
and Rule 2.117(3) of the Insolvency Rules 1986, creditors may nominate a different person as
the proposed liquidator, provided that the nomination is made after the receipt of these
proposals and before the proposals are approved. It should be noted in this regard that a
person must be authorised to act as an insolvency practitioner in order to be appointed as
liquidator.

However if there is a dividend distribution made to unsecured creditors in the Administration
and if at the end of the Administration ZRL has no property which might permit a further
distribution to its creditors and there are no further matters to be dealt with, it is proposed that
the Joint Administrators will send a notice to that effect to the registrar of companies. On
registration of the notice the Joint Administrators’ appointment will come to an end. In
accordance with the provisions of paragraph 84(6) of Schedule B1 to the Insolvency Act 1986
the ZRL will be deemed to be dissolved three months after the registration of the notice.
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Statement of affairs

The directors have submitted their Statement of Affairs in respect of ZRL as at
24 December 2008 and a summary is attached at appendix B.

Please note that the Statement of Affairs represents the directors’ estimates of the realisable
value of the Group's assets and may differ from actual amounts realised. Similarly, a number
of creditor claims have yet to be quantified and may be higher than indicated. All values are
shown before applicable costs of realisations.

An application by the Joint Administrators of ZRL to the High Court of Justice was heard on
28 January 2009. Following this an order was made permitting the Joint Administrators to
dispense with the requirement to provide name, address, and debt details in respect of
Customer Creditors and Employee Creditors. Sending out the Statement of Proposals in this
form will satisfy the Administrators’ obligations pursuant to paragraph 49 of Schedule B1 and
Rule 2.33 of the Insolvency Rules 1986.

We provide below further information relating to the assets and liabilities in the Statement of
Affairs, prepared by the directors. The figures have been compiled by Company management
and have not been subject to independent review or statutory audit.

Summary of assets

Fixed assets

The fixed asset balance relates to the book value of store fixtures and fittings as at the date
off appointment. The directors estimate that these have no realisable value based on the age
of the fixtures and fittings and the current economic climate.

Book value (£m) Estimated to realise (£m)

Fixed assets 25.9 Nil

Debtors

Debtors are made up of voucher sales by non-Zavvi outlets, sub-leases, sales on account
and marketing. The directors consider the debtors to be fully recoverable.

Book value (£Em) Estimated to realise (Em)

Debtors (excluding provisions) 3.2 3.2

Intercompany debtors

Intercompany debtor balances are set out below:

£m

Zawvi Retail (Ireland) Limited 5.0
Zawvi Online (Guernsey) Limited 37
Zavvi Limited 12.8
21.5

The directors have not made an estimation of realisable value as the recoverable amounts
will depend on whether any dividends are payable from the Administrations of ZRIL and
ZOGL and the balance in respect of ZL is subject to the separate arrangements entered into
at the outset of the Administration of ZRL.
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VAT

This is a pre-appointment VAT refund recoverable by ZGL and owed by ZGL to ZRL as part of
the Zavvi VAT group.

Book value (Em) Estimated to realise (Em)

VAT 3.2 3.2

Summary of liabilities
Secured Creditors

ZRL does not have any secured creditors.

Preferential Creditors

The directors’ estimate of preferential claims is summarised below. However, we advise that
this amount is yet to be verified and formally claimed for by employees and as such, should
be used as an estimate only.

£m

Holiday pay to 24 December 2008 0.7

The Joint Administrators enabled ZRL to pay unpaid wages up to the date of appointment and
therefore only holiday pay remains outstanding.

Non-preferential Creditors

Lease exit costs — £110.4m

Lease exit costs are a contingent liability of the Administration and have been estimated
based on the assumption that it takes all landlords two years to re-let vacated properties at
an average rental value and average remaining lease term. This estimate excludes leases
subject to the sale agreement with HMV, but includes full amounts for leases that have been
surrendered.

The actual value of such claims will vary by lease and will be affected by individual lease
terms, ability of the landlord to re-let the property and other mitigating steps. It should be
noted that landlords have an obligation to seek to mitigate losses in respect of such claims.
Intercompany Creditors

Intercompany creditors can be summarised as follows:

£m

VR Services Limited 1.2
Zavvi Group Limited 0.2
Broomco (4103) Limited* 0.1
Zawvi Entertainment Group Limited 55.3
56.8

*Connect party

The Joint Administrators have not yet verified the above claims but will seek to do so in the
course of the Administration.
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Employees

The directors' estimate of non-preferential employee claims is set out below. However we
advise that this amount is yet to be verified and formally claimed for by employees and as
such, should be used as an estimate only.

