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Group Financial
Highlights

2000 1999 Change
52 weeks 52 weeks %
GROUP SUMMARY Rm Rm
Revenue - retail sales 6 423,6 5849,8 10
Earnings attributable to ordinary shareholders 226,5 85,8 164
Attributable cash equivalent earnings 447,3 292,8 53
Cash flow from operations 207,4 195,6 6
Cash value added 1648,0 1709,8 4)
Total assets 4105,0 3779,6 9
Market capitalisation 4 056,5 18245 122
ORDINARY SHARE PERFORMANCE
(CENTS PER SHARE)
Earnings
Attributable earnings basis 394,8 150,6 162
Headline earnings basis 407,9 147,6 176
Cash equivalent basis 779,7 514,0 52
Cash flow 375,4 349,7 7
Dividends 152,0 58,0 162
Net equity 3830,4 3593,6 7
Market price 7070 3180 122
FINANCIAL STATISTICS
Trading profit as % of retail sales 6,7 39
Return on ordinary shareholders’ equity (%) 10,6 4,2
Liquidity ratios
Gearing ratio 0,23 0,25
Total liabilities/shareholders’ funds 0,83 0,81

PROSPECTS

The key drivers of retail sales are personal disposable incomes and consumer confidence. Better growth in the economy, the

lower inflation and interest rate environment, and recently reduced personal taxes, will boost disposable incomes in the year

ahead. But confidence, while improving, remains fragile. This is particularly true among lower income customers, who are

still burdened by relatively high, but falling, indebtedness and uncertainty surrounding employment in the formal sector.

Against this background, Edcon has budgeted to maintain its sales growth at a level similar to that achieved in the past year,

while earnings are expected to rise at a somewhat higher rate.
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Edcon

Mission Our business mission is to serve our customers through
retail outlets with courtesy, offering quality clothing,

footwear, textiles and accessories at great prices.

Each trading brand has a specific mission to provide

customers in its market segment with service that exceeds
expectations, prices that represent clear value against

the competition and an assortment of product and credit

facilities that respond to the needs of the

community served, for fashion, quality and affordability.

Our civic mission is to help promote positive change in
the quality of life for all citizens in our trading areas.
Our primary focus is support for education.

Our mission as an employer is to treat our employees as
family; to provide them with the tools, training and
opportunity to develop themselves and provide for

their families.

Edgars Consolidated Stores Limited originated from one small clothing store opened
in Johannesburg in 1929. It was listed on the Johannesburg Stock Exchange in 1946.
It operates through 671 stores in southern Africa.
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Group
Values ’
CUSTOMER FIRST &_‘.
REsSPECT
LEADING 1

:,..
INNOVATION .

A company

e CUSEOMETS,

TEAMWORK

e amployees and
community

Code of
Conduct

The group will act in a manner that will earn it the reputation of:
® having scrupulous ethics — openness, honesty, credibility and integrity

® being non-sectional and non-political

® being socially responsible

® being consistent in honouring its legal and moral obligations

With regard to its people, the group subscribes to a competency based
human resource approach in pursuit of:

® a highly trained and competent staff
® a performance and customer focused culture
® cquitable employment practices

e sound employee relations
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Group

Review

Five year
Year compound 2000 1999 1998 1997 1996 1995
Number of weeks growth % 52 52 52 53 52 52
p.a.

Group income statements (Rm)
Revenue - retail sales 8,9 6 423,6 5849,8 5641,7 5616,7 5097,0 4203,6
Cost of sales 4100,7 38341 35834 3510,6 31639 25933
Gross profit 23229 2015,7 2058,3 2106,1 1933,1 1610,3
Expenses 1892,3 17872 16411 1558,8 1354,2 1092,6
Trading profit* (3,6) 430,6 228,5 417,2 547,3 578,9 517,7
Net financing costs 77,4 1214 56,8 51,8 72,9 60,5
Profit before taxation 353,2 107,1 360,4 4955 506,0 457,2
Taxation 108,3 38,9 122,5 170,5 180,8 181,8
Equity accounted retained earnings — — — 6,1 14,9 9,0
Attributable to outside shareholders (18,4) 17,6 (7,4) (10,2) (2,9 (0,1)
Earnings attributable to ordinary shareholders (4,4) 226,5 85,8 230,5 320,9 337,2 284,3
Group cash flow (Rm)

Cash generated from trading 1,7 655,9 422,0 587,3 692,3 687,7 601,9
Working capital requirements (334,9) (22,6) (417,4) (96,7) (61,9) (201,6)
Cash generated from operating activities 321,0 3994 169,9 595,6 625,8 400,3
Net financing costs paid (77,4) (121,4) (56,9) (51,8) (72,9 (60,5)
Taxation paid (36,2) (82,4) (149,7) (187,0) (175,1) (146,1)
Cash inflow from operations 207,4 195,6 (36,7) 356,8 377,8 193,7
Dividends paid (60,6) (21,8) (13,8) (16,1) (7,4) (66,6)
Net cash retained 146,8 173,8 (50,5) 340,7 370,4 127,1
Net cash invested (4,5) (137,5) (223,2) (308,8) (270,4) (235,5) (173,1)
Net financing repaid 9,3 (49,4) (359,3) 70,3 1349 (46,0)
Increase in shareholder funding 0,6 13,0 10,2 7,1 57 3,0
Increase in interest bearing debt 27,8 52,3 351,9 (53,7) (148,8) 49,2
Net cash inflow from financing activities 28,4 65,3 362,1 (46,6) (143,1) 52,2
Increase in cash and cash equivalents 37,7 15,9 2,8 23,7 (8,2) 6,2
Group balance sheets (Rm)
Assets

Non-current assets 878,9 899,9 846,7 731,2 604,2 446,0
Current assets 3226,1 2879,7 28752 2428,7 23472 20748
Total assets 10,2 4105,0 3779,6 37219 3159,9 29514 2520,8
Equity and liabilities

Ordinary shareholders’ equity 14,1 2197,3 2061,9 2002,5 1800,6 14843 1136,8
Minority interest 42,4 31,6 53,1 74,9 34,5 1,2
Interest bearing debt 7,7 627,8 596,9 554,5 228,1 285,7 433,4

12,8 28675 26904 2610,1 2103,6 1804,5 15714

Interest free liabilities 12375 1089,2 11118 1056,3 1146,9 949,4
Total equity and liabilities 10,2 4105,0 3779,6 37219 31599 29514 2520,8

(Definitions are given in note 2 to the annual financial statements)

* Includes dividend income
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Over time  Five year
Year financial compound 2000 1999 1998 1997 1996 1995
Number of weeks objectives/ growth % 52 52 52 53 52 52
constraints p.a.

Ordinary share performance (cents per share)
Earnings

attributable earnings basis (6,4) 394,8 150,6 418,2 597,8 642,4 550,3

headline earnings basis (5,7 407,9 147,6 416,8 592,4 636,3 546,2

cash equivalent basis 2,1 779,7 5140 7533 8683 8505 7012
Attributable cash flow 375,4 3497 (91,4) 6442 6964 3750
Dividends (6,3) 152,0 58,0 2470 2470 2470 210,0
Net equity 11,8 3829,8 35936 35931 33224 2804,7 21912
Net equity excluding trademarks 11,8 3815,4 35639 35509 32748 27481 2188,6
Returns
Return on ordinary shareholders’
equity (%) 25,0 Av. 14,4 10,6 42 12,1 19,5 25,7 28,6
Return on capital employed (%) 21,0 Av. 14,1 11,0 5,7 11,8 18,9 22,9 22,8
Productivity
Cash value added (Rm) 55 1648,0 1709,8 14621 1780,1 16650 12618
Cash value added per retailing
employee (R000) 9,2 140,6  136,0 1038 121,7 1159 90,6
Net asset turn (times) 2,2 2,2 2,2 2.8 2,8 2,7
Net assets per retailing employee (R000) 2446  214,0 1854 1439 125,6 112,8
Trading profit to revenue (%) 10,0 6,7 3,9 7.4 9,7 11,3 12,3
Retail sales per square metre (Rand) 41 8002 7143 7115 7655 7799 6542
Retail sales per retail employee (R000) 12,3 547,9 4654  400,7 3841 3547 3061
Revenue growth (%) 9,8 3,7 0,5 10,2 21,3 15,9
Effective tax rate (%) 30,6 36,3 34,0 344 35,9 39,9
Solvency and liquidity
Financing cost cover (times) 5,0 Av. 6,7 5,6 1,9 74 10,6 79 8,6
Dividend cover (times) 2,6 Av. 2,4 2,6 2,6 1,7 2,4 2,6 2,6
Cash realisation rate 0,48 0,68 (1,12) 0,74 0,82 0,53
Gearing ratio 0,5 Av. 0,20 0,23 0,25 0,24 0,09 0,17 0,37
Total liabilities/shareholders’ funds Av. 0,81 0,83 0,81 0,81 0,68 0,94 1,22
Interest free liabilities/total assets 0,30 0,29 0,30 0,33 0,39 0,38
Current ratio 2,1 2,2 2,7 2,2 2,1 2,2
Johannesburg Stock Exchange performance
Traded prices (cents per share)

