[2]
[3]
[4]
[6]
[8]
[11]
[30]
[52]
[66]
[67]
[68]
[70]
[72]
[73]
[74]
[75]
[76]
[77]
[78]
[114]
[116]
[118]
[119]
[123]

CONTENTS

Group Financial Highlights

Share Statistics

Truworths International Limited Board
Chairman’s Statement

Chief Executive Officer’s Report
Business Review

Merchandise and Brands

Corporate Citizenship Report

Cash Value Added Statements
Seven-Year Review

Ratios

Definitions

Approval of Annual Financial Statements
Directors’ Report

Balance Sheets

Income Statements

Statements of Changes in Total Shareholders’ Equity
Cash Flow Statements

Notes to the Annual Financial Statements
Annexure One

Shareholder Information

Shareholders’ Diary and Administration
Notice to Members

Form of Proxy



TRUWORTHS INTERNATIONAL ANNUAL REPORT : 2004

GROUP FINANCIAL HIGHLIGHTS

2004 2003 Change

52 weeks 52 weeks %
Operational performance (Rm)
Sale of merchandise 2719 2 306 17.9
Profit before finance costs, exceptional items and tax 746 550 35.6
Net profit attributable to shareholders 517 390 32.6
Headline earnings 504 392 28.6
Capital expenditure incurred 61 63 (3.2)
Cash EBITDA 674 481 40.1
Cash generated from operations 535 428 25.0
Cash and cash equivalents 454 445 2.0
Total assets 2 088 1 840 13.5
Ordinary share performance (cents per share)
Basic earnings 113.0 85.7 31.9
Headline earnings 110.0 86.0 27.9
Cash flow 103.5 97.7 5.9
Dividends declared for the period 48.0 34.0 41.2
Net asset value 336.1 290.0 15.€)
Period end share price 1011.0 730.0 38.5
Financial statistics
Operating margin (%) 27.4 23.9
Return on average shareholders’ equity (%) 36.6 33.0
Return on capital (%) 52.6 46.5
Net cash to total shareholders’ equity (%) 30.3 33.3
Total liabilities to total shareholders’ equity (%) 39.1 37.8
Current ratio 1 3.3 3.7
Dividend cover (times) 2.3 2.5
Wealth created through cash value added (Rm) 1214 1 031 17.7
Market capitalisation (Rm) 4 880 3478 40.3
Key indicators in US dollars (US$m)*
Sale of merchandise 399 260 53.5
Net profit attributable to shareholders 76 44 72.7
Cash EBITDA g9 54 83.3
Total assets 338 247 36.8
Market capitalisation 791 466 69.7

The information in respect of the 2003 period has been adjusted to take into account the requirement of AC132: Consolidated Financial
Statements and Accounting for Investments in Subsidiaries, in so far as it requires a share purchase trust which meets the definition of a
subsidiary to be consolidated.

* Income statement and cash flow figures have been translated at an average rate of R6.81/US$1 (2003:R8.87 /US$1). Balance sheet figures have been
translated at a closing rate of R6.17/US$1 (2003: R7.46/USS$).



SHARE STATISTICS

Year 2004 2003 2002 2001 2000 1999 1998*
Number of weeks 52 52 58 52 52 52 52
JSE Securities Exchange
South Africa
performance
Traded share prices
period end (cents per share) 1011 730 599 509 550 625 400
high (cents per share) 1 060 800 600 580 720 700 G5
low (cents per share) 715 530 415 350 450 208 400
weighted average
price traded (cents per share) 903 623 513 457 578 464 637
Price earnings ratio 9.2 8.5 9.4 11.5 17.1 22.9 11.9
Truworths International
share price index (1998:400=100) 253 183 150 127 138 156 100
JSE retail index
(JOS2 from 2002,
previously 1X80) (1998:9 551=100) 130 87 68 64 108 113 100
Period end share price/
net asset value per share (times) 3.0 2.5 2.6 2.7 3.5 3.8 2.8
Number of shares in issue (O00's) 482 732 476 385 467 603 461 289 457 709 448 511 429 526
Number of shares in issue
(adjusted for treasury shares) (O00's) 446 374 460 444 449 874 457 172 457 708 448 511 429 526
Volume of shares traded (O00s) 204 582 213 396 180585 102 827 142235 107 670 31 024
Number of transactions 13 972 9 538 7 065 6 985 8 241 10 585 3170
Volume traded as a % of
number of shares in issue (%) 42.4 44.8 38.6 22.3 31.1 24.0 7.2
Value of shares traded (Rm) 1847 1 329 927 470 822 500 198
Market capitalisation (Rm) 4 880 3478 2 801 2 348 2517 2 803 1718
Earnings yield (%) 11.2 11.7 10.8 9.4 (0.5) 4.6 8.3
Dividend vyield (%) 4.7 4.7 8.7 2.8 2,8 2.0 2.0
Share performance
Earnings per share
basic earnings (cents per share) 113.0 85.7 64.9 48.0 (2.7) 29.0 33.0
headline earnings (cents per share) 110.0 86.0 64.0 44 .4 32.2 27.3 33.5
Cash flow (cents per share) 103.5 97.7 32.4 50.2 43.0 36.2 32.3
Cash equivalent earnings (cents per share) 125.9 97.5 75.9 55.8 G5 42.4 48.1
Net asset value (cents per share) 336.1 290.0 233.0 192.0 156.6 163.1 140.6
Dividends declared for
the period (cents per share) 48.0 34.0 22.0 14.5 12.5 12.5 8.1
Dividend cover (times) 2.3 2.5 3.0 3.3 - 2.3 4.1
Shares repurchased (value) (Rm) 274.8 80.2 66.8 - - - -
Shares repurchased (number) (000O's) 36 215 15 768 13 812 - - - -

*  The statistics for 1998 are for the period between 11 May 1998 (date of listing) and 30 June 1998.

The statistics in respect of the 2001 to 2004 periods have been adjusted to take into account the requirement of AC132: Consolidated Financial Statements
and Accounting for Investments in Subsidiaries, in so far as it requires a share purchase trust which meets the definition of a subsidiary to be consolidated.

Definitions are provided on pages 70 and 71.

Share Performance

Period end share price compared to
net asset value per share
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This was an exceptional year for the group, with record
sales, earnings and dividends. In a buoyant trading
environment, which has seen the retail sector in general
benefit from lower interest rates, real increases in
income, reductions in personal tax, and household debt
levels near 10-year lows, the group bolstered its leading
position in South African fashion retailing.

The year’s performance is covered in detail in the Chief
Executive Officer's Report and a Business Review which
follow this statement. This is my first statement as
chairman since my appointment in May 2004, after a
board decision to separate the roles of chairman and
chief executive officer.

The annual report presents a comprehensive picture of
an extremely sound financial position, as well as of
operational activities, including progress made with
transformation initiatives.

The group has recently formed an executive-led
transformation committee under the chairmanship of the
Truworths deputy managing director. Employment equity
targets have largely been met, with 66% of store

managers from previously disadvantaged communities.
To achieve remaining employee equity targets elsewhere
in the business, development strategies have been
implemented. The group has renewed its focus on skills
development and training, including extending its trainee
buyer programme. It is pleasing to note there is broad-
based participation across all levels of employees in the
group share incentive scheme and this has been the
case since Truworths International Limited was listed in
May 1998.

Increasing importance is being attached to the
empowerment credentials of suppliers. The group deals
with a wide range of suppliers and recognises the
importance of the local manufacturing industry which it
supports whenever possible. |Imports, while offering
good value on the back of a stronger rand, require longer
lead times, giving South African manufacturers an
advantage.

Following the Business Review is a Corporate Citizenship
Report dealing with the group’s corporate governance
and economic, social responsibility and environmental
activities. It underscores the group’s awareness that the
creation of wealth, facilitated by success of the business,
brings broader responsibilities to the communities it
serves. It deals with, amongst others, the group’s
contribution to nation-building through a social
investment programme that has partnering and
enablement as its core philosophies.

To maximise the impact of its social responsibility spend,
the group’s approach centres on education, health,
social development, arts, culture and sport. Unique
areas of involvement are identified within these sectors
and success is measured in terms of direct benefit to
the community. The group looks to create sustainable
opportunities for people to utilise their skills, and to
assist with capacity building and empowerment through
sensitive facilitation based on trust and mutual respect.

The Corporate Citizenship Report also emphasises a
commitment to align the group’s governance with
international standards.

In line with this approach, and the board decision to
separate the roles of chairman and chief executive,
Michael Mark who had occupied the offices of
executive chairman of the board and chief executive
since 1 July 2000, stood down as chairman with effect
from 20 May 2004. The board appointed an
independent non-executive director in Mike Thompson



CHAIRMAN'S STATEMENT

on 1 March 2004, a retired banking executive, who
also serves as chairman of the audit committee.
Mr BD Lapin, an independent non-executive director,
resigned on 20 May 2004.

All non-executive directors are members of the
non-executive committee, a forum from which
recommendations can be made for the resolution of
significant issues facing the board.

With risk management an integral part of corporate
governance, a group-wide risk assessment was
conducted during October 2003 and updated in April
2004. The exercise enabled management to identify the
main risks facing the group, and project groups, working
in some instances with external consultants, are
addressing these.

One such area is the HIV and AIDS pandemic. While the
primary focus of the group’s intervention was on
prevention through education, the group also extended
its AIDS initiatives to include the provision of anti-
retroviral treatment via a special reserve created in the
Wooltru Healthcare Fund. All AIDS infected staff qualify
for temporary and permanent disability benefits. The
group’s prevalence rate improved to approximately 4.7%
of permanent staff. Prevalence rate projections to 2009
and 2018 of 5% and 2.7% respectively improved slightly
from the forecasts of previous years.

Despite the challenges presented by the pandemic and
concerns over growth in GDPR the outlook for retailers
remains positive. The group’s focus for 2005 is on
further development of new initiatives and formats and
continued reinvigoration of the core business.

Following the successful integration of YDE into group
systems and administrative infrastructure, the group
continues to evaluate potential acquisitions. The strategy
is to target retail opportunities that have a synergistic fit
with Truworths and that can easily be integrated into
systems, management structures and supply chain
processes.

Following strong increases in sales in the first two
months of the new financial period, management
continues to have a positive outlook on trading
prospects into 2005, and this, together with the
development initiatives under way, suggests the group
can look forward again to extending its record of
consistent growth.

In the past year, the effort and actions of management
and staff throughout southern Africa translated the
business philosophy into a tangible and positive
experience for customers. On behalf of the board, | thank
all staff for their outstanding contribution.

My thanks also go to my fellow directors for their
support and active participation in the group’s affairs,
and to the Truworths and YDE boards and senior
management for their insight, dedication and hard work.

We are grateful to our suppliers and advisers for their
contribution, to our shareholders for their support, and
most of all, to our customers for their trust in the
group’s ability to offer merchandise of market-leading
quality, design and fabrics.

Hilton Saven
Chairman



Financial performance

Lively trading conditions, influenced by lower inflation and
interest rates, continued throughout the period. The
Truworths formula, based on continual reinvention of the
core business, development of new formats,
empowering people to deliver and careful control of
expenses, again yielded
acceptance, productivity gains and outstanding financial
performance. Just how well the group did and how this
past year's performance measures against the
consistent growth of recent years is clear from the

increased consumer

following highlights:

¢ Record sales of R2.7 billion, 17.9% more than in
2003. These were achieved from a 6.4% increase in
total trading space. Increases in sales per square
metre of trading space and per full-time employee
were 11.7%.

e (Growth in retail sales (which excludes franchise sales
and sales by YDE) was 18.2%, against an estimated
15.9% for the clothing, footwear and textiles sector.
The compound growth rate for merchandise sales
over the last six years is 15.7%.

e A continued improvement in margins, with an
operating margin for the year of 27.4%.

e A surplus of Return on Invested Capital (ROIC) vs
Weighted Average Cost of Capital (WACC) of 10.6%,
with ROIC of 25.4% vs WACC of 14.8%.

e A 47.1% increase in trading profit and earnings
exceeding R500 million for the first time. Headline
earnings per share of 110 cents reflected a 27.9%
increase. The compound growth rate in headline
earnings per share over the last six years is 21.9%.

e A 41.2% increase in the annual dividend. The
compound growth rate for dividends per share over
the last six years is 34.5%. Dividend payments have
increased from R53 million in 2001 to R194 million
in 2004. Dividend cover has been revised from 3.3
times in 2001 to 2.3 times in 2004.

e A return on shareholders’ equity of 36.6%,
compared with 33% in 2003, and 31.1% in 2002.

e The creation by the group of new wealth of
R1 214 million in the past year, with 28.7% of that
going to employees, 16.9% to the State and 15.3%
to landlords. This total compares with R1 031 million
in 20083.

The trends in growth in sales, operating profit, headline
earnings and dividends, along with our ability to contain
expenses and to improve cash flow per share
underscore the sustainability of our performance. That
we have the capacity to incorporate retail businesses
with a synergistic fit was shown by the rapid integration
of, and finalisation of administrative structures for YDE.
Trading by YDE out of its 11 stores and a factory outlet
since acquisition has been very good, and the prospects
for a significant increase in profits in 2005 are
promising.

Plans for 2005

Acquisitions, such as that of YDE, are one avenue open
to the group for appropriate utilisation of its cash
resources. Other avenues for cash utilisation pursued by
the board are reflected in increased dividends and
revised dividend cover, capital expenditure, and share
buybacks, the latter amounting to R195 million in the
past year and to R275 million over the last three years.
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Our confidence in the future and in a continuation of
buoyant trading conditions is demonstrated by increases
in planned capital expenditure — to R103 million for
2005 against RB61 million in 2004 - and in trading
space. That was prompted by the outstanding
performance of our brands, detailed in the following
Business Review, and the success of new initiatives.
Total trading area increased by 6.4% (8 116 m?) during
the year, which was ahead of the compound trading area
growth of 5.4% since 1998. Our plans for 2005 are to
increase trading space by an estimated 13%.

In store numbers, Identity, our vibrant young brand,
which increased sales by 53.1% to R173 million, led the
expansion programme, with 20 stores opened. At the
end of the financial year, there were 55 Identity stores in
large shopping malls, CBDs, value malls and smaller
rural towns. The sales performance showed that the
new Identity store design format worked well and it is
now being rolled out in new and some existing stores.
Sixteen Identity stores are planned to open in 2005.

