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year in review

sales up 10.3% to $2.244 billion
earnings before interest and tax down 12.0%

dividends per share unchanged at 14.5 cents

support continued growth in apparel

stationery

year in review | 1

net surplus after tax down 18.9% to $61.2 million

commissioned the new apparel distribution centre to

opened first large format red shed store in whangarei
introduced the mega store format for warehouse

Financial statistics 2004 2003
Sales $2.244 billion $2.035 hillion
EBITDA* $177.0 million $189.1 million
Net surplus after tax $61.2 million $75.4 million
Return on year-end equity 17.1% 21.7%
Earnings per share 20.0 cents 24.7 cents
Dividends per share 14.5 cents 14.5 cents
*Earnings before interest, tax, depreciation and amortisation (excluding unusual items).
Financial calendar Half-year Year
Balance date 30 January 2005 31 July 2005
Results announced March 2005 September 2005
Reports published/dividends paid April 2005 October/November 2005
Quiarterly sales announced November 2004 May 2005
March 2005 September 2005

The Annual Shareholders’ Meeting of The Warehouse Group Limited (“the company”) will be
held at the Great Northern Room, Ellerslie Convention Centre, Ellerslie Racecourse, Ellerslie,
Auckland, on 26 November 2004 at 10.00am.
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managing director’s report

Dear Friends, a warm welcome to all
stakeholders of The Warehouse Group Limited
(“the company”). | am pleased to present this
year’s annual report, the last from me as the
company’s acting managing director.

After being asked by the board to act as managing director and, at the same time, commit to a global search for a

new group chief executive officer, | must say | have found these last twelve months exceptionally busy. Now, with the
appointment of lan Morrice, I'll be able to get back to where | was a couple of years ago. Then, as many shareholders
are aware, | was able to spend a lot of time helping develop young start-up enterprises in the high tech/bio tech and
innovation sectors, all based around export. I'm looking forward to resuming those activities as well as spending much
more time with The Tindall Foundation.

It is a pleasure now, therefore, to introduce lan Morrice. lan and his background are fully covered in a feature story on
page 5 of this report but in the meantime I’'m sure you’ll be glad to know that he has an outstanding track record of
managing profitable growth in large retail chains and brings significant experience in big box and general merchandise
retailing to The Warehouse. lan has had a wonderfully successful career in the United Kingdom and before starting at
The Warehouse was managing director, commercial, for United Kingdom-based B&Q Plc, the number one DIY retailer in
Europe and number three DIY retailer world-wide. Before that he was in senior management with U.K. Woolworths, an
800-store merchant selling general merchandise and apparel.

This time next year it will be lan reporting to you here. Meanwhile it remains my role to provide an overview on the 2004
financial year.

THE WAREHOUSE NEW ZEALAND

This year, the Red Shed business achieved mixed results. While there was solid sales growth of 9.3 percent we were
unable to carry this growth into earnings; operating earnings were only 0.3 percent ahead of that achieved last year.
Operating margins fell from 11.2 percent to 10.2 percent, and some further slippage in operating margin is expected in
the 2005 financial year.

Lower retail selling prices (price deflation) caused by the stronger currency and falling global prices meant we had to sell
more products by volume to achieve the same dollar sales level. Naturally, higher unit volumes added extra cost to both
our store operations and our supply chain without adding profit.

At the same time, and for the first time for a number of years, the Red Shed business is experiencing general and
widespread inflation across our cost base including such basics as international freight rates, electricity, building costs
and rents. | suspect that these external inflationary factors - which we do not and cannot control - will continue to be a
feature in the coming year. In addition, there have been higher depreciation charges from the new infrastructure we have
added over the last eighteen months including the fit-out of the South Island distribution centre, construction and fit-out
of the new apparel distribution centre as well as new stores.

A highlight of the year was the opening of the new Whangarei store. The 12,778 square metre store provides space to
trial new categories and expand existing ones.

The Red Sheds strategy now centres on widening our view of available customer spend. That means instead of focusing
on our share of department store sales only, we focus on our share of the total available market. Viewed this way, Red
Sheds has 45 percent of the department store market share, but only 8.3 percent of the wider definition of available
market.

While the Red Sheds continued to take market share in 2004, | am reminded that market share is something we borrow
each year not something we own or have a right to. It is therefore essential that the company is never complacent and
that it executes its strategy successfully to enable it to grow market share on a sustainable basis.
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During the year under review the Red Sheds business started to make progress in developing a limited dry grocery
range which will be available in sixty percent of our stores by the end of 2004. The trial of new products in this category
is designed to help increase the frequency of customer visits as this is a key driver in growing overall sales and market
share. At the same time, Red Sheds is undergoing a major review of its supply chain and product sourcing to maintain
a competitive advantage in these two areas. Both these initiatives will incur costs in the short term but are necessary
investments to ensure sustained and profitable growth going forward.

WAREHOUSE STATIONERY

The Blue Sheds delivered another strong sales result in the year but the operating margins and EBIT results were
disappointing. Sales were 21.0 percent ahead of last year while operating profit fell 25.7 percent to $7.0 million.

The margin pressure experienced in Blue Sheds was partly due to a difficult trading environment for business
machines including computers. We were over-exposed to this sector so Blue Sheds is in the process of re-balancing its
merchandise mix to reduce dependence on business machines.

An exciting advancement for Blue Sheds in the year was the development and roll-out of a new store format, the

MEGA store concept. This store format features new and expanded categories that widen the selection of goods and
services for both business and non-business products. The first MEGA store opened in Whangarei in late 2003 and has
experienced an 82 percent increase in sales per capita in the Whangarei catchment, and a 22 percent increase in the
average sale. Warehouse Stationery expects to have five MEGA stores operating by the end of calendar year 2004.

Another major initiative in the company, the business to business sales channel (“B2B”), achieved a breakeven result
after the planned start-up losses over the last two years. The focus for this part of the business in 2005 will be to
maximise its existing North Island customer base.

In the coming year Warehouse Stationery will be consolidating its position, capitalising on the investment it has made
in new stores, and developing a new IT platform. It will also focus on lowering the cost of doing business and improving
profitability.