last sale in year 7070 3180 8520 12000 16500 12750

high 8400 8900 13650 16500 17000 15100

low 3000 1600 6400 9800 11500 11300

weighted average price per share traded 5636 3065 10296 11803 12019 13759
Price earnings ratio 17,9 21,1 20,4 20,1 25,7 23,2
Edcon share price index (1994: 100) 62 28 75 105 145 112
JSE actuaries’ retail index (1994: 100) 118 115 153 125 143 119
Year end market price/net equity per share 1,85 0,85 2,37 3,61 5,88 5,82
Number of shares in issue (000) 57376 57376 55732 54196 52921 51876
Volume of shares traded (000) 34750 27281 8039 3048 1144 637
Number of transactions 18129 9955 2772 1512 795 626
Volume traded as % of number in issue 60,6 47,5 14,4 5,6 2,1 1,2
Value of shares traded (Rm) 1958,7 836,22 827,7 3597 1375 87,6
Market capitalisation (Rm) 4056,5 18245 47484 65036 87320 6614,2
Number of shareholders 2512 12649 446 511 519 505
Earnings yield (%) 5,6 47 49 5,0 3,9 43
Dividend yield (%) 2,2 1,8 2,9 2,1 15 1,6

(Definitions are given in note 2 to the annual financial statements)
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Five year
Year compound 2000 1999 1998 1997 1996 1995
Number of weeks growth % 52 52 52 53 52 52
p-a.
Divisional analysis (Rm)
(See accounting policy note 1.12)
Revenue - retail sales
Edgars 36758 36129 35342 35187 33652 27504
Sales House 8879 8514 8223 8614 8248 7154
Jet 12957 8678 7140 711,7 6696 5789
Shoecorp 2413 2396 2225 2285 2026 1589
Zimbabwet 212,5 180,0 243,6 217,2
Smiley’s Wearhouse 110,4 98,1 1051 79,2 34,8
Group 8,9 6423,6 58498 56417 5616,7 5097,0 42036
Trading profit
Edgars 2434 1626 2779 3808 4366  363,1
Sales House 62,0 58,9 791 1040 1182 1034
Jet 82,9 21,8 (18,90  (13,1) 0,6 26,0
Shoecorp 4,0 4,2 (3,1 (105 (6,8) 2,8)
Zimbabwe 46,9 31,2 45,0 52,9
Smiley’s Wearhouse 3,4 (5,4) 0,6 4,0 3,2
Manufacturing (12,0) (19,4) 9,6 75 17,6 6,7
Group services and consolidation
adjustments — (25,4) 27,0 21,7 9,5 21,3
Group (3,6) 430,6 2285 4172 5473 5789 5177
Net assets
Edgars 1019,8 10007 10515 8285 7670 6638
Sales House 259,8 2447 2302 1780 1700 1511
Jet 276,8 2126 2233 1885 1974 1318
Shoecorp 67,8 65,7 69,3 72,2 79,5 57,0
Zimbabwe 85,0 71,2 1292 87,7 23,8 12,9
Smiley’s Wearhouse 20,1 8,9 2,3 3,7 3,7
Manufacturing 135,8 142,2 190,2 161,2 139,9 40,6
Group services 1002,4 9444 7141 583,8 423,2 514,2
Group 12,8 2867,5 26904 26101 2103,6 18045 15714
Other statistical data (year end)
Number of employees
retailing 11725 12570 14079 14622 14370 13933
manufacturing 2776 2685 2770 3020 2004 1558
Total 14501 15255 16849 17642 16374 15491
Number of stores 671 703 702 660 545 520
Gross trading area (000 m?) 788 820 811 776 676 643
Number of customer accounts (000) 3446 3725 3598 3643 3695 3335

(Definitions are given in note 2 of the annual financial statements)
T Consolidated from April 1 1996 (previously equity accounted)
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Corporate
Board

W S MacFarlane ot
(64)

CA(SA), FCA

Director of
companies. Past
Group Deputy Chairman of The
South African Breweries Limited.
Appointed to the Board in 1982
and, after retiring from the Board in
1998, re-appointed as Chairman in
1999. Chairman of the Audit and
Remuneration Committees.

A JAarono (67)
BCom, LLB

A senior partner of a
Johannesburg firm of
attorneys and a
director of companies.

Appointed to the Board in 1978.

S M Ross Ott# (48)
BA (USA)

Group Chief
Executive.

Joined the company and appointed
to the Board in 1998.

Chairman of the Customer Service
Committee.

M R Bower (45)
BCom, BCompt Hons,
CA(SA)
Chief Executive
Group Services and Acting
Group Financial Director.
Joined the company and appointed
to the Board in 1990.
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NON-EXECUTIVE DIRECTORS

(77)

BCom, CA(SA)
Director of
companies.
Appointed to the Board in 1978.

BA, HDE (UCT)
Director of
companies.
Appointed to the
Board in 1999.

EXECUTIVE DIRECTORS

J A Day (53)
ACIS
Group Director,

and Strategic Planning.
Joined the company in 1974.
Appointed to the Board in 2000.

G R Evans (47)

Sales House and

Smiley’s Wearhouse.

Joined the company in 1981.
Appointed to the Board in 1999.

W F de la H Beck O+t

Z B Ebrahim t (40)

Information Technology

Chief Executive Jet,

T N Mosery-Eboka #
(41)

BS Textile Engineering (USA),
BS Applied Mathematics
(USA), MBA (USA)
Director of companies.

Appointed to the Board in 1999.

M | Wyman *(53)
CA(SA)

Group Corporate
Finance and
Development
Director of the South African
Breweries plc, director of companies
within the SAB Group.

Appointed to the Board in 1998.

Dr U Ferndale + (35)
BA Hons, MA, Dlitt et Phil

Group Human
Resources Director.

Joined the company and appointed
to the Board in 1999.

R C Maydon # (56)
Chief Executive
Edgars Operations
and Planning.

Joined the company in 1976.
Appointed to the Board in 1999.
*UK

$USA

OMember of Audit Committee

TMember of Remuneration Committee
#Member of the Customer Service Committee

(Human Resource Management)



EDCON TOP STRUCTURE

S M Ross
Group Chief Executive Officer:

Edcon

(48; joined 1998)

BA

R C Maydon
Chief Executive: Edgars
Operations and Planning

(56; joined 1976)

G Davies
Edgars: Merchandise
(Speciality)

(55; joined 1980)

A Gardiner
Operations
(39; joined 1983)

P Raymond
Planning (Apparel)
(43; joined 1987)

C Scott )
Planning (Speciality)
(53; joined 1978)
BCom

F C Spies )
Planning (Apparel)
(42; joined 1981)

BA

V Shera
Edgars: Merchandise
(Apparel)

(33; joined 1991)

J Spotts
Group Marketing
Executive
(37; joined 1999)
BS, CPA

I
G R Evans
Chief Executive: Sales
House; Jet; Smiley’s
Wearhouse
(47; joined 1981)

Edgars Zimbabwe Board

[ NON-EXECUTIVE j

KA V A Boshoff\
Operations
(48; joined 1988)

BA Hons
K

M J Deall
Planning
(46; joined 1979)