Our major developments for 2005 include new
Truworths stores in centres opening in Kempton Park,
Johannesburg, Pretoria and Cape Town, major
extensions to stores in Westville, Durban and Centurion,
new speciality emporiums. An expanded store concept is
also planned for YDE and further support for our
experimental concepts is envisaged.

Capital expenditure on store development in the year
ahead will be R70 million. Working capital requirements
will also be increased by approximately R50 million by the
introduction of credit facilities at YDE and Identity.

Business philosophy

One important development during the past year, which
should not be overshadowed by our record financial
performance and plans for the period ahead, centred on
our value system, which is fundamental to our business
philosophy. As part of that philosophy, we strive to lead
and motivate our staff to deliver consistently in the
context of our value system so that we can continue to
build brand integrity.

With the help of strategic consultants who were
instrumental in formulating our original value system, we
analysed our business in current circumstances. The
Truworths business model has been modified and a
Truworths vision for employees has been introduced.

The Truworths philosophy:

The Truworths business model is driven by a philosophy
that has been developed and refined over many years in
pursuit of a unique approach to achieve sustainable
growth in the complex and fast-moving retail fashion
environment.

A major asset in this pursuit is the strength of the
Truworths brand that represents to youthful, fashionable
consumers an innovative South African interpretation of
fashion trends and attractive styling, competitive with the
highest international standards.

We strive to:

e Make the Truworths brand of fashion merchandise
the most aspirational, innovative and adventurous
blend of colour, fabric, value and fashion styling.

e Make the Truworths store, the brand destination, the
most enticing, visually appealing and effortless retail
shopping environment.

e Engage and energise our people who personify the
brand.

e Lead and mativate our staff to deliver consistently in
the context of our value system so that we can
continue to build brand integrity.

The Truworths purpose is:

Youthful fashionable South Africans want to look
attractive and successful and feel enthused with
confidence. To this end, Truworths entices them into the
most exciting, visually appealing “real” and virtual retail
environments where they can shop effortlessly for an
innovative and adventurous blend of colour, fabric, value
and fashion styling of international standards.

We concluded that a revision to our value system would
better equip Truworths for the future.

The Truworths value system is:

Innovation and human energy are core to what we at
Truworths value. Innovative people who are also high-
energy will share their ideas with others and be open to
learning from others just as we are open to learning
from them. Their innovation, energy and openness to
learn will encourage us to invest in their future potential.
They will increasingly be inspired with the courage to
contribute ideas and to passionately engage in
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Truworths’ purpose. The result will be the formation of
effective team members and leaders whose excellence
we will generously recognise.
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The vision we aim at for customers is:

“Truworths will be the first place | go when | want quality
fashion that makes me look attractive and feel successful
because shopping at Truworths is effortless and | am
helped by lively and committed people.”

The vision we aim at for shareholders is:

“We are long-term investors in Truworths because we
trust in management's capacity to execute innovative
strategies which deliver significant real growth year
after year.”

The vision we aim at for employees is:

‘I am totally committed to Truworths because | am
always encouraged to offer innovative ideas which
contribute to the ultimate purpose of Truworths. As a
result Truworths is generous in recognising my role as
an effective team member.”

\We believe our value system reflects a people-oriented
approach in which we recognise the excellence of both
leaders and teams; we believe, too, the development and
implementation of a revised human resource strategy
that supports our value system will help Truworths meet
the challenges of the dynamic retail environment.

Prospects

Our strategy is to focus on further development of new
initiatives and formats and continued reinvigoration of
the core business. Management's own positive view of
trading prospects into 2005 has been buoyed by strong
sales growth in the first two months of the new financial
period. A promising year is in prospect, given this
continued acceptance of the Truworths formula, as well
as the additional contribution from brand initiatives and
new trading space, including the expansion of the Identity
chain and an extended store concept for YDE.

Appreciation

The accomplishments of the past year are due to the
contribution of many, many people. My sincere thanks go
to the directors of Truworths International Limited for
their support and in particular to Hilton Saven, for his
constructive involvement as non-executive chairman.

The board, management and staff of Truworths Limited
have worked superbly to entrench our leadership in
fashion retailing. Our loyal staff have contribued
enormously over the years to improved customer service
and commitment to our business. Particular thanks go
to Doug Dare supported by a brilliant team of buyers,
planners and managers. Doug assumed the full
responsibility of director of buying and design due to the
ill health of Terri Murdoch-Coyle who previously shared
this function with him. He has done a remarkable job this
year in elevating the Truworths product to even greater
heights. Terri is a colleague who has done much for
Truworths and we wish her a speedy recovery and also
look forward to her speedy return.

Thanks also go to the YDE board for their contribution
during the past seven months. Our suppliers have
responded with great commitment to our efforts to offer
even better quality in a low inflation environment. Above
all, though, our customers have backed us in a way that
is truly exciting. Thank you!

wrll

Michael Mark
Chief Executive Officer



The group again delivered very good results for the
period, with key financial ratios reflecting the high level at
which the business continued to perform. Gross, trading
and operating margins exceeded those achieved both in
2003 and the seven-year average. A record return on
equity of 36.6% was achieved, and the return on capital
improved to a record 52.6%. Stock turns remained in
line with targets.

Our objective is to continue improving efficiencies and
profitability to achieve further enhancements in these
ratios.

One of our prime measures of performance is wealth
creation. Real wealth was created with a ROIC of 25.4%,

ROIC vs WACC
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Key financial ratios
Key ratios 2004 2003 7-year average
Gross margin (%) 52.7 50.5 52.0
Trading margin (%) 22.0 17.6 15.9
Operating margin (%) 27.4 23.9 21.2
Return on average shareholders’ equity (%) 36.6 33.0 25.2
Return on capital (%) 52.6 46.5 42.2

Stock turn (times) 6.5 6.7 5.5
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which exceeded WACC of 14.8% by 10.6%. The trend
over the past seven years is indicated below. \We are
proud that these ratios exceed our earlier optimistic
expectations and are significantly higher than those of
most of our competitors.

Acquisition of Young Designers Emporium
(YDE)

The group concluded an agreement to acquire a 75%
interest in YDE with effect from 1 December 2003. The
acquisition, which broadens the group’s talent base in
fashion design and retail, was financed from the group’s
cash resources. YDE's assets and results have been
consolidated in these results, but the profits did not
materially affect earnings for the period.

The founder of the business, Paul Simon, was retained
as YDE's chief executive officer and together with his
brother, Mark, holds a minority interest.

The YDE chain offers leading-edge niche fashion
merchandise under various emerging labels, and
operates nationally in premier shopping malls, and from
a factory shop outlet.

The YDE business model allows young designers to use
limited, designated areas within a store from which
merchandise carrying their designer label is sold. All

merchandise is supplied on consignment and, as a
result, working capital requirements are restricted to the
payment of occupancy, employment and marketing
costs, bank and credit card charges and certain other
direct costs.

Sales growth

The favourable circumstances that underpinned trading in
the first 26 weeks improved through the second half of
the financial period. At the interim stage sales growth of
15.2% to R1 376 million was reported, while second half
sales grew by 20.8% to R1 343 million. The increase for
the full year was 17.9%, excluding sales by YDE.

In contrast to the estimated average growth in sales of
15.9% for the clothing, footwear and textiles sector, the
group achieved 18.2% growth in retail sales (which
excludes franchise sales and sales by YDE), including
comparable store sales growth of 13.5%. Compound
sales growth by the group over the last six years was
15.7%. The average product inflation in Truworths,
excluding Identity, was approximately 5%.

The record sales were achieved on a modest 6.4%
increase in trading space.

During the period under review, credit sales as a
percentage of total retail sales increased to 72.7% from
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72.1% in 2003, as the number of new account
customers increased and existing credit customers took
advantage of lower interest rates and increased their
purchases.

An 11.7% increase in trading density was com-
plemented by an 11.7% rise in sale of merchandise per
ful-time equivalent employee.

Gross margin

Gross margins improved by 2.2 percentage points to
52.7% resulting in a 22.8% increase in gross profit.
This was driven by an improvement of 1.1% in margins
from a sales mix change, and generally improved buying
margins and a 1.1% improvement in lower markdowns
and other stock adjustments.

Expenses

Expenses grew 9.8% and as a proportion of sale of
merchandise dropped from 32.9% in 2003 to 30.7%.
The growth in expenses is well below the six-year
compound growth of 11.5%, even though the expenses
include, for the first time, those associated with seven
months of trading at YDE.

Occupancy costs increased 17.7% and as a percentage
of sale of merchandise remained at 7.7%. The increase
was mainly due to the opening of new stores, and the
inclusion of seven months of occupancy costs for YDE
stores. Fifteen existing stores were expanded,
refurbished or relocated, and three were closed.
Excluding the effects of the new stores and the costs
associated with YDE, occupancy costs reflected an
increase of 10.7%.

Leases on trading premises are contracted for periods
of between three and 15 years, with renewal options for
a further three to five years. Lease agreements for a
number of stores provide for a minimum annual rental
payment and additional payments determined on the
basis of turnover. Seventy-three stores reached the
turnover threshold.

The depreciation increase was well contained to 3% and
amounted to R639 million. Depreciation as a percentage
of sale of merchandise declined from 2.9% in 2003 to
2.5%. Capital expenditure during the period amounted to
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RB1 million, which was well within the approved budget.
Store development capital expenditure amounted to
R39 million compared to R40 million for 2003, and
capital expenditure on information technology, land and
buildings and motor vehicles amounted to R22 million.

Employment costs increased by 14.7% and represented
12.8% of sale of merchandise, as against 13.2% in
2003. The increase in these costs was mainly due to
higher incentive bonuses in line with the performance of
the group, the additional staffing costs associated with
new store openings, the acquisition of YDE and the
change in the basis used in the calculation of the leave
pay provision. If the employment costs of new stores and
YDE are excluded, employment costs increased 11.3%
compared to the previous period.

Net bad debts and associated collection costs are also
included in other operating costs. The group’s credit
business reflected an increase in the cost of credit from
R3 million in 2003 to R11 million. A detailed analysis of
the reasons for this performance is included later in this
Business Review.

Trading and operating profits

As a result of the improved gross margins, continued
control of expenses, and better sales per square metre
and per fulttime employee, trading profits increased
47.1% from R406 milion to R598 million. Trading
profits have shown a six-year compound growth of 25%.
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Trading margins improved from 17.6% in 2003 to 22%.
Current levels of trading margin compare favourably with
an average trading margin of 15.9% achieved over the
last seven years.

Improved trading profits, together with a 2.3% increase
in interest received, resulted in operating profits
increasing 35.6% to R746 million. Operating margins
improved from 23.9% to 27.4%. Operating profits have
shown a six-year compound growth of 22.8%.

Exceptional items

An amount of R10 million, comprising the group’s share
of the distribution made to creditors of the discontinued
Australian operations, was received during the period
and has been recorded as an exceptional item. An
amount of RS million, previously provided in respect of
costs of final closure of these operations, was released
to income and is also reflected as an exceptional item.
The remaining provision of RO.4 million will be utilised to
offset costs associated with the final closure of the
offshore entities.

Tax

The group’s effective tax rate rose from 28.8% to 32%
in 2004 mainly due to the higher secondary tax on
companies (STC) incurred on increased dividend
payments in the period, and as a result of the tax credit
in 2003 arising from the reversal of the transfer pricing
tax charge raised in 2002.

If the effect of the transfer pricing tax credit were to be
excluded from the 2003 tax charge, then the effective
tax rate for 2003 would have been 32.2%.

During the period, the STC charge was R24 million
compared to R14 million in 2003. STC on the final
dividend, which will be charged to tax in 2005, is
expected to amount to R15 million.

Earnings

Net attributable profit of R517 million was 32.5% higher
than the R39S0 million achieved in 2003. Headline
earnings rose 28.6% to R504 million, and headline
earnings per share by 27.9% to 110 cents. Excluding
the effect of the R19 million transfer pricing tax credit
from the 2003 results, headline earnings per share for

that period would have been 871.8 cents thereby
reflecting a rise in 2004 of 34.5%. The six-year
compound growth in earnings and headline earnings per
share is 22.8% and 21.9% respectively.

Higher earnings resulted in an improvement in return on
average shareholders equity from 33% to 36.6%.

Basic, headline and dividends per share
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Dividends

A final dividend of 27 cents per share has been declared
in respect of the 2004 period. Together with the interim
dividend of 21 cents per share, this is 41.2% more than
the distribution to shareholders for 2003. The dividend
cover has been revised to 2.3 times headline earnings
from 2.5 times in 2003. Total dividend payments during
the year amounted to R194 million compared to
R118 million in 2003. Over the last three and six years
dividends per share have shown a compound growth
rate of 49% and 34.5% respectively.

Balance sheet

Net asset value rose 15.9% to 336.1 cents per share
from 290.0 cents per share. Total assets increased by
13.4%, which compares favourably to the 17.9%
growth in sale of merchandise.

Non-current assets
The increase of 9.7% in non-current assets from
R409 million to R449 million arose from:
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e The purchase of an additional 4 212 shares in
Woolmos Properties Share Block Limited (VWoolmos)
for RS million. By purchasing these shares, the group
now owns 100% in Woolmos (previously 76.8%).
Woolmos is the registered holder and owner of
the bare dominium in the building known as
No. 1 Mostert Street, Cape Town, the head office of
the group. The total cost of the investment in
Woolmos is R15 million and, consistent with prior
years, this amount has been disclosed as part of land
and buildings.

e |Investments declining from R110 million to
R105 million during the period, mainly due to
payments received on the investment in the export
partnership participation of R8 million and a fair
value interest adjustment of R1 million in accordance
with AC133: Financial Instruments: Recognition and
Measurement.

e Goodwill of R38 million arising on the purchase of
75% of the YDE business. This represents the excess
of the purchase consideration over the fair value of
the identifiable assets of YDE at the acquisition date.
This goodwill is amortised over its estimated
economic useful life of ten years.

e Loans increased by R8 milion from R22 million to
R30 million, mainly due to the increase in loans to
participants in the Truworths International Limited
Share scheme. During the period accounting
statement AC132: Consolidated Financial
Statements and Accounting for Investments in
Subsidiaries, in so far as it requires a share purchase
trust which meets the definition of a subsidiary to
be consolidated, was adopted. As a result, the
comparative financial statements have been adjusted
accordingly.

Inventories

Inventories increased by 17% to R198 million from
R168 million. Stock turn of 6.5 times was at a similar
level to last year. Management is satisfied that adequate
provisions have been made for markdowns, shrinkage
and inventory obsolescence.