THE WAREHOUSE AUSTRALIA

The Australian operation recorded sales growth of 8.0 percent in Australian dollar terms while the operating loss rose
from NZ$13.4 million to NZ$36.5 million. This loss was due in part to the need for us to make some considerable
provisions during the year against previously purchased merchandise.

Yellow Sheds has seen significant gross margin improvements in the latter part of the 2004 financial year. The challenge
now is to ensure that these early signs of recovery are sustainable. The board remains committed to succeeding in
Australia and expects a significant reduction in operating losses in the new financial year.

I have been travelling to Australia regularly over the last fifteen months and have come to better understand the cultural

differences between the two markets in which we operate. | believe the company has now successfully adjusted to these

differences. | have also observed major improvements in the operating style of the business under our new team headed
by lan Tsicalas who commenced work as chief executive officer of The Warehouse Australia in late 2003.

Under lan’s leadership the buying team has been significantly strengthened with new appointments made and a
graduate programme initiated. There have also been significant improvements in inventory management and range
planning. The Yellow Shed leadership team is now smaller and very focused on the success of the Australian business. In
late September 2004 the team plan to move into their new national support office in Rydalmere, near Parramatta in New
South Wales. Due to its very convenient location in Sydney this new facility is enabling lan to recruit new talent and has
raised the morale of the whole support office team.

After such a difficult year one could assume that morale across the Yellow Shed business might be poor. However, | am
delighted to report that our “People First” practices have meant morale and retention rates remain at high levels and
with improvements in merchandising already underway | feel we have built an excellent platform for the future.

PEOPLE

I know it’s a cliché but it’s nevertheless true that “people make an organisation”. This is especially so in The Warehouse
where we have, over the past twenty-two years, continued to develop our unique “People First” culture. This is a
continuing and evolving process that acknowledges the importance of all our stakeholders and, in the case of our team
members, seeks to allow them the fullest possible expression of their potential.

The annual “People First” survey remains central to our measurement and understanding of team member satisfaction
while a more recent innovation is concerned with the role of women in The Warehouse workplace and the identification
and promotion of women with potential at all executive levels. Results of recent surveys are contained in our 2004 triple
bottom line report.
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Recently, for the benefit of team members, we clarified exactly what “People First” means for our group. For our
shareholders who might be familiar with the expression but not what it stands for, we’ve reproduced the “People First”
statement in a separate panel below.

During the past twelve months there have been a number of important changes in the senior team. | have already
mentioned the appointment of lan Morrice, the new group chief executive officer of The Warehouse Group Limited, and
the appointment of lan Tsicalas chief executive officer of Yellow Sheds. Meanwhile the head of Red Sheds, David Wilson,
has returned to Melbourne to be replaced by Glen Inger as Red Sheds chief executive officer. Glen has been with The
Warehouse Group for sixteen years, is a founding director, and has held senior roles in operations and merchandise with
his last position being property director. Glen has many years of retail experience in the same mould as lan Morrice, lan
Tsicalas, and Blue Sheds general manager Robert Smith who has been a retailer for more than twenty years.

SUSTAINABILITY

This year we have produced another triple bottom line or sustainability report. This is the fourth such report prepared

by the group and | am thrilled at the progress we are making, particularly our continued support for community
organisations in New Zealand and Australia, new initiatives such as our carbon emissions reporting, our factory working
conditions programme, and the further maturing of our sustainable development strategy.

At The Warehouse we have always taken a wider view of the stakeholders who all contribute, in some way, to making
ours a successful company. Whether you are a shareholder, customer, supplier, team member or a member of the
community, | encourage you to take the opportunity to read this year’s triple bottom line report and would welcome your
feedback.

We recognise that we have only recently commenced a long “journey” in attempting to become a more sustainable
retailer. While progress to date is modest, compared to where we know we need to go, we remain committed to this
journey and to continual improvement in this area.

I would like to personally acknowledge the huge amount of
assistance and encouragement we have received from our

membership of both the World Business Council for Sustainable Qo
Development and its local equivalent, the New Zealand Business \ .,
Council for Sustainable Development, with whom we continue to wm @eodo& ?uwf; means ol
work closely. (ﬂe
Warehouse:
THANK YOU
Finally a big “thank you” for your interest in and continued support « You understand the company’s goals.
of The Warehouse.

 You understand how your role helps the
We are attempting to build a company that will still be as strong as company to achieve its goals.

it is today in one hundred years time, and we are well on the way

to achieving our goal. While disappointing results over the last two
years have been challenging | believe we will be stronger in the years
ahead because of what we have learned.

 You have clear objectives and
accountabilities, and you get regular
feedback and coaching on your progress.

* You have a development plan in place to

We remain committed to building an organisation that is both )
help you grow and achieve your next

profitable and sustainable. | have every confidence that we can

continue to achieve these objectives under the leadership of career goal.

lan Morrice and his executive team, with the guidance of our « You feel valued, recognised and rewarded
experienced board of directors and the skill and enthusiasm of for you and your team’s contribution to
our team members. the company’s success.

« You work in a safe, healthy and fun
environment.

 You feel encouraged to express your
opinions, views and ideas.

s rtindall  You are treated, and you treat others, with

founder and acting managing director honesty and respect.

9 september 2004
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Introducing ian morrice

lan Morrice recently joined The Warehouse as
group chief executive officer, formally taking over
the reins from Stephen Tindall on 1 October 2004.

lan’s previous role was as managing director, commercial, for United Kingdom-based B&Q Plc, the
number one DIY retailer in Europe and number three DIY retailer worldwide. For the year 2003/04
B&Q had turnover of £3.9 billion, profit of £372 million, and 36,000 employees. He has been a leading
contributor to B&Q’s market share and earnings growth over the last three years. lan was with B&Q
since 2001 where, as managing director, B&Q Warehouse, he led the growth of the large format B&Q
Warehouse chain, expansion into Ireland, and the launch of financial services.

Prior to B&Q he was retail director of Woolworths’ chain of 800 stores in the U.K., a general merchandise
retailer. His retailing career has also included a number of senior executive positions at Dixons, Europe’s
number one electrical retailing group. In a fifteen-year career with that group he held a number of senior
positions in marketing, buying and store operations. lan has an MBA from the respected Cranfield
University School of Management.