£fm

Pay in lieu of notice 2.4
Redundancy 1.7
4.1

Sundry - £11.08m

The largest balance in sundry creditors relates to potential voucher claims, less amounts held
on trust as follows:

£m

Total vouchers 4.1
Less: vouchers on trust 0.7)
3.4
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Prescribed part

The prescribed part is a proportion of floating charge assets set aside for unsecured creditors
pursuant to section 176A of the Insolvency Act 1986. The prescribed part applies to floating
charges created on or after 15 September 2003.

There are no floating charges granted by ZRL. As such, the prescribed part does not apply in
the Administration of ZRL.
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Administrators’ remuneration and disbursements and
payments to other professionals

Remuneration

The statutory provisions relating to remuneration are set out in Rule 2.106 of the Insolvency
Rules 1986. Further information is given in the Association of Business Recovery
Professionals’ publication ‘A Creditors’ Guide to Administrators’ Fees', a copy of which may
be accessed from the web site of the Insolvency Practitioners Association at
http://www.insolvency-practitioners.org.uk (follow ‘Regulation and Guidance’ then ‘Creditors’
Guides to Fees'), or is available in hard copy upon written request to the Joint Administrators.

The Joint Administrators believe it is likely that a Creditors’ Committee will be formed. In such
circumstances the Joint Administrators will be seeking approval from the Creditors’
Committee to have their remuneration fixed by reference to the time properly spent by them
and their staff on matters arising in the Administration in accordance with Rule 2.106(2) (b) of
the Rules.

The Joint Administrators will request approval from the Creditors’ Committee to charge for
and draw fees on a monthly basis at a level up to 80% of all time properly spent by them and
their staff on matters arising in the Administration. The Joint Administrators shall seek the
approval by subsequent resolutions of the Creditors’ Committee to charge for and draw fees
in respect of the balance of 20% of all time properly spent by them and their staff on matters
arising in the Administration.

Details of the Administrators’ time costs and charge out rates will be provided to the Creditors’
Committee as the approving body. Details of amounts drawn will be provided to creditors in
progress reports.

In the event that a Creditors’ Committee is not formed, the Joint Administrators propose that
their remuneration be fixed on the basis of time properly spent by them and their staff in
dealing with matters arising in the Administration and that they be permitted to charge for and
draw fees in respect of such time costs on a monthly basis. In these circumstances details of
the Administrators’ time costs and charge-out-rates will be provided to the creditors in
progress reports.

Attached at appendix C is a statement on the Administrators’ charging policy.

Disbursements

Appendix C also includes a statement of the Joint Administrators' policy for charging
disbursements. The Joint Administrators propose to charge and draw payment for all
Category 1 expenses from time to time but do not propose to seek approval for their
payment.

In addition, the Joint Administrators will from time to time request approval from the Creditors’
Committee to charge and draw payment for Category 2 expenses. In the event a Creditors’
Committee is not formed the Joint Administrators propose that they be permitted to charge
and draw payment for Category 2 expenses from time to time during the Administration.

Payments to other professionals

The Joint Administrators have engaged DLA Piper to provide legal services, Colliers to advise
on leasehold properties, King Sturge to advise on rates recoveries and other professionals as
deemed appropriate. The Joint Administrators have chosen these professionals based on
their experience on similar assignments and on suitability for the Administration of ZRL.

Details of the fees paid to date are included in the receipts and payments account attached at
appendix D. The only fees paid to date are a payment on account of £162,002 paid to DLA
Piper.
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Other matters

Administrators’ receipts and payments

A summary of the Administrators’ receipts and payments for the period from
24 December 2008 to 6 February 2009 is attached at appendix D.

Court Order
On 28 January 2009 an order was made in the High Court of Justice as follows:

>

In relation to Customer Creditors the requirement to notify them by post of the
appointment is dispensed with.

The requirement to provide name, address, and debt details in respect of Customer
Creditors and Employee Creditors is dispensed with.

The period within which the creditors’ meeting must be held is extended to 16 March
2009.

In relation to notifying Employee Creditors and Customer Creditors of the initial meeting
of creditors, the Administrators may provide such notification by publishing notices on
the Zavvi website and Ernst & Young website. In addition advertisements must be placed
in The Times and The Mirror newspapers, and those without internet access will be able
to write to the Joint Administrators to request copies of the documents.