Trade receivables
While the group’s conservative credit granting policies
were maintained over the period, increased disposable

consumer income and higher levels of consumer
confidence saw credit sales grow by 19.2% and trade
accounts receivable increase by 21.3% to R973 million
from R802 million. The quality of the debtors’ book has
improved, with better collections, fewer bad debts as a
percentage of credit sales and a larger number of
customers whose accounts were current and were thus
able to purchase. The basis for the calculation of the
doubtful debts provision is consistent with that of 2003.
The group continued to write off trade receivables in
accordance with its strict ageing policy.

Cash and cash equivalents

Cash and cash equivalents of R454 million further
emphasise the group’s strong financial position and
provide future flexibility to take advantage of investment
opportunities. The percentage of net cash to total
shareholders’ equity decreased to 30.3% from 33.3%
in 2003.

Trade and other payables

Trade and other payables rose by 24.7% to R337 million
from R270 million. This was mainly due to improved
trading volumes and the first time inclusion of
YDE's liabilities.

Equity

The number of shares in issue increased by 6 346 867
as a result of shares issued in terms of the share
incentive scheme at an average price of R3.88. The
proceeds from these share issues were R25 million.

During the period 20.4 million shares were repurchased
by a subsidiary, Truworths Limited for R195 million at an
average price of R9.52 per share. This brought share
repurchases since inception of the buy-back programme
in the 2002 financial year to a total of 36.2 million
shares at a cost of R275 million and at an average price
of R7.59. Repurchased shares are held as treasury
shares and represent 7.5% of issued shares at the end
of the period compared to 3.3% at the end of the
2003 period.

The minority interest totalling R12 million arose from the
25% equity stake retained by the previous owners of YDE
and their share of profits for the seven month period.
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Cash flow

As a result of a continued high quality of earnings,
attributable cash flow per share improved to
103.5 cents from 97.7 cents. This equates to a
realisation rate of 82.2% on cash equivalent earnings a
share of 125.9 cents, compared to 100.2% on
97.5 cents in 2003.

Cash earnings before interest, depreciation and
amortisation (cash EBITDA) amounted to R674 million,
an increase of 40.2% on 2003. There were larger
working capital requirements mainly due to higher
investment in trade receivables and inventory levels
partly offset by growth in trade and other payables, a
consequence of improved trading activities and
associated higher volumes. Tax paid rose by R82 million
because of higher profits and increased STC of
R10 million on the back of higher dividend payments.
Dividend payments increased by R75 million to
R194 million as a consequence of higher earnings and
improved dividend cover.

After these outflows, net cash retained and available for
investing and financing activities was R280 million. As
previously noted, capital expenditure remained tightly
managed and within budget at R61 million; while the net
cash outflow from the acquisition of YDE amounted to
R26 million.
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After investment activities and share issue proceeds of
R25 million, cash available for financing activities
amounted to R216 million. This enabled the group to
fund further share repurchases of R195 million and
effect a contribution of R23 million towards its post-
retirement medical aid funding obligation.

As a result of this cash utilisation strategy, cash and
cash equivalents at the end of the financial period were
maintained at similar levels to the prior period.

Export partnership participation

The South African Revenue Service (SARS]) is continuing
its investigation into the tax treatment by certain other
companies that participate in partnerships, with financial
periods ending after 1 March 1996, involved in the
export of shipping containers. During the year the matter
was progressed at a meeting involving legal counsel for
SARS and the partners, and further meetings and
information sharing are scheduled. Trencor Limited has
warranted certain material aspects of the partners’
participation, including any exposure that might arise if
SARS were to raise assessments in respect of this
participation.

A deferred tax liability in respect of the group’s export
partnership participation with financial periods ending
after 1 March 1996 (excluding interest and penalties) of
R77 million (R83 million in 2003) is disclosed as a
contingent liability.

Accounting standards

The annual financial statements are prepared on the
historical cost basis, except where otherwise stated, and
in accordance with South African Statements of
Generally Accepted Accounting Practice (GAAP).

Accounting policies applied are consistent in all material
respects with those applied in the prior period, except
for the adoption during the current period of accounting
statement AC132: Consolidated Financial Statements
and Accounting for Investments in Subsidiaries, in so far
as it requires a share purchase trust which meets the
definition of a subsidiary to be consolidated. Certain non-
material changes to comparative information at
June 2003 have been made and are explained in detail
in note 22.2 of the financial statements.
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The group’s approach to financial reporting is one of
openness and transparency, as management strives to
be at the forefront of accounting developments and
disclosure.

Evidence of the levels of compliance and adherence to
current and emerging standards is the recognition
received in respect of the last two annual reports, which
achieved an ‘excellent’ rating in the annual Excellence in
Financial Reporting Awards survey conducted by Ernst &
Young in conjunction with the Department of Accounting
at the University of Cape Town (UCT).

As part of the process of continuous improvement in
financial reporting, the detailed report resulting from the
Excellence in Financial Reporting Awards survey is used
as input into the annual reporting process for the
following financial period. During the year staff also
attend regular technical updates and engage various
accounting specialists on emerging technical issues.

The most significant recent accounting development for
the group has been the emergence of the International
Financial Reporting Standards (IFRS). The JSE Securities
Exchange South Africa requires that all listed companies
comply with IFRS for periods beginning on or after 1
January 2005. In the case of the group, this would apply
to the 30 June 2006 year-end, and will include
comparative information for 2005. During the period a
detailed IFRS impact exercise was performed, in
consultation with the group’s auditors, to assess the
impact that IFRS would have on the group in terms of
financial reporting, measurement and disclosure. This
involved looking at the alignment of SA GAAP and IFRS,
the first-time adoption of IFRS, and the IFRS
improvement project.

In terms of the overall evaluation exercise, management
concluded that the alignment of the 15 SA GAAP
statements and 11 interpretations would not result in
any significant impact on the group’s reporting.
Differences identified were mainly in respect of the
wording of statements and interpretations. The
differences in SA GAAP and IFRS effective dates will have
no impact on the group.

In terms of the first-time adoption of IFRS, and to comply
with IFRS1, the impact of the changeover on the group
will be minimal and can be summarised as follows:

In terms of IAS16 (Property, Plant and Equipment)
the group will be required to record these assets at
fair value. In terms of I1AS40 (Investment Property), a
flat owned by the group would need to be carried at
fair value as would the distribution centre resulting in
property assets and equity of the group increasing by
approximately R10 million, based on current
assessments of market values.

In terms of IFRS1 (IFRS First-time adoption), the
Company will be required to transfer the non-
distributable reserve of RS9 million to retained income.
There would be no impact on the group financial
statements.

The Zimbabwean investment is currently not
accounted for on the equity basis as it operates
under severe long-term restrictions that significantly
limit its ability to repatriate income to the group. The
investment has been fully impaired due to these
circumstances. IAS28 (revised), (Investments in
Associates) does not permit an investor that
continues to exert significant influence over an
associate not to apply the equity method of
accounting merely because the associate is operating
under severe long-term restrictions that significantly
impair its ability to transfer funds to the investor.
Significant influence must be lost before the equity
method ceases to be applicable. While it can be
argued that the group continues to have significant
influence over its Zimbabwean investment,
management believes that it would not be
appropriate to account this investment on an equity
basis until the political and economic situation in
Zimbabwe is clarified. The accounting treatment will
be reconsidered annually and the IFRS considerations
will be taken into account in the 2006 financial
period, when the statement would apply.

In terms of IAS36 (Impairment of Assets), there
would be no effect on the carrying value (and thus
depreciation) of the building known as No.1 Maostert
Street. Despite the asset currently being reflected in
the accounts at an amount in excess of the market
value, the requirement to reflect this asset at its
value in use would still be applicable in terms of IFRS.
(For a detailed summary, refer to note 2.2 in the
annual financial statements.)
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e |AS2 (Inventories), requires disclosure of inventory
provisions and amounts written down to net
realisable value during the period. Information
relating to inventory write-downs and provision
for markdowns will be disclosed in the 2005
financial period.

e The effect of IFRS2 (Share-based Payments), is
disclosed in note 25.4 of the annual financial
statements.

e |FRS3 (Business Combinations) does not permit the
amortisation of goodwill. Goodwill needs to undergo
an impairment assessment on an annual basis and
any adjustment that is required will be effected in the
2005 financial period, for the first time.

e \Within IAS32 (Financial Instruments: Disclosure and
Presentation) and IAS39 (Financial Instruments:
Recognition and Measurement), there are two areas
which have been considered: the debtors’ provision,
as one cannot impair on a ‘portfolio’ basis as there
needs to be an indication of impairment; and, the
option to purchase the remaining 25% in YDE, which
option is deemed to be a derivative and thus needs to
be valued and accounted for. The impact of the
requirements relating to impairment of trade debtors
is difficult to estimate at this stage, given the
practical difficulty associated with applying an
alternative methodology to a book of the group’s size.
If there are any revisions required, we expect this to
be ‘once off’ and not to have a material impact on net
income. At this stage it is also practically difficult to
estimate a fair value for the YDE minority stake given
that it is a fairly recent arm’s length transaction. A
fair value of the option to purchase this stake will be
conducted in the 2005 financial period.

Financial risk management

The group has a detailed and comprehensive treasury
policy, which, inter alia, regulates currency, interest rate
and counterparty exposures. This policy has been
approved by the board of directors and is regularly
evaluated and adapted to take into account the rapid
pace of change in this area. Derivatives are only used to
provide an economic hedge in respect of foreign
exchange and for interest rate movements. These

economic hedges are accounted for as financial
instruments held for trading rather than accounting
hedges.

The group policy is to cover fully all committed import
exposures. As a result, the group had no uncovered
foreign currency liabilities at the end of the financial
period. Import exposure arises mainly from the import
of merchandise; however there are certain non-
merchandise transactions that occur in currency other
than in rands that relate to IT services. These, however,
do not have a significant impact on the profitability of
the group. At the end of the period the group had
entered into forward exchange contracts, maturing
within 12 months, to cover specific orders of goods.
Average US dollar contract exchange rates were R6.83.

In the 2003 financial period, a R6 million foreign
exchange loss was incurred compared to a R1 million
foreign exchange loss in the current period to June
2004. Looking ahead, the effects of foreign exchange
fluctuations on merchandise purchases are not expected
to have a material impact on earnings due to the
relatively low proportion of merchandise purchases that
are sourced from offshore.

The group remains ungeared and had R457 million in
unutilised domestic general banking facilities at the end
of the period. The Company’s articles of association limit
the Company’'s borrowing powers, while the borrowing
powers of wholly-owned operating subsidiary, Truworths
Limited may, in terms of its articles of association, be
limited by the Company.

Cash utilisation

The group is highly cash generative and in the current
low interest rate environment needs to make optimum
use of its cash resources. Cash and cash equivalents at
the end of the financial period amounted to B454 million,
which was similar to the levels at the end of the prior
period.

The utilisation of cash in the current period should be
seen in the light of some significant initiatives in the
financial year under review and in previous reporting
periods. These include a material reduction in the
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dividend cover from 3.3 in 2001 to 2.3 in 2004, with
the effect that dividend payments increased from
R53 million to R194 million. Dividend cover policy
remains a focus area for management and will continue
to be reviewed.

A favoured method of distributing cash to shareholders
is in the form of share repurchases by a subsidiary,
Truworths Limited in terms of sections 85 to 89 of the
Companies Act. The intention is to continue with share
repurchases, provided market conditions are favourable,
until treasury stock reaches a threshold of 10% of the
Company’s issued shares. Repurchases take place in the
open market when there are perceived weaknesses in
the share price, and provided the repurchase is earnings
enhancing.

During the year under review, the YDE business was
acquired. In line with previous advice to shareholders,
the group is constantly evaluating acquisition
opportunities with a view to funding these using cash.
Strategy in this regard is to target retail opportunities
that have a synergistic fit with Truworths and which can
be easily integrated into Truworths' systems,
management structures and supply chain processes.

One of the group’s key strengths is an ability to fund
operational working capital and investing activities with
cash. In this regard, the introduction of credit facilities in
both YDE and Identity is expected to further absorb cash.
This is expected to increase working capital
requirements by up to approximately RS0 million in
2005. With regard to investing activities, capital
expenditure of R103 million is planned for significant
store openings in 2005, R42 million more than 2004.
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TRUWORTHS' VISION FOR CUSTOMERS

“Truworths will be the first place | go when | want quality fashion that makes me look
attractive and feel successful because shopping at Truworths is effortless and | am

helped by lively and committed people.”

EF Cristaudo (45)
Dip EDR Dip Marketing Man, CNE, B Com

Director: Customer relations management and systems of
Truworths Limited.

Employee of Truworths Limited since November 1997.
Appointed to the Truworths Limited board in February 2000.

The customer relationship management division
comprises marketing, credit, analytics and customer
information systems.

Its core focus is to enhance customer satisfaction and
loyalty by maximising customer relationships. This is
achieved with a thorough understanding of customer
needs, by providing customers with credit in a
responsible manner, by enticing customers into
Truworths stores using various marketing activities, and
by ensuring that the technology used is of the highest
standard.

Credit and analytics

A combination of improved collection strategies and
a more buoyant South African economy resulted in a
better performing book compared to the prior period.

The debtors’ book grew 21.3% to R973 million, while
credit sales increased by a slightly lower 19.2%. There
was a slight reduction in the percentage of the book on
the six month payment plan and an increase in the
percentage of the book on the 12, 18 and 24 month
payment plans. Movement towards the longer-term
plans was a result of customers selecting the cash flow
advantages of reduced monthly payments.

The percentage of collections achieved versus those due
improved to 96.5% on a moving annual target (MAT)
basis compared to 92.6% reported in 2003. Net bad
debt write-off to credit sales was 2.2% (2003: 2.5%),

Key debtor statistics
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Key debtor statistics 2004 2003
Number of active accounts (000O's) 857 780
Credit sales as a % of total retail sales (%0) 72.7 72.1
Qualifying payment % (%) 0 90
Debtors’ book (Rm) 973 802
Overdue % to debtors (%0) 13.5 14.0
% of active book that can purchase at period end (%0) 88.0 87.7
Collections achieved versus those due (MAT) (%0) 96.5 92.6
Net bad debt write-off as a % of credit sales (%0) 2.2 2.5
Net bad debt write-off as a % of debtors’ book (%0) 4.3 5.1
Doubtful debt provision as a % of debtors’ book (%0) 5.9 5.9
Applicants granted credit (%0) 47.3 50.0
Cost of credit (Rm)
Interest from debtors 108 106
Financial services income 7 7
115 112
Collection costs (75) (63)
Net bad debt and change in bad debt provision (51) (52)
Cost of credit (11) (3)
MAT: Moving Annual Target

while net bad debt as a percentage of the debtors’ book
improved to 4.3% (2003: 5.1%). The qualifying payment
for customer accounts not to be regarded as overdue
has been maintained at 90%, one of the highest in the
retail industry.