The group chief executive role is a challenge that lan is looking forward to.

“I have settled quickly into the New Zealand way of life, and | am looking forward to the challenge ahead.
My wife and children will join me early in the new year, ready for their second summer and school.”
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results at a glance

2004 2003 change

$ 000 $ 000 %
Total operating revenue 2,258,515 2,051,228 10.1
Operating expenses (2,080,853) (1,855,383) 12.2
Unusual items (639) (6,714)
EBITDA 177,023 189,131 (6.4)
Depreciation (56,470) (50,881) 11.0
Amortisation (7,170) (9,388) (23.6)
Earnings before interest and tax (EBIT) 113,383 128,862 (12.0)
Net interest expense (17,188) (11,962) 43.7
Income tax expense (34,692) (41,310) (16.0)
Operating surplus after tax 61,503 75,590 (18.6)
Minority interest (324) (191)
Profit attributable to shareholders 61,179 75,399 (18.9)

Amortisation

Amortisations were 23.6 percent
lower in FO4 with the discontinuation
of phone handset subsidies during
FO3 following the sale of Gold
Mobile. Amortisations primarily
relate to goodwill for Australia
($6.888m) and Blue Sheds
($0.228m). Amortisation of Blue

Total operating revenue

Group sales comprise increases
of 9.3 percent in Red Sheds, 21.0
percent in Blue Sheds and a 9.2
percent increase in Yellow Sheds.

Net interest expense

Interest costs are higher due to a
combination of increases in interest
rates and an overall increase in debt
levels. Net debt levels increased 26.8

) percent in FO4 to $312.1m.
Unusual items

Relates to losses on property sales.

Minority interest
Minority earnings were higher due

Depreciation

Depreciation increase of 11.0 percent
mainly reflects increased capital
investment in store footprint and
distribution centre capacity.

Sheds goodwill will end during FO5.

to increased profits in Waikato Valley
Chocolates Limited for FO4. This
business is 50 percent owned by the

group.

Pictured (above left) is the new apparel distribution centre at Wiri, featured on page 14,
and (right) Kaan Anderton who is the centre’s systems administration manager.
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key balance sheet ratios

at a glance

2004 2003
Inventory including goods in transit ($m) 396.5 367.2
Net debt ($m) 312.1 246.2
Gearing (net debt/net debt + equity) 46.6% 41.5%
Interest cover (EBIT/net interest) 6.6x 10.8x
Fixed charge cover (EBITDA + rent)/(net interest + rent) 2.6x 3.1x
Net debt to EBITDA 1.76x 1.30x

Inventory including goods in
transit

Inventory increased by 8.0 percent
compared with an increase in retail
footprint of 10.3 percent. Inventory
was higher due to higher values
carried in business machines
(including computers) in Blue Sheds
and increased stocking of Yellow
Sheds stores as part of its range
expansion. Inventory per square
metre for the group fell by 2.1 percent
from a year earlier.

Net debt

Net debt rose 26.8 percent to $312m,
an increase of $65.9m from a year
ago. The rise in debt levels reflects
capital expenditure and investment
in inventory. Net capital expenditure
was $111.8m up from $95.3m in FO3.
Debt levels are expected to rise again
in FO5 as a result of further capital
expenditure. Net capital expenditure
is forecast at $106.2m. All core debt
is denominated in Australian dollars.

Gearing

Gearing rose slightly but remains
within the 50 percent ratio required
under our borrowing covenants.

Interest cover

Net interest cover remains very
strong at 6.6x and is well above the
borrowing covenant ratio of 2.0x.
Interest cover is expected to remain
at similar levels in FO5.

Fixed charge cover

Fixed charge cover declined in the
period largely due to increases in
interest. Additionally retail lease
commitments increased as a result
of the 10.3 percent increase in
footprint over the period.

Net debt to EBITDA

Net debt to EBITDA rose in FO4
arising from a combination of lower
earnings and higher net debt levels.
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red sheds brand report

The Warehouse New Zealand 2004 2003
Sales ($m) 1,477.3 1,352.2
Operating profit ($m) 151.3 150.9
Operating margin (%) 10.2% 11.2%
Stores 83 80
Retail space (m?) 401,547 360,055
Operating assets ($m) 323.0 320.1

SUMMARY

The Warehouse New Zealand recorded a 9.3 percent increase in sales while operating earnings, before interest, taxation
and unusual items, rose 0.3 percent to $151.3 million. Same store sales (a measure that removes the sales impact of new
stores) was 5.7 percent higher than a year ago.

The operating margin was lower at 10.2 percent versus 11.2 percent in the corresponding period last year. This
contraction was caused firstly by the growing strength of the New Zealand dollar lowering retail selling prices (price
deflation) meaning more products had to be sold to achieve the same dollar sales level and, secondly, by increased
logistics and store costs associated with these higher unit volumes. Higher shrinkage, increased overheads and
inflationary pressures (wages, rents, electricity, international freight rates and building costs) also contributed to the
margin contraction.

Red Sheds made considerable progress in its store roll-out strategy opening eight new stores, five replacement stores
and three new location stores, while three existing stores were extended.

Category management was also refined during the year. Red Sheds will focus its category development on five key areas:
apparel and footwear, the home, health and lifestyle, entertainment and technology, and finally grocery.

Supply chain initiatives continue to be a focus for the business. Red Sheds commissioned a purpose-built 18,000 square
metre apparel distribution centre. This owned and operated facility enables storage of up to 2.5 million hung garments
and releases capacity in the existing North Island distribution centre for general merchandise distribution.

Aside from investment in physical distribution assets, Red Sheds continues to invest heavily in supply chain research
and development. How product is sourced, stock flow from supplier to store shelf, reducing investment in inventory,
minimising lost sales and reducing mark-downs, for example, all present opportunities for improvement in the future.
BUSINESS FOCUS FOR 2005

The Red Shed strategy for the coming year continues to be focused on market share growth. In supporting this core
strategy Red Sheds has a range of initiatives which include:

« Leveraging scale to maintain price leadership.

« Continuously improving the quality of house branded products.

« Balancing opportunistic buying with a structured approach to category development.
« Ensuring superior customer experience.