The requirement to notify Employee Creditors and Customer Creditors of any
adjournment of the meeting, and of the result of the meeting will be met by the Joint
Administrators publishing the appropriate notices on the Zavvi and Ernst & Young
websites.

The Order was sought to not disclose the details of Employee Creditors and Customer
Creditors to protect the privacy of these creditors, as otherwise their personal details
including names and addresses would have been made publically available.
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Appendix A Statutory information

Company information

Zawvi Retail Limited

c/o Ernst & Young LLP
100 Barbirolli Square
Manchester

M2 3EY

02224492

77-85 Horatio House
Fulham Palace Road
London
W6 8JA

Company name:

Registered office address:

Registered number:

Trading address(es):

Details of the Administrators and of their appointment

Administrators: T A Jack, A M Hudson and S Allport

Date of appointment: 24 December 2008

By whom appointed: The appointment was made by made by a directors’ application to Court under the

provisions of paragraph 10 of Schedule B1 to the Insolvency Act 1986.

11725 of 2008
High Court of Justice, Chancery Division, Companies Court

Court reference:

Any of the functions to be performed or powers exercisable by the Administrators may be
carried out/exercised by any one of them acting alone or by any or all of them acting
severally.

Statement concerning the EC regulation

The EC Council Regulation on Insolvency Proceedings does apply to this Administration and
the proceedings are main proceedings. This means that this Administration is conducted
according to UK insolvency legislation and is not governed by the insolvency law of any other
European Union Member State.

Share capital

Authorised Issued and fully paid

Class Number £ Number £
Ordinary 1 1 1 1
Directors and secretary and their shareholdings

Director or Current
Name Secretary Date Appointed Shareholding
Steve Peckham Both 21 June 2001 Nil
Simon Douglas Director 4 October 2004 Nil
Mark Noonan Director 12 May 2008 Nil
Shareholdings
Name Role Current shareholding

Zavvi Group Limited

Parent company
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Appendix B Directors’ statement of affairs
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Rule 2. 29

(a) Insert name and
address of registered
office of the company

ADMO1B03

(b) Insert date

Form 2.14B

Statement of affairs

Name of Company Company number
Zavvi Retail Limited (in Administration) 02224492

In the Court case number
High Court of Justice, Chancery Division, Companies 11725 of 2008
Court [full name of court]

Statement as to the affairs of (a) Zavvi Retail Limited (in Administration)

c/o Ernst & Young LLP, 100 Barbirolli Square, Manchester, M2 3EY

on the (b)_24 December 2008 . the date that the company entered administration.

Statement of Truth

| believe that the facts stated in this statement of affairs are a full, true and complete statement of
the affairs

of the above named company as at (b) 24 December 2008 the date that the company entered
administration.

Full name g“lf{) (TN P&WMM

Signed (-;é g

Dated PR RS
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Assets
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A1 - Summary of Liabilities

Estimated total assets available for preferential
creditors {carried from page A}

Liabilities
Preferential creditors:-
Estimated deficiency/surplus as regards preferential creditors

Estimated prescribed part of net property where applicable (to carry
forward)

Estimated total assets available for floating charge holders

Debts secured by floating charges

Estimated deficiency/surplus of assets after floating charges

Estimated prescribed part of net property where applicable (brought down)

Total assets available to unsecured creditors

Unsecured non-preferential claims (excluding any shortfall to floating
charge holders)

Estimated deficiency/surplus as regards non-preferential creditors
(excluding any shortfall to floating charge holders)

Shortfall to floating charge holders (brought down)
Estimated deficiency/surplus as regards creditors

Issued and called up capital

Estimated total deficiency/surplus as regards members

Estimated
3 realise
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Intercompany Balances

Zavvi Retail (Ireland) Limited
Zavvi Online (Guernsey) Limited
Zavvi Limited

VR Services Limited

Zavvi Group Limited

Broomco (4103) Limited

Zavvi Entertainment Group Limited

Debtor Creditor
£ £

4,974,237
3,691,059
12,830,951

(1,230,638)

(242,531)

(115,118)

(55,317,754)

21,496,247 (56,906,041)
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Other creditors

Accruais

Intray

Credit card commission
Marketing

\/ Mobile

Paypoint

iTunes

Paper gift vouchers

E-gift vouchers 4,129,052
Less: gift voucher trust account (681,880)
Customer deposits