Benchmarks comparing Truworths with other leading
credit retailers show that once again Truworths
outperformed the industry average in terms of
delinquency and collections.

In the light of an expected rise in interest rates during
the 2005 calendar year, and in line with good new
account growth, the doubtful debt provision has been
maintained at 5.9%. The strict criteria for advancing
credit to new account applicants were maintained. This
resulted in only 47.3% of all applicants satisfying the
credit granting policies, while scorecards saw a slightly
higher rejection rate.

There was a pleasing increase in the number of active
accounts of 9.8% - from 780 00O to 857 000
accounts.

In line with expectations and budget for the period, the
cost of credit increased by R8 million to R11 million
(2003: R3 million). This was due to lower interest
income for the period, marginally up to R108 million, and
higher cost of collections as a result of more aggressive
collection strategies. These resulted in improved
recoveries and collections; the rand amount of net bad
debt and the increase in the provision were also
marginally better than the 2003 amount.

Income from financial services improved by 12.3% to
R7 million. Retrenchment, death, disability and serious
illness insurance, the fourth insurance product in the
Truworths portfolio, was introduced late in the financial
year and is expected to help reduce the cost of credit
going forward. This also complements Truworths’' lost
card protection, funeral and life cover and cell phone
insurance products already in place.

Scorecards were realigned and four scorecards in
account acquisition were redeveloped, resulting in
increased predictive power on the book.
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Advanced analytics continued to be utilised and, in the
new financial period, it is planned to further improve
Truworths’ data modelling capabilities following the
purchase of best-of-breed analytical software. This will
enable Truworths to build powerful strategies by mining
historical data.

In the new financial period, credit will be introduced to
both YDE and Identity using existing technologies,
staffing infrastructures and strategies.

Customer information systems

Continued investment in information technology brought
added functionality for the benefit of both customers and
internal users. Enhancements were made to the
customer data warehouse, predominantly in the area
of collections and new accounts. The rollout of new point-
of-sale (POS]) technology to all Truworths stores was
completed.

Added business continuity capabilities were installed at
POS to ensure the ongoing authorisation of customer
transactions in the event of a centralised system failure.
Enhancements were also made to continue improving
the quality of the Truworths customer data.

Additional auto dialler seats were installed in the group’s
call centre based in Cape Town, increasing the internal
auto dialler capacity used for telemarketing and
collections.

The website (www.truworths.co.za) was redeveloped to
make it easier for customers to use and to further
promote the image of Truworths. This brought good
results with a 22.7% rise in total user visits compared
to the prior period. Online shopping has also shown good
improvement.

Marketing

A core focus this period was to better target customers
based on their needs and preferences.

Above-the-line advertising expenditure was focused on
the core brands within Truworths. In this regard the
media plan was realigned to obtain a more balanced
approach, and to improve the reach for each Rand
spent.

Enhancements were made to the market research
capability and additional areas were explored as a result
of an in-depth quantitative survey conducted in the prior
period.

Other highlights included:

e The successful completion of a number of
promotions, fashion shows and workshops with
customers and strategic partners.

e An agreement to dress news presenters on e-TV in
Truworths merchandise.

e A substantial increase in editorial coverage in all
leading magazines.

e Introduction of an electronic gift card service in
Truworths and Identity stores.

The period to end June 2005 will again see marketing
efforts focused on core brands and sponsorships that
add value and deliver a consistent message to Truworths
customers. Below-the-line initiatives will be based on
customer preferences.
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* Stand-alone stores

The period under review proved a demanding one for
retail operations with a new design for emporium stores,
the introduction of mini emporiums using existing and
new concepts and the development of new formats.

Four Truworths stores were opened at Mitchells Plain
(Cape Town), Midlands Mall (Pietermaritzburg), Makapan
(Potgietersrus), and Ballito Bay (outside Durban). One
Truworths Man store was opened and two Truworths
stores were closed. Twenty new l|dentity stores were
opened and one was closed. The table below reflects the
number of stores compared to the prior year and the
plan for the year ahead.

Thirteen stores were enlarged and or renovated.
At Canal Walk in Cape Town an existing store was
refurbished to launch a new-look Identity format that is
more attuned to the customer profile and that
recognises that the brand has evolved to appeal to
fashion-conscious customers. The result has been a
significant increase in sales at Canal Walk and therefore
a decision has been taken to extend the format to other
key shopping mall locations. The Greenacres emporium
store in Port Elizabeth was enlarged and renovated. This
included the introduction of a new shoe concept. Initial
results have been very encouraging with the department
showing an increasingly positive contribution to sales. As
a consequence, the model will be tested in other stores.

During the period under review, total spend on new and
refurbished Truworths stores was R39 million. The drive
to improve productivity and profitability through cost
reductions and greater efficiency saw Truworths’
controllable retail costs rise by 13.7% over the previous

2003 2004 2005
Actual Actual Plan
209 211 221
14 15 17

5 5 3

3 3 3

2 2 2

36 55 71
269 291 319
127 135 152



period. As a percentage of sales, these costs stood at
8.9%, which compares favourably with the 9.4%
recorded a year earlier.

Looking ahead, new Truworths stores are due to open in
Festival Mall (Kempton Park), Stellenbosch Square
(Stellenbosch), Clearwater [(northern suburbs of
Johannesburg), Woodhill (Pretoria), Cape Gate Shopping
Centre (Cape Town) and Diamond Mall (Kimberley); there
will also be 16 new Identity stores.

The opening of the Clearwater store in September 2004
will introduce a significantly redesigned Truworths

emporium. The changes have been driven by the
marketplace and a desire to afford Truworths brands
more character by putting additional architecture into
stores. This followed extensive work with consultants and
a re-evaluation of our store design to meet changing
customer preferences.

Significant enlargements and refurbishments will also
occur at Westville Pavilion (Durban), Centurion
(Pretoria), Somerset Mall (Western Cape), Richards Bay
(Kwazulu-Natal) and Mimosa Mall (Bloemfontein). The
estimated cost of these projects is R21 million and
trading space is expected to grow by an estimated 13%.

YDE will remain predominantly self standing and
independent with two new YDE stores planned for the
2005 year.

Staff recognition

A new motivational programme was implemented at
Truworths stores to reward top performing staff. The
first phase of the programme was completed
successfully, with a positive response from staff. It
encompassed, amongst other aspects, sales, customer
service, new accounts, training and administrative
efficiency. Further enhancements to the programme are
planned for the remainder of the 2005 financial year.

Operational risk

Managing risk in terms of minimising shrinkage, cash
losses and burglaries showed significant improvement on
the previous period due to the innovative use of
technology, high levels of staff commitment and
management overview.

Franchise operations

At R18 million, franchise sales were R4 million lower
than 2003.

Reasons for the decline include a relatively poor trading
performance at the Middle East stores where stock
intake plans were less aggressive due to the strength of
the rand. Sales in some African stores were adversely
impacted by the interrupted supply of merchandise as a
result of logistical problems. These have since been
resolved and we do not anticipate any continued impact
on performance.

During the period a conservative expansion approach
was adopted. One new lIdentity franchise store was
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RETAIL AND FRANCHISE OPERATIONS

Imports, while offering good value on the back of a
stronger rand, require longer lead times and larger
production runs, giving an advantage to those South
African manufacturers who are able to deliver a quality
product in a shorter time frame.

During the period under review, about 75% of Truworths’
fashion merchandise was sourced locally, with the
balance purchased internationally, mainly in China and
India, largely because of a lack of availability in South
Africa. Mindful that quality provides us with a competitive
advantage, Truworths continued to source product with
this in mind and where necessary purchased material
like fine gauge knitwear from international suppliers.

A focus for the year ahead will be to continue building the
local and international supplier base to ensure Truworths
remains ahead in terms of fashion trends.

Fundamental to the supply chain is the distribution
centre (TDC) that significantly improved throughput
during the period and implemented a new operating
system, Retek Distribution Management (RDM), which
assisted in managing higher volumes.

BM Wyatt (57) (British)

Dip AD int Des

Director: Architecture and design of Truworths Limited.
Employee of Truworths Limited since November 1979.
Appointed to the Truworths Limited board in November 1997.

opened in Dubai and three Truworths African-based
franchise stores were closed bringing the total number
of franchise stores to 17: 10 in Africa and 7 in the
Middle East.

Supply chain
As a dynamic fashion chain offering a wide variety of
styles, Truworths requires smaller merchandise runs
with a quick turnaround to capitalise on the latest
fashion trends.

Truworths thus deals with a wide range of suppliers and
is fully committed to the local manufacturing industry.



JA Holtzhausen (51)

Director: Information systems of Truworths Limited.
Employee of Truworths Limited since October 1897.
Appointed to the Truworths Limited board in February 2000.

The new Retek Distribution Management (RDM)
allocation system deployed at our distribution centre
enabled better management of stock throughput and
productivity.

Upgrades to the store infrastructure resulted in
improved staff communication and customer service.
Enhancements to stock management processes,
including tracking customer returns helped ensure that
the quality of the Truworths product was maintained and
improved.

During the period data warehouse upgrades were
performed to raise the standard of information on
customers and merchandise. Further upgrades to the
customer and supplier websites were implemented and

the outdated field system was replaced with a more
appropriate and up-to-date information system.

Truworths commenced an upgrade to the latest
Microsoft Office solution enabling the consolidation of
intellectual property and improved productivity, especially
where there was a need to collaborate with suppliers. In
addition, workflow capabilities improved the efficiency of
internal processes.

From a business continuity perspective a number of
disaster recovery tests were performed. In terms of
infrastructure, we continued with the approach of
rationalising capabilities that will enable more effective
cost management. This applies also to security,
especially the global threat of viruses.

Cost pressures on data and voice communication
encouraged identification of alternative services to
manage associated costs more effectively.

Key initiatives for the new financial period include
redesigning executive information systems to facilitate
more dynamic merchandise and logistics planning, and
enhancing human resources processes with the
introduction of a new labour scheduling system.

Integration with key suppliers will be further improved to
maximise sourcing and quality capabilities.

A strategy to replace ageing merchandise information
and logistics systems, including the replenishment and
assortment planning functions, is in place. Software
upgrades for the Retek and Arthur systems are planned,
allowing re-engineering in a number of areas where
automation and realtime information have become a
necessity.

New technologies will be assessed, as will space
planning solutions to optimise store capacity.
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PEOPLE AND LEADERSHIP

TRUWORTHS' VISION FOR EMPLOYEES

‘| am totally committed to Truworths because | am always encouraged to
offer innovative ideas which contribute to the ultimate purpose of Truworths.
As a result Truworths is generous in recognising my role as an effective

team member.”

People resourcing and recruitment

In terms of people resourcing, Truworths employs a
competency-based process using structured interviews
and practical job-related assessments. Preference is
given to internal appointments, utilising 360-degree
assessments at senior levels. Internationally recognised
search agencies are used when needed.

Some 82% of employees (permanent and flexi-time)
recruited during the period were sourced from previously
disadvantaged groups.

Performance management and rewards

By subscribing to different surveys providing information
on salaries and benefits and on current remuneration
practices for the retail and general South African
markets, we are able to establish objective benchmarks
in the performance management process.

Individual key performance indicators (KPIs) are linked to
business KPIs before being monitored and assessed on
a regular basis at board level.

All employees with at least one year of service and who
meet Truworths’ performance standards participate in
an ongoing share scheme that is structured against
agreed target levels approved by the remuneration
committee.

Key employees participate in an incentive scheme driven
by agreed performance criteria for both the individual
and the group, with rewards payable if the group
achieves its performance targets. In addition, for
individuals to qualify they need to have met their required
individual performance targets.

The Truworths “Golden Goose” bonus scheme applies to
all staff, excluding key employees who participate in the
incentive scheme outlined above. The bonus amount also
depends on Company performance, measured according
to the same criteria applied to key staff.

A new staff recognition programme has been
implemented in Truworths store operations division to
motivate and incentivise staff against a number of
criteria.

Organisation survey

A further organisation survey, conducted in late 2003,
indicated that employees felt positive about their
association with Truworths and its brands. The survey
demonstrated increased levels of commitment and that
Truworths offered good opportunities to develop and
grow.

Concerns raised in the survey related to communication
and human resources systems and key projects have
been initiated to improve these areas.

In terms of internal communication, the intranet facility
was refined with better access to employees. Short
messaging technology was enhanced to improve the
speed of communication between the wide network of
stores while the quarterly in-house publication was
improved to deal more directly with issues of interest to
employees. Management has committed to an additional
organisation survey during the 2005 financial period to
ensure that the views and concerns of Truworths’ people
are considered.

% Black % Female
Staffing category at June 2004 representivity representivity
Flexi-time 87 77
Semi-skilled 83 82
Management and skilled staff 49 75
Senior management 4 27
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Workforce Employment Equity Profile
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Employment equity

Employment equity targets have largely been met, except
at executive level. Indicative of the importance placed on
employment equity is that Truworths deputy managing
director is tasked with responsibility for this strategic
imperative through his chairing of the newly constituted
Transformation Committee.

Four years into the five-year strategy to develop people in
Truworths stores and field management for the next
level, the plan has proved successful with targets for all
levels up to senior managers in sight.

The elected National Employment Equity Consultative
Forum meets annually while being updated on progress
during the period by the employee relations manager.
Employee equity progress reports were submitted
timeously for both South Africa and Namibia.

HIV and AIDS

Truworths’ primary focus was on prevention through
education. Truworths also provided free condoms and
extended its AIDS initiatives to include the provision of
anti-retroviral treatment via the special reserve created
in the Wooltru Healthcare Scheme.

All AIDS - infected staff qualify for temporary and
permanent disability benefits.

The training programme implemented in 2003, through
which Truworths sought to equip line managers to deal
compassionately and professionally with AIDS in the
workplace, had a positive impact.