» Establishing an efficient supply chain.

« Leveraging expertise in property.

« Offering value-added services.

KEY ISSUES FOR 2005

The key issues in the coming year will be the changing sales mix and its impact on margins, continued deflation in
retail prices and higher operating costs as a result of cost inflation and higher volume throughput. While the Red Sheds
expects some pressure on operating margins in the 2005 financial year a key objective for the following year will be to
stabilise margins.
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A

WHAT IS THE
STRATEGY? r

Drive market share growth through property
expansion and merchandising initiatives.

Reduce the cost of doing business and
improve gross margin management to derive
benefits that can be reinvested into lower
prices, increased market share and improved
earnings.

Improve the customer experience through
consistent in-store processes and practices
and continue to make a positive contribution
to the local communities in which we
operate.

Pictured (top right) is Corrina McGluggade, team member in the Whangarei store. The store (top left) is in Alexandra.
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STORE FOOTPRINT (000 M?)

TOTAL CUSTOMER VISITS (MILLIONS)

SALES PER SQUARE METRE ($)

500 60 5000
497 53.2
402 50 : | 3963 3,947
46.0 ! 3,873 3,852
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GROWTH DRIVERS FO4 FO3 CHANGE STRATEGY PROGRESS IN F04
Same store sales growth  5.7% 5.6% +10bp « Grow Fo5 same store sales » Same store sales rose 5.7%
in excess of FO4 levels. in a very competitive retail
« Grow overall market share environment.
in existing categories through » New categories introduced:
improved in-store environment, limited dry grocery house
marketing, brand consistency, branded range in twelve trial
pricing and ranging stores, hard wired lighting
opportunities. category, and entry into
« Develop a structured approach computer and computer
to category development that peripheral retailing.
will focus on Head to Toe, The « Category growth achieved
Home, Health and Lifestyle, across the range with
Entertainment and Technology, significant improvements in
and Grocery. automotive, green gardening,
« Continue to dominate key retail small appliances, womenswear,
events throughout the year. menswear and entertainment.
« Limited dry grocery range « Strong growth in “advertising
development. share-of-voice” relative to
competitors.
| | | |
T T T T
Store footprint (m?) 401,547 360,055 +11.5% « Core property strategy is to « Achieved targeted footprint

increase metropolitan exposure

and increase retail footprint to

around 450,000m? by Christmas

2005.

« Six new stores planned in
FO5 or a total of 40,000m? of
additional retail floor-space.

« Secure critical in-fill urban
locations in Wellington,
Christchurch and Auckland as

company is under-represented in

these areas.

« Develop new store in-fill
opportunities in non-
metropolitan catchments, and
extend non-urban coverage.

growth of 41,500m?in FO4.

« Eight new stores opened:

* Three in new locations (Te
Kuiti, Dargaville and Snells
Beach).

* Five replacement stores
including our biggest store yet
(12,778m2) in Whangarei,
October 2003.

* Three stores were extended.

* Secured sites in Pah Road
(Auckland) and Manukau for
future store development.

 Anchor tenant for Wellington

International Airport Retail Park

and negotiating to secure a retail

presence at the Sylvia Park retail
development in Auckland.
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GROWTH DRIVERS

CHANGE

I

STRATEGY

T 1
PROGRESS IN F04

Sales per square
metre ($)

(0.5%)

|

« Long term target sales of around
$4,000.

« Sales density per square metre
fell slightly in FO4 as a result of
building larger format new and
replacement stores during the
period.

|

Sales per capita ($) 364

337

+8.0%

T

« Grow sales per capita faster
than overall rates of retail sales
increase.

T

* Average sales per capita rose
8.0%. There are 27 stores with
sales per capita of over $500.
The lowest sales per capita store
has sales of $113.

Total customer visits 53.2

(millions)

49.7

+7.1%

« Give customers the best
experience every time they shop
at The Warehouse.

* The number of customer visits
rose 7.1%.

« Increased investment in people
and systems to enhance the
customer experience which is
characterised by:

* “The location is convenient.”

« “Customers can find what
they’re looking for.”

« “Customers always get what
they came for.”

« “Customers enjoy coming
to the store and they trust The
Warehouse brand.”

Average basket size ($)  27.74

27.13

+2.2%

« Grow average basket size
through improved promotional
programmes and product
selection.

* The average spend per
customer rose 2.2%
reflecting improved marketing
and product offering as well
as the impact of the entry into
computer retailing.

« Continued to undertake
detailed customer research
on basket analysis and category
performance in order to better
understand customers’ drivers
and barriers to purchase.

MARKET/CUSTOMER
POSITION

FO4

FO3

CHANGE

I

STRATEGY

[ 1
PROGRESS IN F04

Market share: total retail 8.23%
(excluding automotive
sector, accommodation,

food, meals).

7.91%

+32bp

« Take a wider view of the retail
market so that almost every
retail segment is considered an
opportunity for sales growth.

« Expand market share in existing
categories.

* Market share rose strongly
from 7.9% to 8.2% as
customers responded to
the improved range and offer
available in our stores.

« For the year, New Zealand retail
sales (excluding automotive
sector, accommodation, food
and meals) rose 5.2% to $17.9b
compared to Red Shed
sales growth of 9.3%.

« Because Red Sheds does
not have a significant position in
most of its current merchandise
categories, the opportunities
to grow sales and market share
through structured category
development are significant.
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iInvesting for future growth:
a key strategy for the
company’s success

In the 2004 financial year the group spent
$133.6 million on capital expenditure, up
15.7 percent from a year ago.

Nearly 81 percent of all capital expenditure was on Red Sheds or Red Shed assets controlled by the group. With a 10.3
percent increase in group retail selling space in the year, store footprint and the purchase of land for future stores
accounted for 65 percent of all capital expenditure. Similar levels of capital expenditure are expected over the next two
years with the bulk of the expenditure on new store footprint.