Charity suspense

Tickets

Property

11,080,675

2,720,978
1,146,779
200,308
849,151
1,112,485
168,898
122,585
249,374

3,447,173
14,391
700
16,216
1,031,637

See Sheet - sundry accruals > 7T

Invoices not yet approved for payment < {fpery

BCMS and Amex
POs raised - no invoice
Settled with receivables - no write off

paper gift vouchers - all pre 271108
gift voucher trust account - shown in cash

Sudry minor ticket sales managed by stores

Clteetr - %




Sundry Accruals

Estimate of invoices not yet received

Store Accruals Action Points
Account

Cleaning

Electicity

Water

Phones

Tags

Bags

Sonopress
Stationary

Bank Charges

CCTV

Stockcheck

Footfall

Reactive Maintenance
Planned Maintenance
Smartbox

Head Office Accruals Action Points
Account

Training

Car Leases
Phones

Travel

Iron Mountain
Consultancy Fees
Audit Fee

Bureau Charges

Amount £

185,591
1,427,417
189,461
23,042
146,127
238,179
10,328
5,000
34,151
23,410
10,949
59,637
49,130
82,530
75,000

5,000
344
8,310
1,500
169
10,917
121,887
12,000

2,720,978




Element 2 Name

ADT Total

AMENCO Total

DATACASH Total

FACILITIES SERVICE G Total
ARKADIN Total

APEX RADIO SYSTEMS L Totat
ACCESS PLUS MARKETIN Total
ARRON ALEXANDER Total
ALMIGHTY WINDOW CLEA Total
BROOKS PACKAGIN Total

BPP Total

BROADMEAD Total

BRIT Total

BCM Total

BISHOPS MOVE Total
BRIGHTON & HOVE BUSI Total
BUSINESS TRAVEL DIRE Total
BELFAST CITY CENTRE Total
VEOLIA ENVIRONMENTAL Total
CONTACTA COMM SYS Total
COMPCO Total

CRAWLEY & GATWICK BU Total
CEDEL Total

CELERITY INFORMATION Total
ITAB INTERIORS LTD Total
CERIDIAN CENTREFILE Total
CLINIC LONDON LIMITE Total
DEE Total

DIRECT Total

DLA BUSINESS & LAW Total
DARTFORD Total

DELL Total

DUNDEE CITY COUNCIL Total
COLLIERS Total

EXETER CITY COUNCIL Total
QUBE GLOBAL SOFTWARE Total
KELWAY (UK) LIMITED Total
EVOLVE DESIGN LTD Total
EPM AIR CONDITIONING Total
EVENTSEC LTD Total
FOYLESIDE Total

FOOTFALL LTD Totai

FUJITSU SERVICES Total

GDS SECURITY UK LTD Total
HC SLINGSBY Total
HEATHROW Total

HOBERT COMPUTING Total
INITIAL CONTRACT Total
INITIAL WASHROOM SOL Total
IMAGE TECHNIQUE LTD Total
IV INTERIORS Total

RGIS INVENTARY SPECI Total
NIELSEN BOOK SERVICE Total
JULIAN CHRUCH & ASSO Total
KIRBY Total

KINGS SECURITY SYSTE Total
LONDON BOROUGH Total
Profile Shelving Total

LIVE & BREATHE Total
MORPLAN Total

MORRIS Total

MICRO Total

M RS Total

MG OMD (MANNING) Total
MULTIMAP.COM Total
MERCIA RADIOTELEPHON Total
MIDLAND SOFTWARE LTD Total
GREENSTAR ENVIROMENT Total
MICROSTRATEGY Total
MEADOWHALL CENTRE Total
MAXTAG (UK) LTD Total
NOVOTEL Total

NEW ENTERTAINMENT DA Total
OTIS Total

PESTPROOF Total

PENNINE Total

PARGMA PORTFOLIO MAN Total
PROGRESSIVE ID LTD Total
PROGRAMME MASTER Total
POWERGIRLS LTD Total
RENTOKIL LTD Total

REED EMPLOYMENT Totai
G4S SECURITY SERVICE Tota!
RENTACRATE Total

ROCWELL Total

RESOUND Total

RESOLUTION Total
SANDERSON RBS LIMITE Total
REGENT STREET ASSOCI Total
RAPID LINES LTD Total
ROMEIKE LTD Total
SECURICOR Tatal