P Mullen
= Merchandise
(53; joined 1986)

RAW Roberts\

Merchandise
(56; joined 1969)

J P Mkushi D M Zamchiya M R Bower H D Ferguson P Mullen
Chairman Deputy Chairman Director Director Director
(50; joined 1991) (59; joined 1990) (45; joined 1990) (58; joined 1976) (53; joined 1986)

BSc, MSc LLB, LLM BCom, BCompt Hons, CA(SA) FCMA )
k EXECUTIVE ]
I
[ I [ I ]
R Mlotshwa S D Guest L Masterson S Ndlovu Z Vella

Group Managing Director
(50; joined 1981)
BA
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Director: Edgars
(51; joined 1969)

Group Financial Director
(44; joined 1988)
FCIS

Group Personnel Director
(48; joined 1990)
BA Hons

Director: Express Chain
(42; joined 1999)
BA Hons Accountancy and
Economics



M R Bower
Chief Executive: Group Services
(45; joined 1990)
BCom, BCompt Hons, CA(SA)
[
I ]
cBhAf\ Eeedlle C C D Evans Groun | fJ A ?a;q_ - N Dr U Ferndale )
ief Executive: : o roup Information Technology :
Shoecorp Shoe Stores Cl\?éﬁu%?fﬂilxg & Strategic Planning Director Group Hén;?.r;iizzofggg; Sl
(47: Joined 1999) (49; joined 1976) (53; joined 1974) S e
BCom(Acc) 1] ACIS T
a A L Kallner N J A Hodnett N 4 R J Leathers N M J Lewin )
Merchandise H Managing Director: | | H Group Credit Property Development -
(51 joined 1999) 6; jined 1055 e e
\ J . NG /
é M C Bekker N K Duveen N 4 F Gortana N M J Pienaar A
Operations o Managing Director: = Store Planning Commercial ||
(40; joined 1999) (55; joineléefggz) & ’°&?§‘i s &t JgégeL(lj_Bl %)
N . NG ' /
4 D_DtJ Efz\:getr | 4 R Mlotshwa N JF Swart A
Al olrs CEmE] L1 Group Managing Director (Zimbabwe) Group Supply Chain Executive -
Services Marufacturing, | | (50; joined 1981) (53; joined 1969)
Reactor Clothing \_ ER L EAEliTlE J
(53; joined 1982)
FCA
4 M R Bower
Acting Group Financial Director -
(45; joined 1990)
BCom, BCompt Hons, CA(SA)
- : /
[ [ [ ]
S J Aldridge PM Searle VL VENTURS D J Viviers
Finance: Edgars; Group . Finance: Credit; G Internal Audit Group Secretary and
Finance Distribution; Marketing; roup fnterna’ Auditor Legal Advisor
(47; joined 1981) Sales House; (38; joined 1989) (52; joined 1997)

CAGSA) Shoecorp Shoe Stores; BCom, BAcc, CA(SA), BA BA Proc
Jet; Smiley’s Wearhouse '

(59; joined 1967)
CA(SA)
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Chairman
Statement

S

TURNAROUND

SUCCESS

RESULTS

In this my first year as

Chairman, | am

delighted to report

that the Edcon Group

has delivered much

improved results in

the face of difficult

trading conditions.

There can now be

little doubt that

the turnaround

programme has been

a resounding success
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and there is most

certainly a new mood

abroad throughout the

Group. After years of

falling market share

and declining

profitability, Edcon

sales growth — at 10%

for the past twelve

months — comfortably

exceeded the 7%

reported by the

Retailers’ Liaison

Committee

for the market, excluding the
performance of the Edcon Group.
The previous deterioration in
operating margins has also been
reversed, with this ratio improving
significantly from just below 4%
last year to almost 7%. As a result,
headline earnings per share rose by
an impressive 176% to 408 cents.
Tight cash management continued
to receive particular attention and
net borrowings were again reduced,
with gearing closing at only 23% of
shareholders’ funds. The investor
community has clearly
acknowledged the transformation
that is under way, with the share
price on the Johannesburg Stock
Exchange rising from a low of

1 600 cents last February to above
7 000 cents by March 2000.

THE ECONOMY

These results are especially
gratifying when it is recognised
that they were achieved during
a year of consolidation and
disappointing growth for the

economy as a whole. Stringent, but




Selwyn MacFarlane

necessary, fiscal and monetary
policies further reduced the rate of
inflation, protected the currency for
the greater part of the year and
facilitated a steady decline in interest
rates, but the limited growth in
Gross Domestic Product and the
consequently high unemployment

levels, were nevertheless, concerning.

I remain confident, however, that a
firm foundation has been laid for
meaningful economic growth.
However, responsible demands
from labour, higher productivity
and political and social stability in
the region as a whole are absolute
prerequisites, if vital foreign
investment is to be attracted and

South Africa’s full potential achieved.

DIVIDEND

In terms of the Group’s long-
standing policy of covering
dividends 2,6 times, a final dividend
of 97 cents per ordinary share has
been declared, bringing total
dividends for the year up to

152 cents, as compared with

58 cents in the previous year.
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PROSPECTS

The key drivers of retail sales are
personal disposable incomes and
consumer confidence. Better growth
in the economy, the lower inflation
and interest rate environment, and
recently reduced personal taxes, will
boost disposable incomes in the
year ahead. But confidence, while
improving, remains fragile. This is
particularly true among lower
income customers, who are still
burdened by relatively high, but
falling, indebtedness and
uncertainty surrounding
employment in the formal sector.
Against this background, Edcon has
budgeted to maintain its sales
growth at a level similar to that
achieved in the past year, while
earnings are expected to rise at a

somewhat higher rate.

APPRECIATION

It is my pleasure to welcome non-
executive directors, Zora Ebrahim
and Tina Mosery-Eboka, to the
Board. Their varied experience has
already added a new and different
dimension to Board deliberations.
John Day (group executive,
information technology and
strategic planning), Graham Evans
(chief executive: Jet, Sales House
and Smiley’s Wearhouse),

Dr Urin Ferndale (group human
resources executive) and Robert
Maydon (chief executive: Edgars
operations and planning), were also
invited to join the Board during the

year, in recognition of the
importance of their executive roles.

We bid farewell to
Wolf Cesman, following his
resignation from Liberty Life and to
Darryl Cousins who has resigned
after twenty-six years of service
to the Group. | thank them both for
their contribution.

My past year with Edcon has
been an inspiring and stimulating
experience. The sheer quantum and
pace of change, under the skilled
leadership of Steve Ross, has been
impressive. His vast experience in
fashion retailing, his dedication to
customer service disciplines, his
drive and enthusiasm, have
permeated every corner of the
business. But a successful
turnaround always reflects a team
effort and the experience at Edcon
is no exception. My congratulations
and thanks to the directors, the
executive management and the
greater Edcon family for your
determination and unflinching
efforts in what is a highly
competitive market. Edcon is
reclaiming its position as a pre-
eminent fashion retailer and | look
forward to being associated with its

future successes.

TN

W S MacFarlane
Chairman
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Chief Executives’
Report

A YEAR OF

TRANSFORMATION

We stated in our report
last year that the primary
goals of the Edcon Group
were profitable market
share recovery and
regained status as store
of choice for Clothing,
Footwear, Textiles and
Accessories in the areas
we trade. Progress has
been made on both
initiatives. Market share
for the group increased
as sales grew 10% and,

importantly, gross profit
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rose at a faster rate of
15%. The key impetus
for enhanced
performance is improved
service. Each of the
chains in the year past
has deployed a new
strategy that evolved
from extensive consumer
research undertaken over
the past year. The
research was started with
Monitor Company to
define Edcon’s target

audience, understand its

customer needs and propose a chain
strategy which best serves these
needs. The research was completed
by July of 1999 and by October
management had formulated
positionings for Edgars, Sales House
and Jet. The narrative will define
these positionings. The improved
levels of service are a function of
significant improvements in the
price, taste, and size in stock, of the
merchandise ranges. These
advances have facilitated the
building of a personal relationship
with the customer. Transaction
times have been reduced, inquiries
and complaints have reduced, and
customer satisfaction, as measured
by “mystery shoppers”, has been
increased.