GROSS CAPITAL EXPENDITURE BY BRAND GROSS CAPITAL EXPENDITURE BY ASSETS

B Store footprint

[l Red Sheds 32% and fit-out 27%

0,
B Blue Sheds 7% [l Store land and
Yellow Sheds 12% buildings 38%

I Group 49%! Logistics and

supply chain 23%

I IT and other 12%

THE NEW APPAREL DISTRIBUTION CENTRE NOW OPERATING

When the North Island distribution centre (“NIDC”) was opened in 1996 its working area of 62,000 square metres
(the equivalent of about thirteen rugby fields) incorporated an apparel sortation and distribution system processing a
maximum of eleven million garments a year by a full-time team of forty-nine. However, it quickly became obvious that
the remarkable growth of the company’s apparel category would soon demand its own dedicated distribution centre.
Furthermore, such a development would be doubly beneficial as it would release a large area in the main distribution
centre for expansion.

Construction of the new $16 million apparel distribution centre, adjacent to the main NIDC in Wiri, South Auckland,
commenced in July 2003. Limited operations began in April 2004 and by June this year the new centre was fully
commissioned.

Manager Sue Fielder, who has been involved with The Warehouse apparel distribution since 2001, says that centre’s flow
system, designed by the planning team of which she was a member, has worked out perfectly.

“And,” she adds, “the predicted benefits are right on target”.

With two levels, on a base footprint of 18,000 square metres, the ability to add further levels when necessary, two
automated sortation systems, a storage capacity of 2.5 million garments, an adjacent container yard with room for a
hundred twenty-foot containers, and a full-time staff of fifty-five, this highly automated and computerised distribution
centre is clearly capable of servicing Warehouse stores throughout New Zealand for as long into the future as it is
possible to plan.

! Group properties comprising both store and distribution centres are predominately held by Eldamos Investments Limited.
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blue sheds brand report

Warehouse Stationery 2004 2003
Sales ($m) 199.1 164.5
Operating profit ($m) 7.0 9.4
Operating margin (%) 3.5% 5.7%
Stores 42 39
Retail space (m?) 56,145 45,918
Operating assets ($m) 75.5 55.3

SUMMARY

Warehouse Stationery focuses on general retail and both the domestic small-office/home-office (“SOHO”) and small-to-
medium size enterprise (“SME”) markets.

The company recorded a 21.0 percent increase in sales, to $199.1 million, during the year. However, operating profit fell a
disappointing 25.7 percent to $7.0 million.

The margin pressure in Blue Sheds was due partly to the difficult trading environment as well as an over-reliance on
computer sales. The 2.2 percentage point fall in operating margins, to 3.5 percent, was the consequence of a changing
sales mix resulting in higher sales of lower margin business machines and the cost of developing the new MEGA store
format. Blue Sheds is currently re-balancing its merchandise mix to reduce reliance on computers and other business
machines.

Six stores were opened in the year with new stores in Thames, Papanui and Upper Hutt while three stores were replaced.
Total retail footprint increased 22.3 percent to 56,145 square metres.

A key enabler to future growth was the commissioning of a new Warehouse Stationery distribution centre. This facility,
located in South Auckland, will provide specialist supply chain processes for the retail and business to business (“B2B”)
marketing channels. Improved supply chain processes will enable more efficient purchasing procedures while improved
retail stock turns are expected in the medium term.

B2B (BUSINESS TO BUSINESS)

Warehouse Stationery launched the B2B strategy in October 2001. The B2B offer now extends from Northland to
Wellington and has enabled the company to access the SOHO and SME market via the internet, a call centre or a
Warehouse Stationery sales representative.

B2B sales rose by nearly 45 percent during the financial year reaching a breakeven position by the end of that period.
Meanwhile competitor activity during the year was more intense with higher than normal levels of discounting and
promotion in both the SOHO and SME sectors.

2005 will be a year of consolidation for B2B - as it will be for its Warehouse Stationery retail counterpart - as it seeks
to leverage opportunities between B2B and retail, capitalising on the synergies presented by its unique multi-channel
format. Accordingly it will focus on maximising performance from its existing customer base as well as continuing to
acquire customers in the North Island.

MEGA STORE FORMAT

During the year Blue Sheds successfully developed the new MEGA store format with the inaugural MEGA store opening
in Whangarei in December 2003. This store is already showing positive indicators with sales per capita 82.0 percent
ahead of the same period last year while the average spend per customer was 21.8 percent higher.

The MEGA store format includes an expansion of existing categories and some new categories. The expanded
departments include art and craft, paper, furniture, luggage, training and presentation, while new categories introduced
include children’s early learning, health and safety, specialty papers, books and magazines, storage and technology
enhancements. The format also has destination departments such as a copy centre, business machines, an art and craft
demonstration area and office furniture.

Five new MEGA stores are due to be operating by Christmas 2004.

Pictured (top) is the Warehouse Stationery store in Wairau Park.




blue sheds brand report | 17




18 | blue sheds brand report

KEY ISSUES FOR 2005
After recording nine years of double-digit sales growth the focus for Blue Sheds in 2005 will be for a period of
consolidation to support long-term objectives. The key issues for the year include proving and refining the MEGA store
format while the retail business will look to re-balance its merchandise portfolio and enhance gross margins.

Blue Sheds will also invest in new systems’ infrastructure to support future growth and lowering the cost of doing
business. The B2B channel will continue its solution-based proposition to the SME and SOHO markets while providing
an integrated offering to other definable markets such as the education sector.

A

WHAT IS THE
ST RATEGY?
Taking @ customer-centric multi-

channel approach to servicing
defined market segments.

STORE FOOTPRINT (000 M?) SALES PER SQUARE METRE ($) NUMBER OF STORES
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The three team members pictured (above right) are from the Warehouse Stationery’s support office in Birkenhead. They are, left to right, Ineke
Rogers and Colin Leader, optimal stock placement coordinators, and James Willoughby, sustainable development manager.
Tessie Ford (following page), checkout operator at the Warehouse Stationery MEGA store in Whangarei.




blue sheds brand report | 19

[ T

GROWTH DRIVERS FO4 FO3 CHANGE STRATEGY PROGRESS IN F04
Same store sales growth  9.6% 18.0% (840bp) « Grow same store sales + Same store sales grew by a
through increased marketing modest 9.6% due to over
and merchandise category reliance on the business
development. machines (including computer)
« Adopt a customer-centric market.
model to improve market
penetration and long term
growth opportunities.
| | | |
T T I I
Sales per square 3,326 3352  (0.8%) « Strengthen relationships with key ~ » Sales intensity remained static
metre ($) brand owners. due to the difficult trading
« Increase emphasis on marketing ~ €nvironment for business
the current merchandise machines.
range. * Several new brands were added
to the merchandise range.
| | | |
T T I I
Store footprint (m?) 56,145 45918 +22.3% « Ensure the store format is » The development and trial

appropriate to future category
development.

introduction of the MEGA store
concept represented a
significant advancement in store
format and shopping experience.
* Opened six new stores
in FO4, three in new locations
(Thames, Papanui and Upper
Hutt) and three replacement
stores (Wanganui, Whangarei
and Masterton).
« Store numbers rose from 39 to
42.