INITIAL ELECT(SHORR) Total
SHARP Total

SERVICOM Total

SHEFFIELD CITY COUNC Total
SENSORMATIC Total
SELECTA Total

SIEMENS Total

SOUTH Total

JOHKN HENRYS LTD Total
SHOPSAFE Total

SIGNATURE INDUSTRIES Total
SARNEL SERVICES LTD Total
SONOPRESS Total

SUPPLIES TEAM Total
SEQUOIA Total

STARCREST ENGINEERIN Total
TEACRATE Total

TT SOLUTIONS INTERI Total

U P SERVICE Total
UNIVERSAL Total

VOLUMATIC Total

VIDEOQ Total

VINCENTS {NORWICH) L Total
VANCO Total

VIRGIN MANAGEMENT Total
VENDA LTD Total

XAVOR Total

Grand Total

Home value

{23,875 45)
{17,497 14)
(5.757 50)
(142,158 81)
(1.715.47)
(168.20)
(36,149.34)
1255.00)
(36.40)
(1,086.75)
(309.38)
(719 90)
(3.595.50)
(44.76)
(60102}
(76.38)
{1.818.10)
{23.50)
(358.61)
(398.91}
(11,941.23)
(375.00)
(182.12)
(1,845.89)
(52,071.98)
(53.791.50)
(1,468.75)
(537.50)
{809.60)
16,986.47)
(150.00)
(143.35)
(91 865)
(54.487.91)
(415.18)
(3.450.00)
(1.475.84)
(12.250.00)
(132.48)
{4,053.78)
(3,184.23)
(215,045.01)
(2.141.00)
(126 76)
(234.41)
(335.44)
(671.49)
(1,302.96)
(1,303.06)
(53,618.81)
(174.80)
(3.891.72)
(2,155.06)
(9,165.00)
(6.12)
(3,137.24)
(1,351.77)
(6,238.53)
(88,942.93)
(355.39)
{185.99)
(6,352.78)
(471.26)
(9.786.96)
(1.762.50)
(137.48)
(18,417.38)
(5,046.05)
(423.00)
(2.956.10)
(161.00)
(198.00)
(59.95)
(5.472 56)
(414.69)
(107.22)
(32.832.01)
(390.99)
(1,175.00)
(1,840.00)
(2,344 13)
{760.97)
(5,707.56)
(130.15)
(183.87)
(613.36)
(9,043.81)
(9,439.08)
(258.50)
217.38
(4,244.10)
507.68
(1,663.06)
(8.107.41)
(102.31)
(182 10)
(7.714.52)
(370.34)
(1,215.70)
(184.45)
(846.53}
(897.16)
(131.60)
(377.88)
(6,223.31)
(28.125.49)
(352.50)
(1.521.63)
(80.64)
(8,908 20)
(66 57)
(824.85)
(476.98)
(2,700.00)
(8,919.24)
{65,710.26)
(38,081.80)
(1,039 17)
(6,921 07)

(1.146,779.30)
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Appendix C  Statement of Administrators’ charging
policy for remuneration and
disbursements pursuant to Statement
of Insolvency Practice No.9

Charging and disbursement policy
Administrator’s charging policy for remuneration

The Administrators have engaged managers and other staff to work on the Administration.
The work required is delegated to the most appropriate level of staff taking account of the
nature of the work and the individual's experience. Additional assistance is provided by
accounting and treasury executives dealing with the company’s bank accounts and statutory
compliance diaries. Work carried out by all staff is subject to the overall supervision of the
Administrators.

All time spent by staff working directly on case-related matters is charged to a time code
established for the case. Each member of staff has a specific hourly rate, which is subject to
change over time. Details of hourly rates will be provided to the Creditors’ Committee or other
body responsible for approving remuneration. In the event that a Creditors’ Committee is not
formed and the Joint Administrators’ remuneration fails to be agreed by a resolution of a
meeting of creditors, the Joint Administrators will conduct such a meeting by correspondence
and details of charge out rates and time charged will be circulated in advance to creditors.

Administrators’ charging policy for disbursements

Statement of Insolvency Practice No.9 divides disbursements into two categories.

Category 1 disbursements are defined as specific expenditure relating to the Administration
of the insolvent's affairs and referable to payment to an independent third party. Such
disbursements can be paid from the insolvent's assets without approval from the Creditors’
Committee or the general body of creditors. In line with Statement of Insolvency Practice
No.9, it is our policy to disclose Category 1 disbursements drawn but not to seek approval for
their payment. We are prepared to provide such additional information as may reasonably be
required to support the disbursements drawn.

Category 2 disbursements are charges made by the office holder’s firm that include elements
of shared or overhead costs. Statement of Insolvency Practice No.9 provides that such
disbursements are subject to approval as if they were remuneration.