This has been a year of effort
and transformation. A review of the
executive masthead reflects
significant change as we continue to
refine our company and hone

competitive efficiency, while
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Steve Ross

Mark Bower

maximising customer
responsiveness. The role of
energetic and enlightened human
resource management has made a
substantial contribution to
improved staff morale. The benefits
of consolidating back office services
are apparent in the year on year
comparisons of the cost of services
provided. The focus of marketing
on “in store” messages and less
reliance on expensive media and
price reduction propositions, has
allowed Edcon to grow business by
nearly 10% while spending 34%
less on marketing and 21% less in
cost reductions. At Edgars, we have
broken its reliance on regular
advertised discounting, by offering
more products at better prices than
ever before, without degrading
quality. Improved efficiencies are
reflected in the significant increase,
to record levels, in sales per
employee and sales per square

metre. The sum of these changes
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and the many more, detailed in the
pages ahead, illustrate that our
trajectory as a company is changing.
Edcon has regained much lost
ground and we are building

momentum to gain more.

FINANCIAL RESULTS,
INVESTMENTS AND
FUNDING

Assisted by the rationalisation and
transformation processes trading
profit rose by 88%. Numerous
enhancements, many of which are
detailed within this report,
contributed to this impressive
turnaround and the operating
margin rose strongly from 3,9% last
year to 6,7%. Lower average
interest rates (14,7% this year vs
17,5% last) and reduced average
borrowings contributed to the 36%
fall in net financing costs. After
accounting for taxation and
minority interests, earnings
attributable to ordinary
shareholders rose by 164%,

attributable earnings per share

increased similarly to 395 cents
and headline earnings by
176% to 408 cents per share.
Importantly cash equivalent
earnings per share at
780 cents rose by an
impressive 52%, and

48% of this was realised

Interest bearing debt
and shareholders funds

Rm
2500

i

B Interest bearing debt
M Shareholders’ funds

=3
s]

in the cash flow per share of
375 cents.

The marked improvement in
trading profit from R228 million last
year to R429 million boosted cash
generated from operations to
R656 million (last year R422 million).
Working capital management
remained a priority and after
investing R302 million in debtors
and a net R33 million into financing
stock increases, cash generated from
operating activities was R321 million.
R174 million was required for
interest, taxation and dividend
payments leaving net cash retained

and available for investment of

R147 million.
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Last year’s annual report
indicated that capital expenditure of
R174 million had been approved for
the year under review.

The proposed spend was critically

evaluated and, in the
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ROSE BY 176%

TO 408

actually incurred. In addition

R7 million was authorised for the
acquisition of the remaining 49%
minority interest in Meltz Success
(Proprietary) Limited and the non-
group 33% in Smiley’s Wearhouse
(Proprietary) Limited.

After crediting the proceeds

on disposals, investment activity
utilised R138 million and
consequently net borrowings were
reduced by R9 million. Closing
gearing was decreased from last
year’s 0,25 to 0,23 and remained
well under the Group’s self-
imposed constraint of 0,50. Interest
cover, which fell below 2 last year,
bounced back to 5,6 times -
comfortably above the Group’s
over-time objective of 5.

The liability capacity model,
applied in the inflation statements
on page 44, reflects unused liability
capacity of R852 million, while total
liabilities as a percentage of
shareholders’ funds closed at 0,83.

In terms of Group policy,
R75 million was transferred this
year from prepayments to fixed
assets on the commissioning of
enterprise wide software packages.
In addition R27 million has been
expended during the year on the

merchandise systems development



programme and debited to
prepayments. These costs will
be cleared to fixed assets and
amortised over five years once
the software is operative in the
business.

Asset utilisation improved
with net assets increasing by only
7% compared with the reported
sales growth of 10%. Reduced
capital expenditure is reflected
in the 2% decline in net fixed
assets. The 11% increase in closing
inventories was in line with sales
growths and stock turn remained
constant at 3,65 times.
Management is satisfied that
closing stocks were current and
at saleable prices which will
generate a normal gross margin.
As indicated under the credit
section on page 27, new twelve
month accounts were funded
internally by Edcon - capping the
level of funding by Nedbank — from
November 1999. Consequently the
19% rise in accounts receivable
exceeded the rate of growth in
sales. The Group continued to
write off arrear debtors on a basis
consistent with past practice.
These results also covered
a doubtful debt provision,
calculated on formulae that have

proved over many years to be
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adequate and prudent.

The Group’s treasury
continued to manage its interest
exposure and, at year end,

30% of borrowings were

fixed for more than a year,

while short term hedge
instruments pegged interest rates
on another R29 million for four
months.

Following the unbundling of
SAB’s interests in Edcon in February
1999, our 12 649 shareholders at
March last year were given the
option in June 1999 to either sell or
round up to 100 shares any small
or odd lots held. This exercise was
most successful and the
shareholders’ register has been
reduced to 2 512 members at
March this year.

Following the
approval by shareholders
on 3 June 1999 of a name
change from Edgars
Stores Limited to
Edgars Consolidated
Stores Limited,
“Edcon”,
new share
certificates
were issued
in
exchange for old. At

the same time the Group’s new

logo and identity were launched.
Integral to the centralisation
of the accounting functions has
been the introduction of the
concept of Economic Value Added
throughout the business. Segment
results, determined after charging
a weighted cost of capital, will be
published next year once
comparatives generated this year

become available.
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EDGARS

i

ahead is to be the pre-emin€ﬁt
customer service provider for
middle and upper middle income
families of southern Africa. An
important dimension of service is to
ensure that an assortment of
product is in stock by size and
colour and represents clear value to
the targeted consumer for price and
quality. Edgars will continue to be
the largest national distributor of
bona fide national and international
brands. Supplementing these brands
are dominant value offerings of core
essential sportswear and
commodity products. The fashion
offered will be appropriate to the
market served. Other key aspects of
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PRE-EMINENT
CUSTOMER SERVICE PROVIDER

service include, speed of transaction,
staff attitude, trading hours,
collateral services, and fair and
efficient return policies. Measures
have been set for each and are being
monitored by supervisors and
“mystery shoppers”.

Sales did not materialise as
the chain had forecast. Turnover
growth was only 1,7% above last
year, well short of expectations.
Nonetheless, the other important
ratios indicate that significant
improvement has been made. Gross
margins advanced slightly, despite
the application of new value
focused pricing formulae. The gross
profit rate after advertising
improved by over 300 basis points.
Markdowns were reduced by over
20%. Stocks were well managed.
The chain has improved its “in
stock” condition, moving service
levels on core items from 73% to
91%. The balance of cash sales
continues to grow and, with the
launch of the Purple Cash Card in
October 1999, the chain has
managed to build a database of over
half a million customers. Edgars
focused on improving trading
density and, while overall growth

was meagre, there have been good
contributions from the mall based
stores, offset by trading declines in
the city centre stores. Sandton, the
number three volume Edgars store,
was re-vamped and officially
re-opened in November 1999.

The store has been consistently
doubling the Retailer’s Liaison
Committee density averages and
year on year growth has exceeded
30% every month since
modernisation. The lessons learned
at Sandton with respect to store
lay-out, marketing and service
training are now being applied

to subsequent re-vamps and

new stores. The deterioration of
central business district sales at
Edgars has been troubling for more
than three years. In this past year, a
change of assortment and a
reduction of space and staffing have
slowed the impact of lost sales.
There is still adequate traffic to
support business and Edgars intends
to stabilise these stores in the year
ahead.

Budgets for the coming year
have been prepared on the basis of
sales growths of just under 10%.

A significant improvement




CLINIQUE

®

JOCKEY.

The gross

profit rate
improved by over . .

basis points
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SALES HOUSE

in profitability is, however, expected
from improved efficiencies, both
within stores and at head office.

SALES HOUSE

The Sales House mission is to
be the leading CFTA retailer in
southern Africa offering a
choice of trusted brands

for the classic taste, of ‘!
durable quality, at
affordable prices, on
credit. It targets the
responsible middle
market family through
stores that are receptive,
easy to shop and

caring.