« Continued improvements and
standardisation of store layout.
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The Warehouse Australia 2004 2003
Sales ($m) 567.3 519.4
Operating loss ($m) (36.5) (13.4)
Operating margin (%) (6.4%) (2.6%)
Stores 126 130
Retail space (m?) 252,994 238,470
Operating assets ($m) 2015 192.6

SUMMARY

The Warehouse Australia recorded sales of A$500.5 million (NZ$567.3 million), an increase in Australian dollar terms of
8.0 percent over 2003. An operating loss of A$32.3 million was incurred compared with a loss of A$11.9 million a year
ago. In February 2004 the company signalled that the Australian business would produce an operating loss of between
A$30 and A$40 million because of issues with stock and merchandising. Since then lan Tsicalas and his team have been
working to reduce the level of loss in the short term and at the same time simplifying reporting structures to improve
accountability in merchandising.

POSITIVE SIGNS EMERGING

The stock, merchandising and general management issues that were the chief contributors to poor results in the
2004 financial year are being addressed, and towards the end of the financial year positive signs were emerging in
merchandising - not yet reflected in the figures - including:

 Substantially improved ranges, with better customer pricing and better margins, as a result of the completion of
detailed reviews of all merchandise departments and a re-tender of many core ranges.

» Improved accountability as a result of a review and simplification of reporting structures in merchandising and other
parts of the business.

A significantly strengthened buying team as a result of the restructure of the buying department and the
development of targeted graduate, recruitment and development programmes.

These initiatives have resulted in improvements in inventory management and range planning and significant gross
margin improvements in the latter part of the financial year. The challenges for the coming year therefore include
ensuring that the margin recovery is sustained, improving sales density by improving the consistency of the offer,
achieving higher levels of in-stock availability and improving promotional tie-ups.

The company remains committed to succeeding in Australia and expects a significant reduction in operating losses in
the 2005 financial year.

9
WHAT IS THE STRATEGY?

Continue development of 3,000 square metre

destination-style retail outlets in Queensland,
Victoria, South Australia and New South Wales.
Progressively increase stock load and thereby
improve sales density as measured by sales per
square metre. Leverage capability for developing
and sourcing house branded ranges.

Pictured (top) is the new Australian support office in Rydalmere, near Parramatta in Sydney’s
west. Kelly Threfall (above right) is a supervisor in the new The Warehouse store at Moorabbin
Airport which is pictured on the opposite page.
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STORE FOOTPRINT (000 M?)

SALES PER SQUARE METRE (A$)

NUMBER OF STORES
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GROWTH DRIVERS FO4 FO3 CHANGE STRATEGY PROGRESS IN F0O4
Same store sales growth ~ (0.4%) 2.3% (270bp) « Improve same store sales » Same store sales fell during FO4

growth through improved
ranging, marketing and brand
awareness.

« Same store sales growth is a key
focus in FO5.

as a result of stock and buying
issues.

Store footprint (m?) 252,994 238,470 +6.1%

« Continue the development of
3,000 square metre destination-
style retail outlets in
Queensland, Victoria, South
Australia and New South Wales.

« Up to eight new format stores
will be opened in FO5.

« Footprint increased by 6.1% to
252,994m?2.

Sales per square
metre (A$)

2,053 2138  (4.0%)

« Increase sales density per square
metre by attracting new
customers and increasing
average basket size.

« Increase the core “every day”
merchandise range in each
category.

« Improve stock availability and
reduce current levels of out-of-
stocks.

« Improvements in sales density
especially in the new format
stores is a key focus for FO5.

« Sales per square metre fell 4.0%
to A$2,053.

« Core “every day” ranges have
changed as a result of the
extensive range review
processes. This has resulted in a
range:

* more targeted to customer
needs; and

« which has greatly improved
in-store availability.
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GROWTH DRIVERS FO4 FO3 CHANGE STRATEGY PROGRESS IN F04
Average basket size (A$) $16.87  $15.07 +11.9% « Grow basket size through « Basket size rose again as
improved ranging, marketing customers responded to
and in-store availability. improvements in the offer.
« Strategies have been developed
to arrest the fall in foot traffic
experienced in FO4. These
include increased marketing,
higher levels of in-stocks and
improved core ranging.
[ I I I
MARKET/CUSTOMER
POSITION FO4 FO3 CHANGE STRATEGY PROGRESS IN F04
Branding « Operate one single brand across  * During the year the mailer
the network. format was revamped. The
« Improve marketing effectiveness ~ “look” is now cleaner with
and brand profile. better reinforcement of the
« Building brand awareness using  deep discount offer with
a range of media in key markets stronger themes.
is a focus for FO5. * The dominant distribution
frequency of mailers remains
weekly.
1 1 1
New/converted stores 63% 60% +3% « Replace older format stores with Thirteen new large format
as a percentage of the new large format Warehouse stores opened and seventeen old
total store numbers style stores. format stores closed.
1 1 1
Australian retail sales 8.3% 6.4%  +190bp « Grow market share across all « Australian retail sales for the
. categories. ear ending July 2004 rose 8.3%
Yellow Sheds retail sales  8.0% 7.6%  +40bp 9 y S

to A$194.0b compared with an
8.0% rise in Yellow Sheds.

« Department store sales rose
6.4% (2003: 7.2%), clothing and
soft goods retailing were
up 6.4% (2003: 5.8%) while
household goods retailing
increased 8.5% (2003: 7.0%).
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group executive management

Luke Bunt

chief financial officer,
the warehouse group

Luke started with The Warehouse in

May 2002. A chartered accountant by
profession, Luke is responsible for group
finance, treasury/risk management, and
business planning.