The services of an independent consulting company were
retained to assess the detailed impact of HIV and AIDS
on Truworths in January 2003 and again in January
2004. The Actuarial Society of South Africa [ASSA)
2000 projection model was applied and the prevalence
rate of HIV and AIDS was assessed to have declined
from approximately 5.5% to 4.7% of permanent staff.
Prevalence rate projections to 2009 and 2018 in the
2003 assessment were 6.6% and 4.6% respectively,
and in the current assessment are 5% and 2.7%.
Prevalence is expected to peak in 2007. The total
impact of HIV and AIDS will be delayed, however with HIV
and AIDS mortality and incapacitation rates only peaking
in 2013. This is attributable to the long delay between
HIV infection and the onset of sickness and death.
Statistics are monitored regularly by external consultants
in terms of ASSA 2000 standards.

Application of the ASSA 2000 projection model revealed
prevalence rates amongst customers that closely
mirrored the Truworths employee profile.

Management is confident that it will be able to carry the
associated costs of HIV and AIDS, estimated at between
R2 milion and R3 milion a year between 2005
and 2018.

Retirement funding

The transfer of all Truworths employees who were
members of the Wooltru Group Retirement Fund to
the Alexander Forbes Retirement Fund, a defined
contribution umbrella fund, was finalised in May 2004
with the approval of the Financial Services Board (FSB).
This approval was significant in that the FSB
acknowledged in the process that there was no surplus
for distribution in terms of the Pension Funds Act.

Truworths employees may choose between the South
African Commercial, Catering and Allied Workers Union
(SACCAWU) Provident Fund and the Alexander Forbes
Retirement Fund which, in turn, gives members
various investment alternatives. Namibian staff are
members of the Namflex Pension Fund, a defined
contribution umbrella fund administered by Alexander
Forbes Namibia.
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Medical aid

Choice is also important in the context of health care.
Employees can select from the Wooltru Healthcare Fund
and the Ingwe Healthcare Plan. Namibian employees can
choose to join the Namibia Medical Care Fund, with all
schemes offering a wide range of member options.

Despite the unbundling of Wooltru, Truworths remains a
participating member of the Wooltru Healthcare Fund
that enjoyed a 40% solvency margin even after the
transfer of R34 million to the fund’s long-term HIV and
AIDS reserve.

At 10%, contribution increases for \Wooltru Healthcare
members and Truworths were amongst the lowest in the
industry for 2004, and well below medical inflation.

Truworths continued to manage the risks associated
with the health care scheme and put in place strategies
to accommodate the anticipated impact of potential new
legislation, including social health insurance and
prescribed minimum benefits under the Medical
Schemes Act.

A contribution of R23 million was made towards the
post-retirement medical aid funding obligation during
the year.

Occupational health and safety

A new health and safety policy was implemented in 2004
to improve levels of awareness and adherence to health
and safety standards in the business. The palicy is closely
monitored by the group risk manager and high
awareness resulted in no serious work-related accidents
or incidents in the reporting period.

The well-being of staff is central to the Truworths
approach. This incorporates weekly sessions for small
groups of people with the security manager. These
meetings increase staff awareness of their
surroundings, and of the protection of both their and
Truworths’ property.

Labour relations

A positive and productive working relationship with
SACCAWU was strengthened during the period with the
signing of a new agreement.

Approximately 22% of Truworths employees are
members of the recognised union and the 2004 /2005
wage agreement was concluded cordially to the mutual
satisfaction of both parties.

In Namibia, union membership was maintained at 50%
of staff and wage negotiations took place in the same
spirit as in South Africa.

Development and training

Following strategies put in place two years ago, a
learnership programme for entry-level store operations
employees was implemented to ensure the development
of a substantial number of flexi-time employees, while
also enabling Truworths to obtain financial leverage from
compliance with the Skills Development Act. Forty
learnership agreements had been completed and there
were significantly more active learnership agreements at
the end of the financial period.

In terms of leadership development, Truworths
partnered with an internationally recognised consultancy
to develop innovative programmes that meet its specific
needs. These form an integral part of Truworths’
leadership development programme and were
implemented for senior leadership and middle
management.

An in-house initiative to tackle skills shortages,
specifically in the merchandise function, continued to
meet the internal succession plan needs.

In the new financial period enhancements will be made
to the retail training programmes, particularly at
management level.

Our approach to the Skills Development Act goes beyond
compliance. The Truworths human resources team
actively participates with the Wholesale and Retail
Sector Education and Training Authority (WE&RSETA) in
the ongoing implementation of legislation. Truworths is
represented on national task teams, standards
generating bodies and various W&RSETA forums. Claims
for the 2003 /2004 WE&RSETA year were maximised by
adopting a proactive approach to planning and strategy.

Human resources is recognised by the board as a key
focus area for the year ahead and a project team with a
dedicated manager and the assistance of an external
consultant have been tasked with realigning human
resources structures and strategies with overall
business objectives.
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THE TRUWORTHS PURPOSE

“Youthful fashionable South Africans want to look attractive and successful and feel
enthused with confidence. To this end, Truworths entices them into the most exciting,
visually appealing “real” and virtual retail environments where they can shop effortlessly
for an innovative and adventurous blend of colour, fabric, value and fashion styling of
international standards.”

b

DN Dare (43) TD Murdoch-Coyle (44)

B Bus Sc Dip H Ed

Director: Merchandising of Truworths Limited. Director: Buying and design of Truworths Limited.
Employee of Truworths Limited since June 1984. Employee of Truworths Limited since June 1985.

Appointed to the Truworths Limited board in July 19989. Appointed to the Truworths Limited board in September 1998.




MERCHANDISE AND BRANDS

Truworths offers a broad range of leading fashion
merchandise across various lifestyles. Each brand has

its own characteristics and distinctive signatures.

In forecasting and interpreting international fashion
trends, Truworths merchandise divisions follow well-
developed processes to capitalise on opportunities while

seeking to limit risk.

Key to this is the fashion studio. The studio has been
further integrated into the business and has grown from
its traditional trending and design role into a ‘fashion

response team’.

The international sourcing division, created a few years
ago, is tasked with sourcing product not available in the
domestic market. This division procures outerwear,
accessories, homewear and gifts. While this is a vital
part of the merchandise offering, the majority of
outerwear is sourced from our local supplier base.

Estimates are that our sourcing department together

with independent supplier imports account for less than
25% of our merchandise range. The local industry is
more capable of responding to the flexibility required to
create our range than imported product and so it is our
intention to retain this ratio of imports to local
manufacture under current circumstances. Truworths
was one of the first retailers in South Africa to voluntarily

introduce ‘country of origin labelling’ a few years ago.

Supplier and quality management has been an area of
focus. We have invested in new technology to improve
laboratory testing of our fabrics. Quality standards have
been upgraded throughout the year, and this is reflected

in the reduction of returns from customers.

These processes allow Truworths to identify and react
quickly to emerging fashion trends. As a result
customers have come to trust Truworths as the fashion

authority in South Africa.
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TRUWORTH

MADE IN THE WORLD

truworths

essence
finnigans
the truworths collection
glamour

outback red (obr)
the truworths jeans co.
skiny

intrigue
peep
zeta
living

A confident collection of fashion-forward leisurewear, formalwear,
glamourwear, lingerie, jewellery, shoes and accessories designed
for the modern woman

Exclusive elegantwear for special occasions

Modern suiting solutions

An understated modern collection of classic suiting separates
An eveningwear collection that offer an exquisite expression of
individual style

Denim-friendly, urban adventurewear

Authentic jeans styled for comfort and individual fit

Comfortable, sporty, bodywear. It's trendy, cheeky and just

your style

A luxurious range of sensuous underwear

A range of underwear that's naughty, saucy, girlie and gorgeous
Inspiring and unique... Real fashion for women in sizes 40-48

A modern collection of contemporary designs to add style to
your home

-'-" ._‘-“
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FASHION WITHOUT BOUNDARIES

truworths man
studio
hemisphere
hemisphere sport
exstream

tm jeanswear

Formal and leisure lifestyle fashion for the modern man
Innovative fashion for the man with an enviable sense of style
Trendy jeanswear for the adventurous modern man

Trendy activewear for the modern man on the move

An extreme expression of up-to-the-limit streetwear for the non-
conformist

An authentic range of mens jeans, designed to fit and styled for
comfort

b A8k v iF

women
men An adventurous collection of easy, yet sophisticated leisure time
teens dressing for women, men, teenagers and children
kids
AWAHEN YOUR SPIRIT
women Daniel Hechter is an international collection of leading edge,
DANIEL HECHTER . 909
PaRs men modern designs for men and women
SPEAK FRENCH WITHOUT SAYING A WORD
W E AR .
Inwear offers a cutting edge range of casual, formal and glamour
ANTERNATIONA i .
fashion that demands to be noticed
OWH THE ATTITUDE
TREMTIFY YOURSBELF maSCUIinE
feminine Young, funky and affordable casual street gear

iDEMNTiTY

accessories

TRUWORTHS o
elerments

The beauty destination

Elements houses a superb range of the best international
cosmetic brands for him and her with skin-care, makeup
and 140 top fragrances

TRUWORTHS
JEWELLERY

Modern, fine quality jewellery, branded watches and very
necessary accessories

YDE offers cutting edge fashion and related lifestyle products
such as shoes, handbags and jewellery aimed at the 16 to 35
age group.




Brand contribution to sale of merchandise

5% 6%

48% 46%
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Truworths VWomenswear

There was real growth in sale of merchandise across
Truworths brands for the period. The graph above
shows, for each brand, the relative contributions to total
sale of merchandise.

Strong performances were recorded when compared
to 2003, in particular by Daniel Hechter - 20.5%,
Truworths Man - 24.3%, LTD - 19.2%, Identity -
53.1%, and Truworths Jewellery - 27.6%. Their growth
increased their relative contributions to overall sales.

Cellular sales grew by 8%, in line with our conservative
approach to add value through this low-margin category
in a limited number of emporium outlets and to
contain bad debts to relatively low levels. Truworths
Living, a pilot category, produced good results. The
merchandise assortment in this category continues to
be expanded and now includes a limited range of home
décor in addition to the successful range of gift items.
This category will be extended to additional stores.
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: 2004

Truworths Womenswear is a dynamic collection of leisurewear, formalwear, glamourwear,

lingerie, shoes and accessories designed for the

The sales growth of 13.2% compared to the prior period
was a satisfactory performance that we anticipate will be
impraoved upon in the coming year.

Truworths Womenswear strategy is to develop and
promote its own brands including OBR or Outback Red,

-

youthful, fashionable South African woman.

the authentic jeanswear range; Finnigans, our Career
range; and Zeta, our fashionable range of large
sizes in leisure and formalwear rather than to promaote
consigned brands.

2000 2001 2002 2003 2004

Sale of merchandise: Womenswear
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Truworths Man is a progressive brand at the forefront of international trends. Covering
all lifestyles for the youthful fashionable man, it has become a highly recognisable brand
with equally well known sub-brands, such as Hemisphere, the jeans brand; Studio,
expressive formalwear; Exstream streetwear; and Truworths Man formal and casualwear.

Stores are located across South Africa in both urban and
rural areas, with most as a store-within-a-store concept
alongside Truworths Womanswear. Stores in the largest
trading locations have recently been refurbished, and
Sandton, East Rand Mall, Menlyn Park and Eastgate all
sport the new look of Truworths Man.

The brand has performed exceptionally over the past 18
months and sales growth of 24.3% compared to 2003
can be attributed to several factors, the maost important
of which is to tap into and correctly interpret the growing
global trend of male fashion awareness.

A—

Truworths Man caters for the entire youthful male’s
wardrobe and its unique fashionability is inspired by the
international fashion trends of sport, music and
designers.

The global and local environments are highly conducive to
growth of the Truworths Man brand, and Truworths Man
will continue to take advantage of the heightened fashion
awareness in the global menswear fashion industry.

2000 2001 2002 2003 2004

Sale of merchandise: Truworths Man
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Daniel Hechter sales increased 20.5% compared to
2003. The brand has performed consistently well over
the past few years across both womenswear and
menswear. This success is due to the skilled branding of
the highly recognisable Daniel Hechter signature and the
buying team’s focus on fulfiling the Daniel Hechter product

/
DANIEL HECHTER

P ARI S
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attributes: superior tailoring, the use of finer quality
fabrics and timeless styling with a modern twist.

The Daniel Hechter brand has benefited from the
transformation in South African society and become a
highly sought-after brand. Additional stores are planned.
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INVWEAR

Inwear offers a cutting-edge range of formal, leisure and eveningwear for the youthful,
female customer who wants to feel sexy, daring, individual, and confident about her image.

Inwear sales increased by 14% compared to 2003
notwithstanding a demanding year for Inwear on account
of merchandising challenges and a highly competitive
environment. The brand’s positive image and youth-
market positioning are important to Truworths.

With its Inwear brand, Truworths has been a pioneer
in the female youth fashion market. Recent years have
seen rapid growth of junior and surf retail concepts all
competing for the same market. Nonetheless, Inwear
has stayed close to the product profile and strategy

that have served it successfully over the past five
years, and has maintained its position as a frontrunner
in this market niche.

Intense focus has been given to opportunities in certain
merchandise areas that have not performed as well as
expected and early indications are that these areas are
showing promise of performing at higher levels. In the
coming year focus will be on maintaining market
position and boosting performance levels.
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The product mix combines trendy seasonal must-haves
with the most-wanted fashion basics at exceptional
value. |dentity has both a local supplier base meeting
the need for fast turnarounds and short runs, as well
as an international supplier base able to offer
outstanding value.

The new store format opened in 2003 in Canal Walk,
Cape Town, was replicated in the 20 stores opened in

the period under review. Simple aluminium fixtures and
industrial-style overhead tubing are offset by subtle,
coloured lighting and music to create an appropriately
‘vibey’ atmosphere.

Identity customers will soon be able to purchase on
credit through the introduction of this form of finance
into Identity in the next few months. Identity plans to
open an additional 16 stores in the year ahead.
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Elements departments are located in the top 60
Truworths stores countrywide. The departments are
bright, spacious and uncluttered and staffed by
consultants offering professional advice. Colour and
fragrance sales tend to be closely linked to fashionability.

In this highly competitive market, sales growth of 15.8%
compared to 2003, was pleasing.

Aggressive product launches by the major brands
will drive growth in the year ahead. Truworths will, in
addition, focus on the growing male market.
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TRUWORTHS

JEWELLERY

Truworths Jewellery range appeals to the Truworths customer across a broad age
spectrum. Truworths’ range of jewellery is combined with leading brands of watches and
eyewear creating a youthful fashion destination for the jewellery consumer.