In order to
position this viable
trading formula for _
solid future growth, Sales Hi \
been through a period of soul-
searching, re-structure and
consolidation. The benefits of this
corrective action are not immediately
apparent in the moderate rise of 4,3%
in rand sales, as a unit increase of 8%
in clothing was clouded by planned
reductions in the average unit price of
goods sold. At the gross profit level,
profits were in line with last year but,
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CLASSIC TASTE,

AFFORDABLE
PRICES,

through improved efficiencies, the
operating margin rose slightly from
6,9% to 7,0%. The increased market
penetration, from a unit perspective,
has been achieved as a result of clearly
defining, through data driven research,
the chain’s target market and then
aligning trading strategies to
needs of the identified
e-sensitive middle market
o Sily unit.

This was followed by

nd, so as to represent a

e proposition, by offering

re assortments of the

pst wanted items, in depth

d at affordable prices.
Coupled to this was

a marketing and

bn programme that

conveyed the changed strategy to
current and potential customers.

The new management team then
focused on the opportunities available
to the Sales House brand and
communicated the changed strategies
to the chain’s highly committed staff,
thus gaining their full and enthusiastic
support for the turnaround.

The merger of the Sales House

and Jet management teams has created
opportunities to re-engineer staff
structures and to improve the processes
of buying and selling. Consequently,
efficiencies, vitally necessary to support
the value positioning of the brand,
were achieved.

Initiatives to optimise the now
combined real estate portfolios have
also proved most successful. Multi-
brand stores, where Jet and Sales
House trade in a single location, have
increased space productivity. In
addition, certain stores have been
reduced in size, where appropriate, and
closed or converted into Jet operations,
where market segmentation indicates
that customers will be better served by
a different format.

Specific points at which this
particular customer base expects
service were identified as part of the
Monitor research project. Changes
from a customer service perspective
have been effected within stores to
address these expectations. In addition,
merchandise ranges now constitute a
logical, disciplined and fully
representative response to this target
market’s needs.

Products allied to normal clothing
and footwear ranges, including cellular




I
Cellular

telephones

contributed to . . .

rofitability
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JET

DURABLE QUALITY,

telephones, accessories, air time and
eye care products, have contributed
profitably to the results. Sales House
Club benefits have also been
updated to be more relevant and
attractive to the identified target
market. Financial services have also
been included to form an integral
part of the offering to customers.
These are poised to expand rapidly
with the introduction of African
Bank micro loan kiosks, initially into
twenty Sales House stores, followed
by the launching of other products
identified as pertinent to this market
segment.

The plan for the year ahead is
robust but flexible and will be
updated as trading conditions
demand. The management team has
defined a number of additional
profitable opportunity areas for
Sales House. Following store
transfers to Jet in April, Sales House
will trade with 12 less stores.
Nevertheless, identified projects,
and benefits expected from re-
focusing the chain and its
merchandise ranges, should ensure
that Sales House delivers double
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digit sales growth, with a
concomitant improvement in
profitability in the year ahead.

JET

Jet’s mission is to be the leading
discount CFTA retailer in southern
Africa offering a choice of house
branded commercial fashion, of
durable guality, at

exceptional prices,

soldinvolumeto 1}

the mass lower ]

middle market .
family, through h'ﬁ

stores that are functional, T—

easy to shop, exciting and b
that offer credit.

The Jet brand has
established and cemented a
trading formula that has
gained the acceptance of a
broad spectrum of South

African consumers and the results

have been quite simply exceptional.

After reporting a sales growth of
over 20% last year, the chain
powered ahead to add a further
49% to sales in the current year.
With gross profit increasing in line

with sales, operating profit rose to
an impressive R83 million or 6,4%
of sales. This enviable position has
been achieved by clearly
understanding the chain’s target
market and appreciating the needs
of an increasingly price sensitive,
discerning customer. The chain’s
strategy includes the identification,
._'I;apd offering in volume, of
. uality, commercial fashion
': yerchandise at exceptional
s Stores are carefully
,igned to be functional and
1sy to shop.
During the year, customers
with other Edcon brand credit
ards were invited to use these
ards in Jet. This gave Jet
access to the Group’s credit
ase of 3,5 million customers
nd contributed
eaningfully to the dramatic
sd in activity, sales and

The discount positioning of
the brand dictates that all aspects

of the business must be highly
efficient, including stock turns,
space productivity, staff efficiencies,
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INCREASING

expense ratios,
capital
expenditure
per m2, head
office
structures and

OUTPUT

t exceed expected
#ls of service have
instilled into our
All these efforts
combined to

..-—_--l_h-__-__r vice-centred

e

many more. Jet I T —
staff structures and operational
processes to achieve efficiencies and
provide the chain with sustainable
strategic advantage.

Stores have been reduced in
trading size where necessary and
one new store was opened.

As indicated in the Sales House
report, Jet and Sales House now
trade side by side in 7 shared
locations. The success of these
locations proves that the two
brands complement one another
and obvious synergies boost
profitability significantly.

In addition to two conversions, Jet
will trade next year through at least
another 12 premises which were
previously occupied by Sales House
and this will add impetus to their
results in the coming year.
Interaction points with customers
have been examined and standards
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Jet has achieved market
dominance in various categories
of merchandise, due to continuous
efforts to offer large volumes
of wanted commercial product of
durable guality at exceptional
prices. All marketing
communications and in-store
signage have focused on the target
customer and on merchandise
offerings at remarkable prices. This
has differentiated Jet from its
competitors and has engendered
goodwill, and works towards
keeping customers for life.

Jet has also offered products
allied to its core ranges. These
included cellular telephones,
accessories and air time all of which
proved to be highly sought after
commodities in Jet’s target market.
The rapidly expanding Jet Club

provides wanted financial and other
services to its loyal clientele. If the
micro loan offering from African
Bank proves successful in Sales
House, it will be logical to extend
the service to Jet customers.

Jet will continue to trade
aggressively in the year ahead.
In addition to the 12 stores to be
converted from Sales House, if sites
become available, at least 15
additional stores will be opened.
Jet is therefore poised for another
year of impressive growth at both
the sales and gross profit level.
Costs of expansion and credit
will, however, slow down the
rate of growth in trading profit
somewhat.

SHOECORP

Shoecorp trades through 101
Cuthberts and 39 ABC stores.
Cuthberts provides the broad
middle market with good value,
commercial fashion footwear for all
members of the family. ABC aims
to satisfy aspirational, more affluent
customers seeking high quality, up-
market brands and fashionable



designs.

The past year at Shoecorp
was one of change. A new
management team has taken
aggressive steps to position the
ABC and Cuthbert chains with
more relevance to their target
consumers. The introduction of
house labels at Cuthberts at
exceptional opening price points
and exclusive import labels at ABC
have relieved the need for frequent
“price break” markdowns. Aged and
unproductive inventory has been
purged and initial results at our mall
stores have been promising. The
challenge remains to make the rural
small stores more efficient. With a
view to improving profitability, the
Cuthberts brand will also be sited in
Jet stores where excess space exists.
The first pilot project will be in Jet
Ermelo.

Reported sales growths for
the year were disappointing at just
under 1% and profits were well
below budgeted levels. However,
with the changes to management,
structures and merchandise
offerings effected over the past
year, the chain has budgeted, off a
low base, for meaningful sales
and profit growth in the year ahead.

MANUFACTURING

The manufacturing division is

a diversified manufacturer

and supplier of predominantly
men’s and ladies’ outerwear,
sourcing products from its own
manufacturing facilities as well as
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locally and internationally. An
increasing percentage of output is
being sold to overseas markets. It
incorporates VOC and Meltz
Success.

VOC
This division operates through:

Celrose Clothing which
produces men’s and boyswear on a
quick response, large volume basis
in modern automated facilities in
Tongaat, KwaZulu-Natal. Their
export sales doubled and now
represent almost 30% of the
division’s total sales.

Studio Clothing a design
facility which relies exclusively on
cut, make and trim (CMT) facilities
for its production.

HD Lee a jeanswear
manufacturer which operates through
three factories in Lesotho and several
washing plants, also making use of
CMT facilities when necessary.

Two CMT factories, namely
Lauré Fashions — a specialist jacket
manufacturer in Cape Town, and
Reactor Clothing, a CMT factory
in Tongaat.