He has more than twenty years
experience in finance, treasury and
commercial roles, his most recent
position being with Telecom as the
general manager of finance for the sales
and service group.

Prior to that he was at Feltex Carpets
where he was chief financial officer before
being promoted to chief operating officer
responsible for the sales and marketing
areas of the business. From 1986 to 1997
he was with the DB Group in a variety of
roles including group general manager,
finance and planning.

Peter Glen Inger

chief executive officer,
the warehouse new zealand (red sheds)

Glen has had twenty-three years in
retailing, spending the first seven with
Woolworths NZ commencing as a
management trainee and advancing to
management positions within both the
variety and supermarket divisions.

Glen joined Stephen Tindall in 1988
playing a key part in the expansion of

The Warehouse stores leading to an
ownership in the Waikato and Central
North Island franchise. Then, in 1994, the
franchise companies were amalgamated
into The Warehouse Group and floated on
the New Zealand Stock Exchange.

He is a founding director and shareholder
of The Warehouse and has been involved
in many aspects of the company including
national roles in buying, operations

and property. In mid 2004 Glen was
appointed chief executive officer of The
Warehouse New Zealand (Red Sheds)
operation while at the same time
maintaining oversight for all property and
store development in New Zealand and
Australia.

John Journee

general manager, commercial
development,
the warehouse group

When he left The Warehouse in 2000
John Journee was the company’s

New Zealand national merchandising
manager. He rejoined the company

in June 2003 as general manager,
merchandise, following two-and-a-half
years working with a United Kingdom
consultancy conducting new-business
strategy for European and American
retailers including Royal Ahold, Carrefour,
Wal-Mart, Sainsbury’s and Building
Depot.

In mid 2004 John was appointed general
manager, commercial development,
responsible for identifying and securing
business opportunities as well as
examining existing assets, new projects,
acquisitions and divestments. He has
more than twenty years retail experience,
including ten years with The Warehouse,
holding senior management positions

in merchandising, marketing and
operations.

Owen McCall

chief information officer,
the warehouse group

As chief information officer Owen is
responsible for group information
technology ensuring that all the IT
systems for The Warehouse Group
directly support the company’s business
strategy and that its investment in
technology delivers clear and quantifiable
benefits.

Owen has spent more than seventeen
years in the IT industry gaining a wide
variety of experience in all elements of the
systems lifecycle from IT strategy through
to implementation and operations. He
joined The Warehouse in November
2003. Before that he was the principal

for Deloitte’s outsourcing practice in
Australia and New Zealand.



Hamish McKenzie

general manager, people department,
the warehouse group

As general manager, people department,
Hamish is responsible for all The
Warehouse group’s human resources
functions including employee

relations, learning and development,
internal communications and change
management, talent identification and
succession planning, performance
management, remuneration, and health
and safety.

Before joining The Warehouse in January
2001 Hamish held senior human
resources positions in a number of
companies including Westpac Banking
Corporation, National Australia Bank and
Telecom New Zealand.

lan Morrice

group chief executive officer,
the warehouse group

lan was appointed managing director and
group chief executive officer in August
2004 taking over from founder Stephen
Tindall who had been acting managing
director since May 2003.

lan was previously the managing director,
commercial, for United Kingdom-based
B&Q Plc. With turnover for the 2003/04
year of £3.9 billion, a pre-tax profit of £372
million, and 36,000 employees, B&Q is
Europe’s largest DIY retailer and the third
largest in the world.

lan had been at B&Q since 2001 where he
led the growth of the large-format B&Q
Warehouse chain, expansion into Ireland,
and the launch of financial services.
Before that he was retail director of the
Woolworths chain of 800 British stores.
His retailing career has also included a
number of senior executive positions at
Dixons, Europe’s number one electrical
retailing group.
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Mark Powell

general manager, supply chain,
the warehouse group

Mark is responsible for all operational
aspects of The Warehouse New Zealand
logistics as well as supply chain
development for The Warehouse Group.

Mark joined the company in June 2003
from the United Kingdom where he held
a variety of leadership positions within
leading retail companies including
director, UK retail strategy supply chain
practice, with PwC Consulting and,
before that, stores board director for
distribution/logistics with Tesco PLC.
He also held leadership positions with
Iceland PLC, and led the start-up of the
Wal-Mart Canada logistics operations
for two-and-a-half years, helping their
successful entry into the Canadian
market.

lan Tsicalas

chief executive officer,
the warehouse australia (yellow sheds)

lan was appointed chief executive officer
of The Warehouse Australia operation in
November 2003. lan is best known for
the twenty years he spent with Howard
Smith Limited - a large Australian public
company - most recently as managing
director having previously been chief
executive of the company’s wholly-owned
subsidiary, BBC Hardware. Australian-
based Howard Smith is a diversified
company whose activities include retail,
towage, distribution, heavy engineering
and maintenance services.

Robert Smith

general manager,
warehouse stationery (blue sheds)

Robert started his career in retailing as a
management trainee in the supermarket
industry. Since then he has gained more
than twenty-eight years retail experience
holding a number of management
positions including general manager,
Countdown Foodmarkets. He joined
The Warehouse Group in 1996 as
national operations manager, Warehouse
Stationery, and was appointed general
manager of this division in 1999. He has
overall responsibility in this business for
both the business-to-business and retail
channels.
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chairman’s report

The directors of the company are pleased to submit to
shareholders their annual report for the year ended
1 August 2004.

2004 IN PERSPECTIVE

While the earnings result for The Warehouse Group for 2004 was disappointing there were a number of positive
developments during the year including the opening of the first large format Red Shed store in Whangarei, the
introduction of the MEGA store concept for Warehouse Stationery, the commissioning of the apparel distribution centre,
and, in the latter part of the financial year, early signs of positive momentum in the Australian operation.

In May 2004, following an extensive international search, we announced the appointment of lan Morrice chief executive
officer of the group. lan brings to this role extensive experience in the retail environment in the United Kingdom.