It is our policy, in line with the Statement, to seek approval for Category 2 disbursements

before they are drawn. It will be proposed to the Creditors’ Committee that the Joint
Administrators be permitted to draw Category 2 expenses.
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Appendix D  Administrators’ receipts and payments

account for the period from 24
December 2008 to 6 February 2009

Statement of
Affairs estimated
to realise
£000 Receipts
Trading receipts
Agency fee income
Concessions income
Trading advance
Non-trading receipts
Agency agreement settlement
Agency services
Sale of business - equipment
Sale of business — goodwill
3,248 Debtors
597 Pre-payments and refunds
Funds held for 3" parties
Lease premium
Other asset realisations
Interest
Till floats on appointment

5,504 Cash at bank on appointment

Payments
Trading payments
Store overheads
Central overheads
Gross salaries and payroll costs
Employee expenses
Rents
Transportation
Bank charges
Non-trading payments
Specific bond
Postage
Document storage / destruction
Asset realisation costs
Creditor communications

Other Professional fees

Balance on hand

Represented by
Current account
Interest bearing account

Net VAT receivable / (payable)

£000

11,100
280

225

3,097

32,177

223

2,820
27
407
38

10
162

3,769
28,408

9,279
20,505
(1,376)

28,408

Ernst & Young 22




Notes
» Receipts and payments are stated net of VAT

» The receipts and payments account has been prepared on a cash basis and does not
take account of future receipts and payments
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P Form 8.2
Rule 8.1 Insolvency Act 1986

Proxy (Administration)

Zavvi Retail Limited (in Administration)

Please give full name and address for communication

Name of creditor NN NN N
Address NN NN N
Il N NN
IR NN .
Post Code BN R RN R

Please insert name of person (who must be 18 or over) or the “chairman of the meeting”. If you wish to provide
for alternative proxy-holders in the circumstances that your first choice is unable to attend please state the
name(s) of the alternatives as well

Name of proxy-noider 1| ]| |[ | |l LI I e
 HHOHHOooOOOOH OO oooooon
s JUHOHHDboooooH oo ooonn

| appoint the above person to be my/the creditor’s proxy-holder at the meeting of creditors to be held on 16 March
2009, or at any adjournment of that meeting. The proxy-holder is to propose or vote as instructed below [and in
respect of any resolution for which no specific instruction is given, may vote or abstain at his/her discretion].

Voting instructions for resolutions

1. For the acceptance [ | rejection [ ]
Please delete as appropriate [of the administrator’s proposals/revised proposals* as circulated]

2. Forme appomementot: ||| || [ || I JLJLIL DU

(Name of Creditor)

Represented by: NN NN N

as a member of the creditors’ committee

3. In the event that a creditors’ committee is not formed, to fix the Administrators’ remuneration on the basis of the
time properly given by the Administrators and their staff in attending to the matters arising in the Administration
and permit the Joint Administrators to charge for and draw fees in respect of such time costs on a monthly

basis.
For |:| Against |:|

4. In the event that a creditors’ committee is not formed, to permit the Joint Administrations to charge and draw
payment for Category 2 disbursements from time to time during the Administration.

For [ ] Against [ ]

Signature This form must be signed  Dgte

Name in capTAL LeTTers | || ][] J[ LI eI

Only to be completed if the creditor/ member has not signed in person

Position with creditor or relationship to creditor or other authority for signature

Il NN

Remember: there may be resolutions on the other side of this form. H



The Insolvency Act 1986

Administration Notice of Claim For Voting Purposes

Convocatoria para la presentacion de créditos. Plazos aplicables.
Opfordring til anmeldelse af fordringer. Vaer opmeerksom pa fristerne
Aufforderung zur Anmeldung einer Forderung. Etwaige Fristen beachten!
Mpo’okAnon yia avayyeAl’a ammaitn oewg. MNMpoooxn” oTIg TTPOBECHIEG
Invitation to lodge a claim. Time limits to be observed
Invitation a produire une créance. Délais a respecter
Invito all'insinuazione di un credito. Termine da osservare
Oproep tot indiening van schuldvorderingen. In acht te nemen termijnen
Aviso de reclamacéao de créditos. Prazos legais a observar
Kehotus saatavan ilmoittamiseen. Noudatettavat maaraajat
Anmodan att anmala fordran. Tidsfrister att iaktta

Zavvi Retail Limited
Date of Administration: 24 December 2008

PLEASE NOTE: Once completed, this form will be used by the Joint Administrators ONLY for the
purposes of voting, either at a forthcoming meeting of creditors or for a resolution by correspondence.
The form will not constitute admission of the claim to rank for dividend in this or any subsequent
procedure. For further information see Rules 2.38 to 2.42 of the Insolvency Rules 1986.