Sales

VOC were a modest 4%, but profits
were well below those reported last
year. This was due solely to a
disappointing performance from the
Lee operation. Corrective action is
being taken to re-focus this business
on its core competency of
manufacturing denim jeans and
improved results are expected for
VOC as a whole in the year ahead.

MELTZ
A controlling interest in Meltz
Success (Proprietary) Limited was
purchased some five years ago to
secure for the Group a vitally
needed international
and local merchandise sourcing
facility. As indicated in last year’s
report, the company performed
particularly poorly and generated
unacceptable losses in the recent
past. As a result, the decision was
taken in 1998 to dispose of its
branded businesses and concentrate
on sourcing unbranded core goods
for Edcon. This process continued
in the year under review and the
last major brand, Calvin Klein, was
transferred to Busby Limited. In
n, Edcon finally
sed the minority
alders’ shares in Meltz
nsferred its operations
wrdale. The company
w serve the purpose
ich it was originally
sed, and buyers and
»working for Edcon
.. -~viusly Meltz Success)
will procure merchandise centrally
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on a commission basis for the
benefit of the greater Edcon Group.
Losses for the year remained
unacceptably high, but were
necessary to clear remaining stocks,
transfer operations and collect
outstanding receivables.

SMILEY’S WEARHOUSE
Smiley’s is a highly focused fashion
discount retailer serving a niche
market with predominantly
ladieswear at remarkable prices.
Edcon previously owned only 33%
of this operation through its
investment in Meltz. Following the
acquisition of Meltz shares
enumerated above, Edcon acquired
the remaining shares in Smiley’s
Wearhouse (Proprietary) Limited
from its founder Tony Smily.

As a wholly owned
subsidiary, under the watchful eye
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of the Jet team,
profitability at Smiley’s
will improve
significantly. The
Jet/Sales House
operations team has
already taken
responsibility for all Smiley’s stores
and buying efficiencies and
merchandise improvements are
expected.

ZIMBABWE

At the time of writing this report
the situation in Zimbabwe is
extremely worrying. The economy
is struggling with inflation and
interest rates at well over 50% and
only limited foreign exchange is
available for vital imports, including
fuel and electricity. Ahead of a
promised general election, the
country is also politically and
socially unstable. Against the
background of these uncertainties,
the Board has resolved to defer any
strategic decisions relating to its
Zimbabwe operations until after the
elections. Once the outcome is
known and the Zimbabwean and
international reactions have been

assessed, management will be in a
position to formulate its strategic
intent relating to its operations in
Zimbabwe and to comment on
whether the current accounting
treatment of consolidating its
results is appropriate in future.
The current net interest in Edgars
Zimbabwve is recorded in the Group
accounts at R41 million. This includes
their second interim dividend of the
equivalent of R3,3 million payable on
12 November 1999 which remains
unpaid. Bankers have indicated that
payment cannot be expected until
the foreign exchange proceeds from
tobacco auctions are realised. The
collectability of dividends will also
be reviewed after the elections.
Edgars Zimbabwe is an
independent operation listed on the
Zimbabwe Stock Exchange. Edcon
currently owns 56% of its issued
share capital. It trades through
77 retail stores as Edgars, Express
and CNA and via a manufacturing
division, Carousel. Edgars
Zimbabwe is the pre-eminent
retailer of clothing, footwear,
textiles and accessories in their



market.

Ironically, Edgars Zimbabwe
reported superlative results for the
twelve months to December 1999.
Sales in Zimbabwe dollar terms
grew by 74%, well ahead of
inflation, while attributable
earnings rose by a remarkable
159%. In rand terms sales and
earnings grew by 18% and 88%
respectively. Express continued to
be the vanguard of this growth by
offering customers startling value
on key core merchandise items.
Edgars, however, remained the
mainstay of the business. Prospects
for this operation can best be
summarised by quoting from Edgars
Zimbabwe’s recent year end
preliminary announcement to
shareholders: “The problems facing
the country today are countless,
urgent and indeed very serious.
The hope is that after the elections
the country will see the leaders
attending to the needs of Zimbabwe
in a fresh and positive manner,
aimed at finding lasting solutions”.

HUMAN RESOURCES

In line with Group policy, the
human resource departments of
each chain were centralised, under
the leadership of Dr Urin Ferndale.
Not only have efficiencies
improved, but consistency of policy
and procedures has been achieved
across the whole Edcon family.

A competency based approach to
human resource management

has been communicated to,
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and accepted by all staff.
Competency and delivery
against pre-determined goals
will drive promotions, pay
increases, incentive payouts, share
allocations, training, succession
planning, and, in irretrievable cases,
dismissal.

The importance to Edcon of
our people is underscored by the
decision to name 2000 as “the year
of the employee” within the Group.
Edcon is committed to the
requirements of the Employment
Equity Act and all other labour
related legislation. To this end, a
compliance audit completed this
year, indicated that Edcon generally
meets legislated requirements and
that most of its policies and
procedures are in line with best
practice. Employment
Equity initiatives are a
business imperative
and a
comprehensive
Employment
Equity strategy
and plan has
been formulated
by a
committee with
representatives
from management,
designated groups
and the two unions.

This
committee is
confident that the
plan called for in terms of the
Employment Equity Act, incl

annual targets for staff numbers by
race, will be submitted by June
2000 and communicated to the
whole business shortly. As a point
of reference against which to
measure future progress, 25% of
Edcon’s Board and 29%, (last year
24%) of Edcon management are
currently Black. These percentages
are expected to continue to increase
significantly over time as agreed
targets are aggressively pursued.
It is also meaningful to note that the
percentage of Black staff in Edcon’s
South African operations has
increased from 71% to 77% over the
past year. The proportion of female
staff has remained constant over the
year with 53% of management and
72% of the total staff being female.
Mindful of the need to
improve communication between
labour and management and to re-
8uild relationships following the
ating strike in 1998, a
| management-labour forum
ablished. Meeting monthly
he chairmanship of the
resources director, this
ensures that labour’s
5, aspirations, needs and
are heard by policy
gors and that communication
2en management and labour is
ive and timely. This forum
urages empowerment through
cipation and opens vital
unication channels.
munication is difficult when
oyees are dispersed in almost
hundred stores. Consequently,
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DEBT LEVELS

Edcon has published

a monthly in-house
newsletter “Edcon

Vibe”. Furthermore,

video recordings of
company status

briefings from the

Chief Executive

have been

distributed to all stores. An
in-store radio station, throu
which training and other
communication materials can be
disseminated, has also been
introduced.

Products of this national
forum include a two year wage
settlement, with effective annual
increases of 8,1% and several
agreements which facilitate greater
flexibility with regard to staff
deployment and working hours.

As a result, a comprehensive
employee scheduling system, which
will impact positively on
productivity and improve service
levels, has been commissioned in
stores.

Edcon has embarked on a
process to align its training courses
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bcus for the coming
ill be to ensure
nternal courses are
dited and recognised
Prtiary institutions.
B8N has played a

bment & the Wholesale and
iWbectoral Authority and the
standard generating body for the
retail sector. Edcon’s commitment
to the development of its staff is
confirmed by the R9 million spent
on training for employees.

Edcon’s remuneration
philosophy is designed to attract
high calibre talent and to motivate
staff for superior performance. To
this end, all bargaining unit staff
will join a new cash bonus incentive
scheme, while over 3 000 staff will
participate in the new extended
share option scheme. Both are
performance based. Bonus
payments and share allocations will
depend on individual outputs
measured against pre-determined
goals, assessed in terms of

comprehensive appraisals. The
extension of share options to many
more staff became possible after
shareholders, at a meeting on

3 June 1999, increased the pool of
shares available for allocation to
staff to 20% of the issued share
capital. The number of options
allocated, based on individuals
salaries and their performance, will
only be determined in the coming
months when all appraisals are
complete. This new scheme
envisages an annual allocation, with
candidates only being able to take
delivery of the shares three to five
years after allocation. On this
“rolling” basis, respective staff
should always have undelivered
shares which should improve
employee retention and enhance
motivation.