There are 76 Truworths Jewellery stores countrywide,
located in emporium stores.

Sales grew by 27.6% over the past 12 months compared
to 2003 and claimed back some market share lost over
the past two years. This can largely be attributed to a
new product mix and handwriting, strong planning focus,
branding and expansion into new, more fashionable

items. International eyewear brands and watch brands
are subject to exchange rate fluctuations. In the year
under review, reduced prices enabled us to offer a broader
range of merchandise to meet customers needs.

Truworths will maintain a strong fashion focus in the year
ahead with improved jewellery display and store design,
and an expansion of ranges of eyewear and watches.
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CORPORATE CITIZENSHIP REPORT

Introduction

This annual report consolidates all group initiatives that
can be categorised under the Corporate Citizenship
heading, and incorporates for the first time a separate
section relating to sustainability. It reflects a group
initiative in stakeholder accountability through non-
financial reporting of the group’s activities on an
integrated basis.

The creation of wealth, facilitated by the success of the
group’s business, brings other responsibilities, including
to broader society and the communities we serve. The
group understands that embracing social responsibility,
and respecting the environment, enhances commercial
success and improves the likelihood of the group’s
sustainability.

For this reason a “triple bottom line” approach in
reporting to stakeholders who are defined as our
customers, employees, shareholders, business
partners, South African society, government and
regulatory bodies, and the environment has been
adopted.

Given the significance of governance issues, the first
section of this report deals with corporate governance,
followed by economic, social responsibility and
environmental reports. Information on employees is
included under the Business Review, in the section
dealing with people and leadership.

CORPORATE GOVERNANCE

Truworths International Limited and its subsidiaries are
totally committed to sound corporate governance having
recognised that, besides being a valid expectation of
investors, good governance is fundamentally
advantageous to the group’s sustainability and
functioning.

The board subscribes unreservedly to the principles
contained in the Code of Corporate Practices and
Conduct recommended by the 2002 King Report on
Corporate Governance for South Africa (‘the Code’). This
commitment is founded on the appreciation that the
processes and structures recommended by the Code
lead to clearer demarcation of responsibilities, balanced
decision-making, enhanced communication and rigorous
practices, all of which serve to enhance the group’s
prospects of ongoing success.

The directors are committed to the objective of aligning

the group’s governance regime with internationally
acceptable standards, understanding that the
attainment of such standards is an ongoing and dynamic
process.

Important developments during the period towards the
achievement of this objective include:

e The appointment of an independent non-executive
director.

e The separation of the roles of chairman and chief
executive officer through the appointment of an
existing independent non-executive director as
chairman.

e |mproved accountability of the audit committee
through the appointment of a third independent non-
executive director.

e The formalisation of the workings of, and the adoption
of, a written charter by the non-executive committee
comprising independent directors and chaired by an
independent director who does not chair any other
committee or board within the group.

e Material enhancements to the group’s risk
management efforts through the adoption of
recognised risk management tools and programmes.

e The amendment of the directors’ share dealing code
to ensure alignment with the JSE Securities Exchange
South Africa’s Listings Requirements.

e Engaging with material shareholders in advance of
finalising the annual general meeting notice to obtain
agreement in principle regarding the content of
proposed resolutions.

e \/oting by means of a ballot on contested resolutions,
and the public dissemination of the results of
resolutions, at the annual general meeting.

e Further focus on the full and detailed disclosure of
both financial and non-financial information in the
group’s annual report.

e Anticipating reporting and disclosure requirements by
publishing information ahead of the effective dates
specified by regulators.

e Successful testing of the group’s ability to recover its
critical business computing processes in the event of
disaster.

The board of directors noted the issue of revised Listings
Requirements of the JSE Securities Exchange South
Africa during the period and, in particular, the specific
obligations relating to corporate governance, and is able
to report that full compliance has been attained.
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The corporate governance structures, policies and
procedures in place in the group, together with details of
the limited areas where compliance with the Code has
yet to be attained, are set out below:

The board

Responsibilities
The Company has a unitary board structure. Its primary
responsibilities, as set out in its written charter, are:

* to review the group’s strategic direction;

e to make material investment and disinvestment
decisions;

e to appoint the chief executive officer and monitor the
performance of executive management;

e to consider financial reports, budgets and business
plans presented by executive management;

e to contribute to policy formulation, risk management
initiatives and matters of governance including
communication with shareholders; and

e to approve all new appointments to the board.

The respective roles of the board of the Company, being
a listed investment holding company, and of the board of
the wholly-owned retailing subsidiary company Truworths
Limited, have been documented to clarify their respective
areas and levels of authority.

Accordingly, the board has reserved for itself decision-
making in regard to material issues, with materiality
guantified in relation to specified transactions. In
addition, as standard practice all significant matters
affecting the group are brought to its attention for noting
or decision.

The board of Truworths Limited has responsibility for all
matters associated with retailing including overseeing
and managing the group’s human resources, finance,
buying, merchandise planning, store operations, store
architecture and design, merchandise distribution,
franchising, customer relationship management and
information technology functions.

Composition

The Company’s board, whose members’ names and
particulars are set out on page 4, comprises five non-
executive directors, all of whom are categorised as
independent, and three full-time salaried executive
directors. Mr MA Thompson, a retired banking
executive, was appointed, and Mr BD Lapin resigned, as
a director on 1 March and 20 May 2004 respectively.

The qualifications and experience of the non-executive
directors, coupled with the fact that they have no

material contractual relationships with the group, help to
ensure that their views continue to carry substantial
weight and that their judgement in relation to issues
affecting the group can be exercised independently.

The non-executive directors, acting individually and
collectively, bring independent judgement to bear in
relation to the group’s strategic plan, the consideration
of acquisition possibilities, deployment of group
resources, the functioning of the board, key executive
appointments, annual report disclosures, and corporate
practices and conduct.

The board charter specifies that the majority of the
directors in office must be non-executive, and further
that a quorum for board meetings can be constituted
only when non-executive directors are in the majority. The
Company’s articles of association provide that decisions
to be taken at board meetings are to be decided by a
majority of votes, with each director having one vote.
These provisions, seen together with the separation of
the roles of chairman and chief executive officer during
the year, make clear the division of responsibilities at
board level such that no one individual has unfettered
authority in regard to decision-making. Furthermore, the
practice that all material matters affecting the group are
considered and debated by the board serves to bring
appropriate balance to significant decision-making.

The appointment process in respect of new directors is
formal and a matter on which all board members are
consulted and are required to agree. Each year one-third
of the board is required, in terms of the Company’s
articles of association, to retire at the annual meeting of
shareholders. Retiring directors, who are those that
have been longest in office since their most recent re-
election or appointment confirmation, may offer
themselves for re-election. Directors appointed between
these meetings are required to have their appointments
confirmed at the following annual general meeting.

Generally the directors have extensive experience serving
on the boards of substantial companies and are
professionally qualified. As a result, there has not been
a need to conduct training courses for directors,
although those newly appointed follow a process of
induction appropriate to their needs. Training courses
would be presented in accordance with the group’s
orientation and development programme, should the
need arise.

Functioning
Board meetings were held quarterly in August,
November, February and May during the period under
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review. Except for the November meeting, when Messrs
Lapin and RG Dow tendered their apologies for being
unable to attend, all directors were present at all
meetings.

Board meetings are convened by formal notice
incorporating a detailed agenda supported by relevant
written proposals and comprehensive reports.
Management aims to disseminate meaningful, relevant
and complete information in a timely manner prior to
board meetings, as this facilitates adequate preparation
for in-depth discussion at these meetings.

The reports distributed, together with presentations that
were made at the meetings, dealt not only with financial
issues and acquisition considerations but also with
qualitative matters like the group’s values and ethics, risk
management, social responsibility and governance
enhancement.

A number of decisions were taken between board
meetings by written resolution as provided for in the
Company's articles of association. In addition, executive
management consulted with non-executive directors on
matters of importance as they arose during the period.

With effect from 20 May 2004, Mr MS Mark who had
occupied the offices of executive chairman of the board
and chief executive officer since 1 July 2000, stood
down as chairman, and Mr H Saven, an independent
director since 1 February 2003, and a chartered
accountant in public practice, was appointed as non-
executive chairman.

Board members have ready and direct access to the
company secretary in relation to the affairs of the
Company and their roles and responsibilities. They are
entitled to obtain independent professional advice
regarding Company matters at the Company’s expense
and, during the period under review, they availed
themselves of the company secretary’s services and
legal advice on a number of issues.

Board members have access to all Company information,
records, documents, property and management.

Committees

The board has constituted the following committees,
delegated to them specific responsibilities and imposed
upon them prescribed reporting obligations in terms of
written charters:

Audit committee
This committee’s primary objective is to assist the board
in discharging its responsibilities to:

e maintain adequate accounting records and
functionally effective financial reporting and internal
control systems;

e ensure compliance of published financial reports with
relevant legislation, regulations, accounting practices
and good corporate governance; and

e safeguard group assets.

The committee also facilitates effective communication
between the board, management and external and
internal auditors and provides an objective and
independent forum for the resolution of significant
accounting, compliance and reporting related matters.

This committee currently comprises the following three
members, following the retirement of Mr AE Parfett
from 19 February 2004:

e Mr Saven, an independent non-executive director
and chartered accountant in public practice, who
was appointed to the committee with effect
from 1 February 2003 and who stood down
as the committee’s chairman with effect from
20 May 2004.

e Mr Dow, an independent non-executive director and
chartered accountant who was appointed to the
committee on 23 May 2002.

e Mr Thompson, an independent non-executive
director, who was appointed to the committee and as
its chairman with effect from 20 May 2004.

During the period the policy previously adopted by the
committee, and aimed at enhancing auditor
independence, guided management when deploying the
external auditors in rendering non-audit services. The
committee also considered and approved the external
auditors’ fees during the period.

The committee typically meets three times a year and
met in August, February and May during the period
under review. Members were generally present at
committee meetings, the quorum for which is two
members personally present, except for Mr Parfett in
respect of the February meeting when his apologies
were tendered.

The company secretary, who acts as the committee
secretary, together with the group finance director,
internal audit manager and senior employees of the
finance department, as well the external auditors,
submitted written reports to, and were in attendance at,
these meetings. The internal audit manager and the
external auditors have free and unrestricted access to
the chairman of the committee.
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Remuneration committee

The committee’s primary objective, in terms of the
authority delegated to it by the board in terms of a
written charter, is to assist the board in discharging its
responsibilities to:

e ensure that the group’s senior executives and non-
executive directors are rewarded in accordance with
the group’s compensation objectives, with due
attention to retention issues, performance and best
international practice;

e advise, recommend and review appropriate reward
strategies and policies for group employees, including
evaluation methodologies; and

e determine the remuneration packages of the senior
executives and non-executive directors to support the
group’s strategic objectives.

In effect the committee reviews and approves the
compensation of the executive directors, non-executive
directors and senior executives, as well as approving all
grants and awards under both the group’s share and
incentive plans. Consideration is also given to the
application of the compensation and incentive plans on a
group-wide basis to ensure alignment to the key business
strategies and values.

In the course of its deliberations, the committee notes
the recommendations and considers the views of the
chief executive officer regarding the performance of the
directors and senior executives. The committee has also
from time to time engaged a number of independent and
professional legal and remuneration specialists to assist
in reviewing and benchmarking the group’s remuneration
practices and policies.

The committee comprises the following people, and the
human resources manager acts as its secretary:

e Mr Dow who is the committee’s chairman since
February 2001.

e Mr Saven who was appointed to the committee in
February 2003.

At the invitation of the committee Mr Mark, the chief
executive officer, attends committee meetings except
when matters relating to his compensation are under
discussion.

Generally the committee meets quarterly and during the
period under review it met in August, February and May.
All members were present at these meetings at which
the quorum is two members.

Ethics and governance committee

The board resolved to disband this committee with effect
from 20 May 2004, noting that the board and its other
committees had substantially assumed its functions.

The committee’s primary objective was to assist the
board with discharging its responsibilities to:

e determine the moral climate of the group’s business;

e assist with the formulation of group policies on
matters involving ethics and governance;

e ensure compliance by the group with relevant
legislation, regulations and codes of conduct in the
spheres of ethics and governance; and

e develop, maintain and monitor adherence with the
group’s value system.

The committee facilitated communication between the
board and management in relation to ethics and
governance matters and provided an objective and
independent forum for the resolution of significant
related issues.

Non-executive committee

The committee’s primary objective, in terms of the
authority delegated to it by the board in terms of a
written charter, is to assist the board in discharging its
responsibilities:

e to ensure that there are in place adequate
succession plans in relation to the chief executive
officer’s position and role; and

e to make key appointments such as that of the
chairman and the chief executive officer.

The committee also serves to enable effective and co-
ordinated communication between and amongst the non-
executive directors of the Company and provides an
objective and independent forum from which
recommendations can be made for the resolution of
significant issues facing the board of directors of the
company.

The committee comprises the non-executive directors of
the company and is chaired by Mr Parfett, who also acts
as the committee’s co-ordinator. At the invitation of the
committee, Mr Mark, the chief executive officer, may
attend committee meetings or parts thereof.

Generally the committee meets quarterly and during the
period under review it met in August, November,
February and May. All members were present at these
meetings, (except the November meeting when Messrs
Lapin and Dow tendered their apologies for being unable
to attend), at which the quorum is two-thirds of the non-
executive directors.
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Remuneration philosophy

In general terms, the group’s remuneration philosophy is
to ensure that:

e all employees, but particularly the executives, are
compensated for their contribution to the success of
the group’s performance and benchmarked against
norms in the retail and related sectors;

e performance-based elements of compensation are
based on preset and measurable company and
individual objectives; and

e where appropriate, due regard is had for
comparative levels of compensation at an
international level.

The primary objective of the remuneration committee’s
policy is to ensure that the directors and key executives
receive remuneration that is appropriate to the size and
complexity of their responsibility, performance and
contribution and which will attract, motivate and retain
talented and highly competent people.

The application of the policy has been to provide each
director and key executive with a remuneration package
that comprises an annual base salary (including the
provision of a company car or car allowance), an annual
cash incentive plan, long-term incentives through the
granting of share options in respect of the company’s
shares under the share scheme, retirement fund
contributions, and other security and health benefits.