Name of creditor | ]| || | JL L L DD DU HHHH
Address IR EEEEEEEEE NN e
IR EEEEEEEEE NN e
IR EEEEEEEEE NN e
Post Code ERENEEN

Amountclaimed ||| ][ JL UL IC DD o

(see over)

Payments received in settlement DDDDDDDDDDDDDDD

or part settlement of the debt

Is the claim preferential or secured? DDDDDDDDDDDDDDD
If secured, value of security DDDDDDDDDDDDDDD
If you made a retention of title claim DDDDDDDDDDDDDDD

against the company please attach
details (see over - Rule 2.42)

Signature on behalf of creditor

Date L0 Do oo
Reviewed by HlNENEN NN NN NN




Notes To Administration Proof Of Debt Form:

1.

Please attach a detailed statement of your account as at the date on which the company
entered administration

If your claim is preferential (e.g. for wages, holiday pay or certain pension arrears) or secured
please give details and attach supporting documentation.

VAT bad debt relief may usually be claimed six months after the date of supply.

Extracts from the Insolvency Rules 1986.

2.40 Secured creditors

(1)

(2)

At a meeting of creditors a secured creditor is entitled to vote only in respect of the balance (if
any) of his debt after deducting the value of his security as estimated by him.

However, in a case where the administrator has made a statement under paragraph 52(1)(b)
and an initial creditors’ meeting has been requisitioned under paragraph 52(2) then a secured
creditor is entitled to vote in respect of the full value of his debt without any deduction of the
value of his security.

2.41 Holders of negotiable instruments

A creditor shall not vote in respect of a debt on, or secured by, a current bill of exchange or promissory
note, unless he is willing —

(@)

(b)

to treat the liability to him on the bill or note of every person who is liable on it antecedently to
the company, and against whom a bankruptcy order has not been made (or, in the case of a
company, which has not gone into liquidation), as a security in his hands; and

to estimate the value of the security and, for the purpose of his entitlement to vote, to deduct it
from his claim.

2.42 Hire-purchase, conditional sale and chattel leasing agreements

(1)

(2)

Subiject as follows, an owner of goods under a hire-purchase or chattel leasing agreement, or
a seller of goods under a conditional sale agreement, is entitled to vote in respect of the amount
of the debt due and payable to him by the company on the date that the company entered
administration.

In calculating the amount of any debt for this purpose, no account shall be taken of any amount
attributable to the exercise of any right under the relevant agreement, so far as the right has
become exercisable solely by virtue of the making of an administration application, a notice of
intention to appoint an administrator or any matter arising as a consequence, or of the company
entering administration.



Common questions and answers regarding the initial
meeting of Creditors and the Creditors’ committee

Why is the meeting being held?

The main purpose of the meeting is for creditors to consider and vote on the proposals which
the Administrators have prepared and sent to all creditors.

At the meeting, creditors will also be asked to decide whether a Creditors’ Committee should
be formed. The purpose of a Creditors’ Committee is to assist the Administrators. It may also
fix their remuneration. If a Creditors’ Committee is not formed, the creditors’ meeting may be
asked to vote on the Administrators’ remuneration instead.

Will the Administrators and the company’s directors be at the meeting?

At least one of the Administrators will attend the meeting and will act as chairman. The
directors of ZRL do not have to attend the meeting and we do not expect them to do so.

As a creditor, do | have to attend the meeting?

No. You DO NOT need to attend the meeting to vote on the Proposals. If you do not wish to
attend but still want to vote, you can appoint a proxy to vote on your behalf. Further
information on proxies is set out below under ‘How do | vote at the meeting?’

Creditors’ right to claim in the Administration and participate in any dividend that may be
payable in the ZRL Administration WILL NOT be affected if you do not attend the meeting.

How do | vote at the meeting?

To be able to vote, you must send details of your claim in writing to the Administrators to
arrive not later than 12 noon on Friday 13 March at the addresses specified in the covering
letter to the Proposals. Please use the form ‘Administration Notice of Claim for Voting
Purposes’ to do this. Please note that due to the large number of creditors in the
Administration, it is asked that you submit your claim as soon as possible if you wish to vote
at the meeting.

If creditors wish to nominate someone to vote on their behalf at the meeting they also need to
complete a proxy form and send it to the Administrators to arrive before the meeting. The
table below confirms whether or not you need to complete and send in a proxy form.

Type of Creditor Proxy form needed?

An individual (ie not a company, partnership or other organisation) attending the No
meeting in person.