The staff complement fell
during the year under review with
the total number of staff decreasing
from 15 255 last year to 14 501 by
March 2000. Labour turnover of
only 21% and 5 869 staff with more
than five years service, would
indicate that employees are



reasonably satisfied with Edcon as
an employer. Staff numbers are
expected to decline further with
over 600 employees accepting a
voluntary retrenchment package in
April 2000 ahead of further
reductions in excess trading space.
With a view to formally measuring
levels of enthusiasm and the
perceived corporate culture, a
comprehensive culture survey was
conducted amongst the whole
Edcon family in April this year.
When the results become available,
they will serve as a barometer
against which to measure future
human resource initiatives.
Employees continued to enjoy
the benefits and savings
opportunities provided by the
various provident and pension funds
administered by the Group. Full
details of these funds are included in
note 4 to the financial statements.
Following the promulgation
of the new Medical Aid Act, it was
necessary for the Group to amend
the structures and benefits of the
Edcon Medical Aid. With effect
from 1 April 2000, staff have been
asked to select, from an extensive
menu of options, the level of
medical cover they require. Clearly
the cover provided and level of
savings accounts will depend
entirely on the monthly
contributions made by individuals,
as the company contribution will be
a fixed percentage of the cost of
core benefits selected. The final
amount of any unfunded liability
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for pensioners medical aid costs
depends on the number

of pensioners and near pensioners
who elect to remain on the medical
aid and the financing of this liability
is contingent upon the quantum of
funds that can be made available
from the closed Edcon Pension
Fund. Based on estimates, the
potential liability for pensioners
which requires funding, as indicated
in note 4 to the financial
statements, is approximately

R50 million. Legislation pertaining
to the utilisation of pension fund
surpluses is also currently unclear,
however the fund’s actuaries are
engaged in formulating an equitable
initiative to ease the burden of
medical aid for pensioners.

CREDIT

Consumer debt levels have fallen
somewhat over the past year.
Coupled with this, the public has
enjoyed a modicum of relief from
the reduction in interest rates, with
maximum rates on credit cards, as
prescribed by
government
in terms

of the Usury
Act, declining
from a peak in
1998 of 36% to the
current rate of 25%. Payment
of the full requested monthly
instalment, however, remains a
problem for many lower income
customers and impossible for the
ever increasing pool of unemployed.

As a result, bad debt on the longer
term, higher risk interest bearing
accounts deteriorated and debt
collection costs increased
significantly. The shorter term
accounts performed in line with
expectations. In terms of a long-
standing agreement, Nedcor Bank
Limited continued to finance, on a
non-recourse basis,
the long term (twelve months and
over) interest bearing accounts for
Edgars, Sales House and Shoecorp,
while Edcon financed and carried
the bad debt on the six month
interest free accounts, together
with the majority of customer
balances in Jet. Late last year, the
debtors financed by Nedbank
reached a self-imposed ceiling
limit and Edcon itself agreed to
finance all new twelve month
accounts opened subsequently.
These have been established in
terms of recently developed
scorecards. It is Edcon’s intention to
build a credit history on this new
twelve month book, to have it
formally credit rated and, in
time, securitised.
Bad debt, net
overies,
by Edcon,

ed at last year’s
| of 1,6% of total
p sales. Moving annual
e of net bad debt to
it sales, on Edcon debtor
accounts only, was 4,3%.

The previously announced

consolidation of the Group’s credit
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500 000

operations
and the
closure of
thirteen
collection
and credit
offices was
completed during this year. The
three major credit operations in
Johannesburg, Durban and Cape
Town are now equipped with state
of the art predictive dialling and call
centre facilities. These should
improve collection performance and
customer service. The introduction
of Credit Vision debtors software in
February last year, proved more
complex and problematic than
anticipated. However, having
resolved initial teething difficulties,
the credit division has plans to
capitalise on this powerful and
highly sophisticated software.

Three variables determine the
success of the credit division.
Namely, administration/debt
collection costs, net bad debt, and
the differential between credit card
lending rates and the Group’s cost
of capital. Many of the now
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5th PROOF

centralised costs

were

previously

carried within

the chains so
direct

comparisons with last

year are not possible, but it is
relevant to note that the R17 million
increase in bad and doubtful debts
this year was financed totally by a
R58 million rise in late payment and
other finance charges earned.

There is now little doubt that
initial credit granting and
subsequent collection policies are
key determinants of future bad
debt. Mindful of this, Edcon again
tightened credit granting criteria
and made extensive use of credit
bureau behavioural scores. As a
result, rejection rates on credit
applications have increased to levels
above 70%. TRIAD, a powerful
debtors management tool, is being
implemented currently to manage
credit collection effort and this,
coupled with the improvement in
the quality of new accounts, should
reduce bad debt over time.

Many customers, caught in
the trap of recent high interest rates,
are now averse to credit and have
resorted to purchasing for cash or
on bank credit cards only. This is
evident in the net reduction in the
number of active account holders
from 3 725 000 last year to
3446 000. To attract this cash
paying clientele, the Edgars Purple
Cash Card, with volume discount
incentives, was introduced to the
market in October 1999. To date
over 500 000 have been issued and
sales on these cards have risen to
almost 6% of Edgars sales. The
segmented marketing opportunities
to these new customers is most
exciting.

Financial services, offered to
Edcon’s extensive customer base,
are undoubtedly a growth
opportunity. Current products,
including funeral policies and
medical rescue plans, are an integral
part of the chains’ Club benefits.
Cellular phone insurance and
spectacle cover are gaining in
popularity and the activities of the
now centralised financial services



function will increase substantially
with the introduction of African
Bank micro loan kiosks in selected
stores. In addition, the planned
launch of a credit life policy to all
Edcon customers, insuring the full
balance on their account in the
event of death, disability and
retrenchment, for a nominal
percentage of the outstanding
balance, will provide another
meaningful service to customers
and will boost Group profitability.

INFORMATION
TECHNOLOGY AND
STRATEGIC PLANNING

A great part of the past year has
been spent on consolidating the
Group’s outsource arrangements
with Andersen Consulting and

PQ Outsource and establishing the
basis for an effective working
relationship. This has included the
re-structuring of the Group’s own
IT management to improve focus
on Group strategic initiatives,
business priorities, service delivery
and systems implementation. Key
achievements during the year have
included the stabilisation of the IT
environment following the recent
introduction of new packaged
software solutions throughout the
business. This ensured that full
support was provided to the retail
chains over the crucial Christmas
trading period. Much work was
done to ensure a smooth passage to
the Year 2000, and although this
was over-hyped in retrospect, a
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seamless transition was achieved. In
addition to the capital costs of the
enterprise — wide software
developments, a total of R23 million
was spent and expensed on the Year
2000 initiatives. R9 million was
incurred in the year under review
and the balance in previous periods.

At year end, the amount
included under fixed assets in
respect of unamortised
commissioned software amounted
to R117 million, while the
capitalised costs in respect of
systems still to be operationalised
were R95 million. This represents
an extremely valuable investment.

Looking forward, key
imperatives include the
implementation of the Retek
merchandise management system,
into ABC and Cuthberts during
May 2000 and into Sales House and
Jet before the end of the financial
year. Edgars will follow later in
2001. Other major projects,
including
electronic
commerce and
upgrades to
the human
resources and
store systems,
are in their early
stages of
planning. Technical
issues around data integrity,
capacity planning and security,
remain pivotal to the ongoing
support of the business.

The strategic planning

division provided support to the
customer segmentation project as
well as to improving store,
customer and merchandise
information, provided via the
Group’s extensive data warehouse
facilities. Ongoing refinement and
improvement in both these areas
will continue in the year ahead.

In addition, strategic
planning will assist in longer term
strategic initiatives designed to
create shareholder value. The first
of these covers electronic commerce
(business to business and business
to consumer), with others to follow
in due course. A specific structure is
being established to support these
projects, covering a series of
particularly exciting internet
opportunities which will enhance
customer service substantially.