The annual base salary, retirement fund and health care
provision is intended to establish a level of guaranteed
pay that is competitive and linked to the recipient’s
perceived “market value”, whilst the annual incentive plan
and share option scheme are considered to be variable
components of remuneration, offering superior earnings
opportunities that are in line with the specific above-
benchmark performance of the group.

The provision of these critical long and shortterm
incentive plans is intended to promote a close alignment
with shareholder expectations of group performance.

In the spirit of the group’s innovative approach, the
remuneration committee intends to continue to research
and review changes in both local and overseas
remuneration trends (including the incentive and share
option plans), so as to be proactive and well placed to
adjust the philosophies and policies to best suit the
situation and the demands of the competitive business
environment in which the group operates.

Compensation

Executive

The remuneration committee reviewed and revised the
salaries of the executive directors and senior executives
at its meeting in February 2004. In keeping with its past
practice, the committee obtained input and detailed
reports from independent professional advisers, with
due regard for both local and international benchmarks.

The Company’s cash incentive plan for the 2003,/2004
financial year was reviewed during the first quarter of the
year and approved at the August 2003 meeting of the
remuneration committee. The quantum of the cash
incentive awarded is based on (a) the group’s
performance as defined by the achievement of the profit,
wealth creation and headline earnings targets for the
year set by the board (after the cost of paying the
incentives has been deducted) and (b) the achievement
of individualised goals and objectives at a high standard.

The chief executive is challenged to achieve ambitious
performance goals impacting on wealth creation and
earnings. In addition he is monitored on approved
strategic long-term goals such as succession planning
and general strategic direction.

The granting of share options was approved by resolution
of the remuneration committee on 6 November 2003
and reviewed against pre-determined targets based on
multiples of base pay influenced by individual contribution
and alignment to company and shareholder values and
expectations.

These review periods are intended to allow the
remuneration committee members sufficient time to
apply their minds to each element of executive
remuneration (i.e. annual base pay, cash incentives and
share options), whilst considering the total remuneration
package of the individual executive on each occasion.

Non-executive

The remuneration committee reviewed and revised the
fees of the non-executive directors at its meeting in
February 2004.

Non-executive directors receive a fixed level of
remuneration for their services based on their
participation in board meetings and on board
committees. The non-executive directors do not
participate in incentive bonus schemes. Some of the non-
executive directors hold share options under the
company's share scheme.

The non-executive directors’ fee structure is determined
after obtaining input from external consultants regarding
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market trends and current pay practices. The committee
reviews the recommendations before they are
implemented. Consideration is given to any changes in
the levels of responsibility and complexity of the roles
when reviewing the fees.

The share and option holdings of the individual members
of the board are disclosed in note 25.2 on page 97 of
this report, as are details of their emoluments on an
individual basis.

Stakeholder communication

In its communications with stakeholders, particularly the
investment community, the company’s aim is to present
a balanced and understandable assessment of its
position, performance and prospects.

Management aims to communicate in a clear, open,
timely and realistic manner, and to communicate in
substance rather than in form in financial reporting,
formal announcements, media releases, annual
meetings, presentations and dialogue with analysts and
institutional shareholders.

During the period under review the company has
continued with its policy of communicating periodic
financial information to employees through a more
understandable and shorter form of report. This is
distributed with the release of formal financial
announcements. Continued emphasis is being given in
financial reports to non-financial matters, including
employment  equity, social responsibility and
environmental issues.

Internal control and internal audit

The group is continuously engaged in the process of
maintaining internal controls of a standard aimed at
safeguarding the company’s assets and ensuring that
the systems of financial reporting contain complete,
accurate and reliable information. These controls are
subject to critical review and involve established
practices and procedures, including regular
reconciliations, dual signatories and segregation of
duties.

The effectiveness of the controls is monitored by the
internal audit department, which reports its findings to
the audit committee and has ready access to the
chairman of that committee and the chief executive
officer. The activities of the department supplement
those of the external auditors, and the commitment to
close liaison and responsibility synchronisation remains.

During the period the information systems auditor, based
on recommendations made by the information systems
audit unit of the external auditors, continued with the
plan previously embarked upon to improve access
control to the group’s key information systems. Critical
systems, and their associated risks, were identified
during the prior period and have enjoyed continuing
attention from an internal control perspective.

Operational audits at stores, the distribution centre and
head office to review levels of adherence with prescribed
procedures have been conducted. The emphasis of
these audits enjoys ongoing critical review to ensure
emphasis on key performance indicators.

The internal audit function again conducted a control
environment review during which the processes in each
business unit were studied from a risk and control
efficacy perspective. The findings have been rated and a
prioritised action plan, to deal with areas of weakness,
has been compiled for management’s attention.

The principle of the independence of the internal audit
department remains sacrosanct, and the internal audit
managers report on operational matters to the chief
executive officer, and to the finance director only in
relation to administrative matters.

Financial reporting

Responsibilities

The directors are responsible for preparing the
annual financial statements so that they fairly present
the financial position of the group and the results
of its operations and cash flows for the period in
accordance with South African Statements of Generally
Accepted Accounting Practice and the South African
Companies Act.

The responsibility of the external auditors is to carry out
an independent audit of the annual financial statements
in accordance with South African Auditing Standards,
and to express an opinion as to whether the financial
statements do provide fair representation.

The directors ensure that the annual financial
statements provide the disclosures required by the JSE
Securities Exchange South Africa’s Listings Requirements
and the King Code, and incorporate appropriate
accounting policies that, unless otherwise stated, have
been consistently applied and are supported by
reasonable and prudent judgements and estimates.

The directors are of the view that the accounting records
and systems of internal control have achieved their



TRUWORTHS INTERNATIONAL ANNUAL REPORT : 2004

CORPORATE CITIZENSHIP REPORT

intended purpose. They advise that no material loss,
exposure or misstatement arising from a breakdown in
the functioning of the systems of internal control or
accounting have been reported to them in respect of the
period under review.

Going concern

The annual financial statements contained in this annual
report have been prepared on the going concern basis.
In concluding that this basis is appropriate, the directors
have had regard for the group’s strong positive cash
flows, the availability of extensive unutilised borrowing
facilities and the revenue and cash budgets for the
period to June 2005.

Based on this, and the maintenance of market share of
the fashion retail sector, the directors have every reason
to believe that the company and the group have
adequate resources to continue in operation for the
period ahead.

Dealings in company shares

The group has a written policy in terms of which dealings
in the Company’s shares by directors and employees are
prohibited during closed periods that commence in mid-
June and mid-December, and end 24 hours after the
public announcement of the full and half-year financial
results.

At least twice annually the company secretary informs
directors and employees in writing about the provisions
of the Insider Trading Act and the prohibitions it contains
regarding dealing, or encouraging dealing by others,
whilst in possession of non-public, price-sensitive
information, or disclosing information to others.

Dealings by directors in the company’s shares advised to
the company secretary are notified to the JSE Securities
Exchange South Africa in accordance with its Listings
Requirements.

During the period the Company amended its share
dealing code, based on the revised Listings
Requirements of the JSE Securities Exchange South
Africa. Amongst others, the share dealing code defines
periods during which dealings are prohibited, obliges
directors and affected employees, being those exposed
to potentially price-sensitive information, to obtain prior
clearance before dealing, and clarifies that all
transactions in the Company’'s shares, including the
grant and exercise of options, constitute dealings
regulated by the King Code.

Employee participation and equity

The group seeks to provide a framework of employment
equity in which individuals of ability and commitment are
able to develop their careers regardless of their
background, race, religion or gender. \We believe in open
relationships with our employees, in which they feel
valued and respected for their unigue contributions.

The group provides an environment in which employees
are able to respond positively to challenges, and to the
dynamics of the business environment and the society in
which we operate.

The employment equity plan charts the process forward
in terms of equitably representing disadvantaged
personnel in the group’s workforce over a period of time.
Skill enhancement through structured programmes and
on-the-job training and mentoring is given a high priority.

All employees who have been with the company for at
least 12 months and who perform according to required
standards are rewarded by participation in the
Company’s share scheme.

Values and ethics

The group’s value system, which is core to its business
philosophy, provides the foundation for ethical business
behaviour and integrity. These values guide the way of
doing business and our interactions with all
stakeholders. The value system supports all aspects of
the codes of conduct and ethics that were developed
during the prior period. These codes, together with the
consistent application of policies, practices and a
disciplinary code, commit the group to the highest
standards of behaviour.

The business philosophy and value system have the
unreserved commitment of the directors and, having
been developed over a number of years in consultation
with employees, meaningfully influence decision-making
and business activities. Ongoing induction for new
employees in relation to the business philosophy, and
workshops to refine it as circumstances change, serve
further to inculcate the value system and code of ethics
in the culture of the group.

Risk management

Responsibility

The directors of the Company have overall accountability
for the group’s risk management programme.

The board has adopted the King Code’s risk
management principles, and has prepared a palicy
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framework, which guides the group’s risk management
processes.

Furthermore, the board has broadly defined the group’s
risk/reward appetite and is satisfied that management
decisions are aligned with this determination.

An enterprise-wide risk management approach has been
adopted in line with international best practice, meaning
that all parts of the group are subject to the risk
management strategy. The risk management process
focuses on key risk areas including credit management,
logistics, marketing, financial controls, technology,
human resource issues, information management and
operational performance.

Risk committee

To assist the board with discharging its responsibilities in
relation to risk management, continuous oversight of risk
management activities is undertaken by the directors of
the wholly-owned subsidiary, Truworths Limited. Written
reports compiled by the chairman of the risk committee
are presented to and critically reviewed by the
Company’s board at each meeting.

Members of the executive management team have
direct responsibility for risk management interventions in
their functional areas. They report on these at meetings
of the Truworths Limited board and key performance
indicators have been determined for each executive
whereby actual performance levels are regularly
monitored against agreed targets.

A group risk manager facilitates a co-ordinated risk
management process across the group. He also has the
responsibility of ensuring the recommendations of the
risk committee are implemented, and that the
development of a culture of risk awareness across the
group is continued.

The group’s risk committee, operating under written
terms of reference and reporting to the Truworths
Limited board, monitors and evaluates group-wide risk
management interventions.

The committee's objectives are to:

e Assist the directors of Truworths Limited to
discharge its responsibilities to the board of
Truworths International Limited to:

- identify, assess, mitigate and manage significant
risks facing the group;

- develop risk management mechanisms which
demonstrably enable dynamic risk identification,
mitigation and communication, as well as
business continuity; and

- maintain functionally effective systems of internal
control which are designed to safeguard group
assets and investments and support business
sustainability.

e Enable effective communication between the
directors of Truworths Limited, the board of
Truworths International Limited, the company
secretary, the internal audit department, the group
risk manager and external auditors.

e Provide an objective and independent forum to
discuss and debate significant risk management
related matters.

The risk committee comprises:

e Mr AJ Taylor (Truworths Limited’s deputy managing
director), who acts as chairman.

e Mr WM van der Merwe (Group finance director).

e Mr EF Cristaudo (Truworths Limited’s director of
customer relations management and systems).

e Mr JA Holtzhausen (Truworths Limited’s director of
information systems).

e Mr B Osborne (Truworths Limited’s group risk
manager, who was appointed to the committee on
8 July 2003).

e Mr C Durham (company secretary), who is also the
committee’s secretary.

The group’s internal audit manager and external risk
management consultants participate in meetings and
deliberations of the committee from time to time.

Six meetings, which were held in July, September,
November, January, March and May, took place during
the period under review. All members were in
attendance at these meetings except in respect of the
July and September meetings for which Mr Cristaudo
tendered apologies. A quorum is at least three-quarters
of the members personally present.

Risk management process

Risk management is regarded as a dynamic process of
continuing interventions aimed at providing appropriate
responses to business-specific, industry-wide and
general risks so that, as far as is possible within
resource limitations, the group’s ongoing long-term
economic sustainability can be assured.

Group executives have a ‘hands-on’ approach to business
operations and are able to identify, assess, transfer,
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avoid and manage the risks facing the group on a day-to-
day basis.

Following the exercise of May 2002, a further group-
wide risk assessment exercise was conducted during
October 2003, and subsequently updated in April 2004,
at the request of the risk committee.

The assessment exercise, for which a structured
methodology was used, resulted in the creation of a
formal risk register for the group. This register is the
foundation for all risk management processes.

The risk register outlines risks on a prioritised basis,
each risk having been graded according to potential
impact and likelihood of occurrence. Key controls have
been determined for all risks, to which risk owners and
sub-owners have been allocated.

In addition, a combined risk management assurance plan
is in place, and management is required to report on the
status of risks, controls and action plans on a
determined basis at various management forums.

The company’s risk assurance process is integrated with
the internal audit plan, and the assurance in respect of
risk controls has been determined according to the best
fit of expertise. Furthermore, line management is
responsible for reporting to the board on risk
management developments.

A comprehensive programme of safety management is
in place throughout the group and a disaster recovery
plan is in place that addresses the group’s dependency
upon information technology.

A full-time group risk manager acts as facilitator and a
source of expertise. In addition, the services of an
outside firm of risk management specialists have been
retained to assist with the ongoing development of the
Company’s enterprise risk management processes.

The risk assessment exercise enabled management to
identify the top 15 risks facing the group, inter alia
highlighting the continuing need to manage the risks
inherent in the group’'s distribution resources. The
exercise again emphasised the need for management to
better understand the impact of the HIV and AIDS
pandemic on the group’s customer base. It also revealed
the need to balance reliance on key merchandise
suppliers, the need to better manage data transfers and
the requirement for ongoing investment in buying
resources.

Further progress was made by management during the
period under review to address the risk areas highlighted
by assessment exercises. Important developments in
this regard include:

e the continuing work of a project team, including the
engagement of external consultants, to further
analyse distribution capabilities and requirements;

e the ongoing implementation of the strategy to deal
with the impact of HIV and AIDS on the group’s
workforce, based on the recommendations of
external consultants;

e an implementation of the recommendations by
external consultants to address the physical and
operational risks at the head office, distribution
centre and major stores posed by fire, security,
health and safety threats; and

e the successful testing of the disaster recovery plan in
respect of further elements of the business’s key
information systems deployed at the head office and
the distribution centre.

Business continuity

The group has further updated, expanded and
documented its business continuity plan aimed at
ensuring business continuity notwithstanding adverse
operating conditions, including natural or man-induced
disasters.