An individual (ie not a company, partnership or other organisation) not attending the Yes
meeting in person, but wishing to be represented at the meeting by someone else.

A company, partnership or other organisation. Yes

| want to vote at the meeting, but do not want to attend. Who can | appoint as a proxy?

You can appoint another person who is attending the meeting, as your proxy holder or you
can appoint the Chairman, as is common practice.

You can instruct your proxy how to vote by ticking the For, Against or Abstain boxes on the
proxy form. If you do not indicate how you wish to vote, the proxy holder can vote at their own
discretion at the meeting.

If you appoint the Chairman as your proxy and do not indicate how you wish the Chairman to

vote, the Chairman will typically vote in accordance with the general majority of creditors.
However, if the Chairman has not been indicated how to vote in relation to matters such as

Ernst & Young |1




the Administrators’' remuneration, the Chairman will abstain, as the Chairman as proxy holder
cannot vote on matters from which he may directly derive financial gain.

Where do | send my proxy and claim form?

You should send your proxy form either by post to Electoral Reform Services, London, N81
1ER, by email to zavvi@electoralreform.co.uk or by fax to 020 8365 7013.

Please do not send any other correspondence (including vouchers) to Electoral Reform
Services.

Do | have to vote?

No, it will not affect your claim if you do not vote. However, you will not have a say in whether
the proposals and any other resolutions put to the meeting are accepted.

How do | calculate my claim for voting?

Please see the ‘Administration Notice of Claim for Voting Purposes’, enclosed with the
documents for the meeting, for further information.

Who decides if my vote is counted?

The Chairman of the meeting. The Chairman has the power to ask for further information to
support a claim if he or she thinks it is necessary and also has the power to accept or reject
any claim for voting purposes.

If the Chairman is in doubt about whether a claim for voting should be accepted or rejected,
he or she should mark it as objected to but allow you to vote. Your vote will however be
declared invalid if the objection is later sustained.

What majority is required to pass a resolution approving (accepting) the
Administrators’ proposals?

There are two requirements to be met.

First of all, more than 50% in value of the creditors who vote on the resolution (either in
person or by proxy) must vote in favour of it. Secondly, the creditors voting against the
resolution must not include more than 50% in value of all creditors who are not connected
with the company.

Can creditors propose modifications to the proposals?

Yes they can, but modifications can only be approved with the Administrators’ consent.

What happens if | disagree with any of the Chairman’s decisions on voting?

You have the right to appeal to the Court. Any appeal must be made within 14 days of the
Administrators’ report to the Court on the result of the creditors’ meeting. If the Court decides
to reverse a decision made by the Chairman it may order another creditors’ meeting to be
held or make such other order as it thinks appropriate.

If you are considering an appeal to Court, you should take your own legal advice first.

What happens if the Administrators’ proposals are approved?
The Administrators will continue to run the Administration in accordance with the proposals.
Once proposals are approved, they are binding on all creditors, including those not present or

represented at the meeting. For this reason, it is important that you consider the proposals
carefully and decide if and how you wish to vote.




What happens if the Administrators’ proposals are rejected?

The Administrators must report the fact to the Court. The Court may decide to bring the
Administration to an end, or make such other order as it thinks appropriate.

How is a Creditors’ Committee established?

A Creditors’ Committee may be established at a creditors’ meeting. For a committee to be
validly formed it must consist of at least three and not more than five creditors elected at the
meeting.

Any Creditor is eligible to be a member of the Creditors’ Committee as long as their ciaim has
not been rejected for voting purposes. A corporate creditor can be a Creditors’ Committee
member but must be represented by, and act through, an individual. It is not possible for one
individual to represent more than one creditor, or for an individual to act both as a Creditors’
Committee member and a representative of another member.

Will | be told about the outcome of the meeting?
Yes. The Administrators will post a formal notice stating whether or not the proposals were
approved and whether any modifications were made on the website www.zavvi-info.co.uk.

What does a £0.05p/£ dividend mean in relation to an unsecured claim?

If declared, a £0.05p/£ dividend means that for every £1.00 unsecured creditors are owed
and which is admitted by the Administrator as an unsecured claim in the Administration you
will receive £0.05p. The table below illustrates what a £0.05p/£ dividend would be, under
varying claim amounts.

Amount of claim Dividend payable
If you are owed £10 £0.50
If you are owed £100 £5.00
If you are owed £1,000 £50.00
If you are owed £10,000 £500.00
If you are owed £100,000 £5,000.00
If you are owed £1,000,000 £50,000.00