SUPPLY CHAIN
In terms of the Group’s enterprise-
wide systems strategy, the Retek
distribution management systems
. have been implemented
W distribution
= tresin
annesburg and
. Full supply
Jenefits will,
er, only be achieved
e Retek merchandise
i as well as the Retek
/arehouse are operative.
ertheless, over the past
year, business processes across the
supply chain have been critically
reviewed and refined wherever
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INTERNET

appropriate.
Accountabilities

are now clearly
defined and

outputs are
measured against
pre-determined, well
communicated targets.
These initiatives have res
a meaningful reduction in the time
from order placement to receipt of
merchandise on the selling floor,
and in a welcome reduction in
supply chain costs. Ongoing process
improvement initiatives, through
optimising outputs from recent
investments in systems and
facilities, will underpin the next
level of productivity and efficiency
enhancements.

STORE DEVELOPMENT

As indicated in last year’s annual
report, the store capital expenditure
plan for the year was R102 million.
In fact only R48 million was spent
as the Group concentrated on
improving space utilisation, through
the reduction of store sizes and
sub-letting
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CUSTOMER

following 33 closures and 17 store

reductions, net retail space fell from
820 000 m2 to 788 000 m2 and retail
sales per square metre rose 12% to
R8 002 per m2. During the year,

12 new stores were opened with
the only major new development in
South Africa being Benoni

Lakeside Mall.

The introduction of
multibrand stores, where Jet and
Sales House share an existing
premise, proved highly successful
and, by year end, seven of this
concept had been established.
Similarly, where segmentation
analysis confirms that the Jet
concept will serve the customer base
better than Sales House, stores have
been converted to the Jet brand.

The store development

partment was responsible for the
odernisation of 33 948 m2 of
space during the year. The largest
and most rewarding project was
ndoubtedly the completion of the
evitalisation of the Sandton store.
he world class store design,
fixtures and fittings, appropriate
merchandise department placement
and extension of services offered,
have impressed both local and
international customers. From an
architectural and store design
perspective, it is in a class of its own
and highly relevant and appropriate
for the most affluent shopping
centre in the country.

The budget for store capital
expenditure for the year ahead is
R84 million, with the most
significant refurbishment
programme being in Edgars
Menlyn. New stores for Edgars,

Jet, Cuthberts and Smiley’s will
open in Century City (Cape Town).
With the continued deterioration

in trading prospects in central
business districts, the property
development department will
concentrate on the reduction and



sub-letting of current excess space
in these areas. Jet and Sales House
will expand the concept of
multibrand stores to more locations.
Consequently total retail space is
expected to remain unchanged in
the year ahead.

PROSPECTS

The budget for the coming year is
challenging but achievable. There is
little doubt that the transformation
is gaining momentum and
customers are becoming
increasingly aware of the changes at
Edcon’s stores, both in service levels
offered and their everyday value
propositions.

Given the lower interest
environment, and with an
improvement in disposable incomes
following substantial personal tax
reductions, we are confident that
the sales growths reported in the
current year can be repeated in the
year ahead. Better space utilisation,
enhanced staff productivity and
more commercial merchandise
assortments should ensure that
earnings rise somewhat more
rapidly than sales.

APPRECIATION

It is rewarding and exciting to see
the changes the Edcon family

has managed and embraced in

the last year. Everyone likes to play
on the winning team and, as we gain
momentum and recover market
share profitably, the team’s sense

of winning and the importance of

Page 31
Edcon 2000

individual contribution grows. M R Bower
The collective efforts of the sales,
distribution, back office and

credit collection staff to improve
customer perception has been the
platform for positive change.

The entire Jet organisation deserves
special commendation for
reinventing themselves as a high
powered, dynamic, profitable
retailer. The urgent and
comprehensive change that

Dr Ferndale and the HR team has
produced in the last year is
remarkable and critical to our
ongoing success.

Selwyn MacFarlane has
provided sound guidance, clever
insight and invaluable support as
we make our way to recovery.

We are delighted to have the
counsel of Tina Mosery-Eboka and
Zohra Ebrahim who joined our
Board as non-executive directors
this past year.

In a difficult retail environment
it is our good fortune to have an
executive committee of talented,
earnest and passionate people as
colleagues.

S M Ross
Chief Executive Officer

Mowes

Chief Executive — Group Services
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Segmental
Analysis

(audited)
(Note 1)
Revenue - Trading Depreciation Capital Non-current Inventories Other
Retail profit expenditure assets current
sales (Note 2) (Note 3) assets
(Rm) (Rm) (Rm) (Rm) (Rm) (Rm) (Rm)
2000 1999 % | 2000 1999 % H 2000 1999 % | 2000 1999 % H 2000 1999 | 2000 1999 2000 1999
[ Edgars
3676 3613 2 244 163 50 7 78 (1) 40 88 (55) 316 377 678 632 90 74
888 851 4 62 59 5 22 21 5 10 17 (41) 79 97 164 126 23 45
1296 868 49 83 22 271 17 18 (6) 14 5 180 61 66 188 142 38 29
SHOECORP
¢L°
241 240 — 4 4 7 8 (13) 1 4 (75) 24 32 42 37 5 3
213 180 18 47 31 52 4 6 (33) 4 6 (33) 19 21 45 19 91 54
110 98 12 3 (5) 160 2 1 100 1 — 8 8 24 20 1 —
Manufacturing
Division
12) (20) 40 9 7 29 2 8 (75) 24 &l 58 80 58 69
GROUP
SERVICES
(Note 4)
— (25) 80 58 38 68 90 (24) 348 268 6 27 1716 1522
GROUP
. .
Edcon 6424 5850 10 431 229 88 218 197 11 140 218 (36) 879 900 1205 1083 2022 179
PER GEOGRAPHIC
REGION
South Africa 5991 5478 9 353 173 104 211 187 13 136 212 (36) 846 863 1122 1035 1879 1717
Zimbabwe 213 180 18 47 31 52 4 6 (33) 4 6 (33) 19 21 45 19 91 54
Other (Note 6) 220 192 15 31 25 24 3 4 (25) — — 14 16 38 29 52 25
Notes

1. Prepared in accordance with accounting policy note 1.12

2. Excludes proceeds on disposal of properties, fixtures, equipment and vehicles and movements in loans (note 10.7 and 10.8)
3. Assets transferred to Group Services from 1 April 1999 — comparatives not adjusted

4. Incorporating credit division, other corporate divisions and consolidation adjustments
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Interest Net Number Retail Trading Retail Number of

free assets of sales/retail area sales/m2 accounts
liabilities employees employee (moving average) (Note 5)
(Rm) (Rm) (R0O00) (000 m2) (R) (000)

2000

64

70

13

1067

1238

1159
70

4 > o

)

Y

A

Number

of

stores

1999 | 2000 1999 % H 2000 1999 % | 2000 1999 % H 2000 1999 9% | 2000 1999 % | 2000 1999 % H 2000
82 1020 1001 2 5603 6577 (15) 656 549 19 435 444 (2) 8430 8143 4 1730 1857 (7) 199
24 260 245 6 994 1096 (9) 893 776 15 117 128 (9) 7268 6594 10 765 806 (5 109
21 277 216 28 783 889 (12) 1655 976 70 137 145 (6) 9178 5896 56 564 649 (13) 98

6 68 66 3 496 527 (6) 486 455 7 29 30 (3 8076 7801 4 179 211 (15) 140
24 85 70 21 1693 1567 8 214 223 (4 55 57 (4) 3975 3159 26 208 202 3 77
19 20 9 122 274 315 (13) 403 311 29 15 16 (6) 7313 6130 19 48
38 136 142 (4 2077 2112 (2)

875 1002 941 6 2581 2172 19

1089 2868 2690 7 14501 15255 (5) 548 465 18 788 820 (4) 8002 7143 12 3446 3725 (7) 671

1055 2688 2560 5 12509 13479 (7) 574 434 32 712 742 (4) 3139 3342 (6) 573
24 85 70 21 1693 1567 8 214 223 (4) 55 57 (4 208 202 3 77
10 95 60 58 299 209 43 769 919 (16) 21 21 99 181 (45) 21

Notes

5. Includes bank financed accounts (000): Edgars — 512 (1999: 522)  Sales House — 267 (1999: 240)
Jet — 143 (1999: 235)  Shoecorp — 53 (1999: 111)
6. Comprising Botswana, Lesotho, Swaziland and Namibia
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1999

218

118

97

144

72

703

609

22

C X

%

®

®)
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