The plan’s objective is to ensure that key business
systems can become appropriately functional and
populated with relevant data within an acceptable period
of time on hardware accessible at a remote site.

Management is committed to the ongoing extension of
the business continuity plan, currently focused on
information technology, to include disaster recovery and
business continuity strategies for other important
business processes, as well as for the group’s
decentralised distribution centre and divisional offices.

Operational risk management

Operational risks are managed through detailed contraol
systems that are under regular review to ensure
integrity, appropriateness and coverage.

Inventory losses are minimised by strict adherence to
internal control measures throughout the distribution
chain, the use of independent security personnel and
appropriate technologies.

Losses from debtors are mitigated by clearly defined and
enforced credit granting policies, as well as proactive
debtor management techniques and the use of
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sophisticated ‘best-of-breed’ customer relationship
systems.

The group’s insurance programme aims at insuring
group assets and earnings against material loss and
business interruption. The programme involves external
insurance for catastrophic risks, and cost-efficient self-
insurance in respect of non-catastrophic risks. Assets
are insured at current replacement value, which is
regularly reviewed.

Treasury risks are minimised through the adherence to
a board approved treasury policy that is continuously
amended as market conditions change. This policy
permits investment of surplus cash only with the most
highly rated counter parties, and only in instruments that
do not expose the group to extreme interest rate
movements or undue tax risks. In terms of the policy, the
use of derivative instruments is limited to hedging
applications, and speculative positions are not permitted.
All foreign currency import exposures are fully covered.

Fraud hotline

A review of the effectiveness of the fraud hotline, for the
confidential reporting of fraudulent or other
inappropriate behaviour resulting in risk to the group,
was conducted during the period. An external service
provider manages the hotline and relays the reports
received to the internal audit department for
investigation. Management is considering the current
service offering and alternatives.

A campaign to create more awareness of the hatline,
and to communicate reported incidents and
management action taken is planned for the current
period.

External auditors

The board is of the view that Ernst & Young, the external
auditors, are able to express an independent opinion on
the group’s annual financial statements and conduct an
objective assessment of internal controls. In forming this
view the board has had regard for Ernst & Young's
strictly enforced policy precluding their personnel from
having a financial interest in the company, and for the
reasons that Ernst & Young do not participate in
management and are limited in their consulting
engagements to the group.

The external auditors’ annual audit plan, which
incorporates the identification of significant risks and
how they are to be addressed during the audit, is

presented at a meeting of the audit committee before
the commencement of audit fieldwork.

The external auditors have unrestricted access to the
group’s records and management. They furnish a written
report to the company’s audit committee on significant
findings arising from the period-end audit and are able to
raise matters of concern directly with the Chairman of
that committee.

ECONOMIC REPORT

Wealth created for the group’s stakeholders through
cash value added improved from R1 031 million to
R1 214 million.

The benefits of this performance were enjoyed by all
stakeholders with 28.7% received by employees in the
form of remuneration and other benefits. Rental paid to
landlords constituted 15.3% of the total, taxes paid to
the State 16.9%, and a further 16% was distributed to
shareholders by way of dividends.

Cash retained to fund the future growth of the business
amounted to R280 million, equivalent to 23.1% of the
wealth created. The continued growth of the group’s
businesses will help to create jobs and further facilitate
wealth distribution.

Customers

A major asset in the pursuit of growth is the strength of
the Truworths brands. It represents to youthful,
fashionable customers an innovative and adventurous
South African interpretation of fashion trends and
attractive styling, competitive with the highest
international standards.

Management strives to make the Truworths store, the
brand destination for customers, the most enticing,
visually appealing and effortless retail shopping
environment. Furthermore management seeks
constantly to improve business relationship with
customers by understanding their needs, by providing
them with credit in a responsible manner, by ensuring
outstanding service, and by complying with relevant
consumer protection and legislative measures.

Transformation

Truworths’ drive for transformation is ongoing, and
achievements to date include the following:

e More than 70% of option holders in the group’s share
incentive scheme are from historically disadvantaged
groups.



e 83% of training in the 12-month skills reporting
period to March 2004 was focused on historically
disadvantaged employees.

* 71% of spending on educational bursaries for tertiary
education was allocated to historically disadvantaged
employees.

e 94% of the group’s grants to staff for pre-primary,
primary and secondary education of their children
benefited historically disadvantaged employees.

e more than 90% of the learnership contracts entered
into during the year were concluded with historically
disadvantaged individuals.

e More than 95% of distributions in cash and in kind by
the group’s corporate social investment trusts went
to organisations who target historically disadvantaged
individuals.

e At year end 66% of store managers were historically
disadvantaged individuals.

e Upwards of 80% of flexi-time and semi-skilled staff,
and close to 50% of management staff, are
historically disadvantaged individuals.

e A supplier questionnaire has been developed and the
supplier base is being analysed. This process is to be
completed in the next financial period.

In line with its recognition of the importance of the local
manufacturing industry and support for domestic
suppliers whenever possible, Truworths signed the
National Declaration on the Apparel Industry with
SACTWU in December 2003 to assist in the
development of the South African manufacturing
industry. In addition Truworths together with three of its
major competitors recently signed a statement
reinforcing their joint commitment to the local industry
and providing constructive actions to improve the
sustainability and competitiveness of the local industry.
The majority of all textile merchandise is sourced in
South Africa.

SOCIAL RESPONSIBILITY REPORT

Truworths contributes to nation-building through a social
investment programme that has partnering and
enablement as its core philosophies. As it is important to
maximise the impact of social spend, the approach
centres on education, health, social development, and
arts, culture and sport.

Unique areas of involvement are identified within these
sectors and a strong Truworths signature maintained.
Truworths strives, where practical, to focus on areas
where the business has a significant presence and
measures success in terms of direct benefit to the

community. Truworths looks to create sustainable
opportunities for people to utilise their skills, and to
assist with capacity building and empowerment through
sensitive facilitation based on trust and mutual respect.

Community groups and representatives are consulted to
establish needs before providing support in the form of
active participation, guidance and finance. \Wherever
possible, we ensure public benefit organisation (PBO)
status and enter into partnerships with NGOs,
community groups and schools, while also encouraging
the involvement of our staff.

In terms of the principles applied, clear structures,
processes and objectives are established with a view to
evaluating outcomes and determining accountability.

The annual social investment budget is funded via two
trusts. The Truworths Social Involvement Trust makes
donations to institutions which do not qualify for tax-
exempt status, including sports groups and life skills
programmes. The Truworths Community Foundation is
exempt from tax given that it makes donations to
registered public benefit organisations.

The investments held by these trusts at the end of the
period was R6 million (2003: R5 million), the income on
which is donated to the qualifying institutions and
organisations. The increase in these investments during
the period resulted from a donation by the group of
R2 million to the Truworths Social Involvement Trust.




CORPORATE CITIZENSHIP REPORT

Monetary donations to individual charities up to a
maximum of R10 000 are authorised by both the social
involvement manager and the public affairs manager,
with larger amounts requiring the approval of the group
finance director.

Education

The National Business Initiative (NBI), of which Truworths
has been a member since 1997, focuses on the
contribution of business to skills and enterprise
development, including basic education, with the aim of
improving the quality of teaching in public schools. The
NBI works in partnership with provincial education
departments, business and schools to implement the
Education Quality Improvement Partnerships (EQUIP)
programme.

In terms of their contribution, NBI members provide
financial and other resources that allow EQUIP - in
partnership with business, government and school
communities — to focus on management, governance
and development planning at schools.

Truworths continued in its role as partner to the EQUIP
programme during the period under review by
supporting its implementation in three schools in
Nyanga, Western Cape. They are Walter Teka Primary,
Vukukhanye Primary and Oscar Mpetha Secondary.

Truworths provided additional support to these schools
through our Life Skills Project that is facilitated by a non-
governmental organisation, lkamva Labantu. This
initiative seeks to expose learners to new life experiences
involving art and culture, entrepreneurship and
information technology.

Also under the Life Skills Project, Truworths funded a
computer centre that saw the installation of computers
donated by Old Mutual and installed by the Community
Information Technology Foundation (CITF).

Through the Operation Education project, Truworths
assisted 500 employees with grants for their children at
pre-primary, primary and secondary schools. We
continued to give assistance to 19 disabled youngsters
whose parents work for Truworths. Each parent was
granted a ‘Tru-Wish’ in the form of disability-related
assistance for his or her child.

Staff in our Gauteng divisions continued to run Enviro
Clubs in conjunction with the Wildlife and Environment
Association. These catered to about 150 of our
employees’ children, youngsters from the community,
and those who we sponsor from the SOS Childrens’
Village in Ennerdale.

Members of our staff take them on regular outings to
foster an appreciation of the environment and an
understanding of the need for its protection.

Health

Based on research conducted with community groups
and NGOs, our HIV and AIDS-related interventions
through appropriate service providers addressed broad
issues like health and nutrition, single and teenage
parenting, parental support, orphaned children and
counselling.

With these criteria in mind, a food garden project
involving the Herschel and Walter Teka Primary Schooals,
in partnership with lkamva Labantu, has been set up at
each school.



The Parent Centre provided school-going youngsters with
counselling and life skills to assist them with managing
their own and extended families.

Support in the form of skills training has been extended
to a beading and smocking project for women associated
with the Etafeni Day Centre, Nyanga, which has been set
up primarily for children affected by AIDS.

Our relationship with Nazareth House in Cape Town
continued and we monitor the progress of five
youngsters whom we support.

\We also took further our relationship with the KwaZulu-
Natal Society for the Blind, providing assistance with
their life skills programme, as well as renovation of the
Andree Wildman Educational Centre that accommodates
up to 14 children.

Sport, art and culture

As sport, art and culture play a key role in building a
national sense of heritage, Truworths continued to
sponsor a range of activities, including basketball (Future
Stars), disabled basketball (Super Cats), ballroom
dancing, wheelchair dancing (Glads Dancesport) and a
ballet programme (Dance For All) for community youth.

We remained involved with community arts and
sponsored a number of workshops during the financial
year in partnership with Community Arts \Workshop,
while also assisting the Emerging Artists Fund, the SA
National Gallery and blind and deaf artists.

The 14th annual Truworths Women’s Race, starting at
Green Point Stadium in Cape Town, last year attracted
7 500 women who participated in the 10km walk or run,
the 5km walk or run, or the 3km walk for mums
and tots.

The Truworths Fashion Show that showcases summer’s
latest trends follows this high-profile event.

At least two charitable organisations are nominated
each year to benefit from the proceeds of the race and,
during the period under review, Truworths was able to
assist Red Cross Childrens’ Hospital with R45 000. As
the race takes place in October, also National Breast
Cancer Awareness Month, an additional R40 OO0 was
allocated to the Cancer Association.

Divisional donations

During the period under review, Truworths again
sponsored SOS Childrens’ Village houses in Thornton,
Cape Town and Ennerdale, Gauteng, which have been
‘adopted’ by our divisions in those areas. These facilities
support 17 abandoned children who are given the
opportunity to enjoy a family life.

In line with the encouragement given to staff to
participate in charitable projects, Truworths’ divisional
offices were allocated funding to help brighten the lives
of youngsters in their area over the festive season.

ENVIRONMENTAL REPORT

Retail companies generally are not confronted with quite
the same environmental challenges as, say mining or
industrial companies. Truworths in particular is regarded
as having a relatively low impact on the environment,
given that it is not involved in manufacturing, and is a
property lessee rather than a property developer or
owner. However, Truworths does focus on various
environmental management areas that include pollution
and recycling, energy, water and paper consumption,
and compliance with relevant legislation.

Plastic shopping bags

Truworths has supported the work done by the Retailers
Plastic Bag Working Group and all of our shopping bags
comply with minimum legislated requirements. \We have
also paid the 2 cent a bag environmental levy since its
inception, originally voluntarily.

Initiatives at the Head office

The activation of the air conditioning system is spaced to
avoid peaks in energy usage. This relatively new system
complies with all health and safety requirements and is
regularly serviced and inspected. Lighting is on an
automatic controller that is set to switch off all but
emergency lighting at certain times. Electrical power
usage is monitored by controller devices on each floor to
allow any excessive usage to be traced while also
ensuring that users are correctly billed according to their



CORPORATE CITIZENSHIP REPORT

consumption. \Water usage is monitored and reported
on each quarter with a view to minimising consumption.
Dry waste paper, as well as aluminium tin cans, are
separately collected and recycled. Heavy micron plastic
bags are purchased for baling wet waste, most of which
originates from the canteen and the bathrooms. This
waste is compressed at the head office and removed by
a contracted waste removal company to a recognised
dumpsite. The office cleaning company uses recycled
plastic bags, and plastic shredder bags are emptied and
reused for as long as possible.

Initiatives at stores and the distribution
centre

Preventative maintenance is key. A strict building and
equipment maintenance programme is intended to
deliver financial savings and more environmentally-
friendly operations.

Over the past four years, general light fittings have been
equipped with electronic control gear that extends lamp
life from 10 00O hours to 18 00O hours with an energy
saving of between 25% and 30%.

Accent lighting is all low wattage with energy savings of
between 30% and 50% compared to some years ago.

Electronic load contral relays, installed in major stores,
prevent consumption reaching peak demand tariffs and
manage the electrical surge caused by overloading. This
results in electrical usage efficiencies.

Group policy dictates that lighting (other than select
display lighting) and air-conditioning be switched off
outside of business hours, and area management is
charged with monitoring compliance with this policy.

A national management company handles air-
conditioning and all equipment is regularly serviced
ensuring that it operates at optimal capacity. Lower
power requirements reduce running costs and,
therefore, demand for fossil fuel-produced electricity.

All air-conditioning equipment under Truworths’ direct
control complies with refrigerants acceptable to the
conditions laid out in The Montreal Protocol. Refrigerants
are recovered and recycled rather than being discharged
into the atmosphere.

The protective plastic wrapping used to deliver
merchandise is recycled and waste is collected on a daily
basis. We have contracted with recycling specialists
Rainbow Cartons to recycle all of our scrap corrugated
board.

Systems have been implemented in Truworths stores to
encourage less paper use. The proceeds go to the public
affairs budget for allocation to various community-related
projects.

At the distribution centre (TDC) hangers and cardboard
boxes are increasingly reused, rather than recycled
because of cost savings.

Conclusion

Management increasingly recognises that good
corporate citizenship is non-negotiable in the strive to
ensure the group’s long-term sustainability, and will
continue to roll-out initiatives, policies and programmes
in pursuit of this objective.