The board would like to record its sincere thanks to Stephen Tindall for assuming the role of acting managing director
last year. While Stephen will step down as acting managing director on 1 October 2004, providing an overlap with lan
Morrice, who will assume his duties on that date, Stephen will remain on the board as a non-executive director. Also, a
final thanks to Neil Plummer who retired as a director at the end of July 2004. Neil had been a director of the company
for nearly ten years and made an enormous contribution to the company.

PRINCIPAL ACTIVITIES

The principal activities of the company and its controlled entities during the financial year ended 1 August 2004 were
those of a retailer in New Zealand and Australia.

DIRECTORS

At the date of this report the directors of the company were:

Executive directors

I R Morrice, group chief executive officer

P G Inger, chief executive, The Warehouse New Zealand
S R Tindall, founder

| Tsicalas, chief executive officer, The Warehouse Australia

Non-executive directors
K R Smith, chairman

JR Avery

R L Challinor

J C Dahlsen

G F Evans

J Withers

Apart from lan Tsicalas and lan Morrice the above directors each held office as a director of the company throughout the
financial year ended 1 August 2004. lan Tsicalas became a director of the company on 1 December 2003 and lan Morrice
was appointed as managing director and group chief executive officer on 9 September 2004. Neil Plummer retired as a
director of the company on 31 July 2004.

Details of the directors’ qualifications and experience are detailed on pages 30 and 31 of this report. The total number of
board meetings and committee meetings, together with the number of meetings attended by each of the directors of the
company during the financial year, are summarised in the table on the following page.
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DIRECTORS’” MEETINGS
TABLE OF ATTENDANCE AT BOARD MEETINGS AND COMMITTEE MEETINGS FOR THE YEAR ENDED 1 AUGUST 2004

No of

meetings Avery Challinor  Dahlsen Evans Inger  Morrice! Plummer? Smith TindalF  Tsicalas* Withers
The Warehouse board 10 9 9 9 10 10 8 10 10 7 10
Audit committee 4 4 4 4 4 4 4
Remuneration, talent 12 11 12 12 12
and nomination
committee
Corporate governance 1 1 1 1
committee
Disclosure committee 2 2 2 2

1
2. Neil Plummer resigned as a director on 31 July 2004.
3. Stephen Tindall att
4. lan Tsicalas joined as a director on 1 December 2003.
The main board met formally ten times during the financial year ended 1 August 2004. In addition, directors met

throughout the year on matters of strategic planning, committee business, and to attend to business between meetings.

FINANCIAL STATEMENTS AND DIVIDEND

The directors are required by the New Zealand Companies Act 1993 to prepare financial statements for each year which
give a true and fair view of the state of affairs of the company as at the end of the financial year, and of the financial
performance and cash flows for the year.

The directors consider that in preparing the financial statements the company has used appropriate accounting policies,
consistently applied, and supported by reasonable prudent judgements and estimates, and that all financial reporting
standards, which they consider to be applicable, have been followed. The directors also have responsibility for ensuring
that the company keeps accounting records which disclose, with reasonable accuracy, the financial position of the
company and the group, and which enable them to ensure that the financial statements comply with the Financial
Reporting Act 1993.

The consolidated profit from ordinary activities after income tax attributable to ordinary shareholders for the financial
year ended 1 August 2004 was $61.2 million (2003: $75.4 million).

The company has reviewed the implications of adopting new International Financial Reporting Standards, our
preliminary findings of the review are detailed on pages 44 and 45 of this report.
DIVIDENDS AND DISTRIBUTION

The directors declared a dividend of four cents per share on 9 September 2004. The dividend, fully imputed, will be paid
on 22 November 2004 to shareholders registered at 5.00pm on 12 November 2004. This payment, together with the
interim dividend paid on 26 April 2004, brings the total fully imputed dividend for the year to 14.5 cents per share (2003
ordinary dividend: 14.5 cents per share).

The group paid dividends and distributions during the financial year as set out in the table below:

GROUP PAID DIVIDENDS AND DISTRIBUTIONS DURING THE YEAR ENDING 1 AUGUST 2004

Amount paid In respect of
Security Payment date Payment type ($000's) year ended
Ordinary shares 24 November 03 Final 12,219 31 July 03

Ordinary shares 26 April 04 Interim 32,076 1 August 04
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AUDITOR

At the annual meeting in November 2004 the company will nominate PricewaterhouseCoopers as its external auditor
effective from the conclusion of the annual shareholders’ meeting. The resignation of former auditor, Ernst & Young, is
due to a policy change within that firm which precludes it from offering both external and internal audit services to the
same client. The board wishes to thank Ernst & Young for the excellent services it has provided to the company for more
than ten years. Ernst & Young will continue to provide internal audit services to the company.

STATE OF AFFAIRS

In the opinion of the directors no significant changes in the state of affairs of the company and its controlled entities
occurred during the financial year under review that are not otherwise disclosed in this report or in the acting managing
director’s report.

ENTRIES IN THE INTERESTS REGISTER

Directors have declared interests in the following transactions with the company during the financial year:

» The company paid legal fees to a partnership in which J R Avery, a director, has an interest.

» The company paid commission, rent, supplier payments and other fees to companies in which N R Plummer, a
director (resigned 31 July 2004), has an interest.

» The company paid accounting and other fees to a partnership in which K R Smith, a director, has an interest.
» The company paid rent to a company in which P G Inger, a director, has an interest.

The details of these transactions are given in note 31 to the financial statements, “Related Parties”.

REMUNERATION OF DIRECTORS

The total remuneration available to non-executive directors is fixed by shareholders at the annual meeting. On
29 November 2002 shareholders approved the director fee pool limit of $489,000.

Non-executive directors received the following director’s fees during the financial year ended 1 August 2004:
S R Tindall, I R Morrice, | Tsicalas and P G Inger did not receive

remuneration as executive directors of the company. J Withers was
granted options valued at $10,000 during the year. Further details of these

transactions are given in note 5 to the financial statements, “Directors’

- 2004 2003
Remuneration”.
JR Avery $55,000 $50,000
DIRECTORS’ SHAREHOLDINGS AND SHARE DEALINGS R L Challinor $55,000 $40,000
Details of directors’ shareholdings and share trading in company shares
are given in the “Other Statutory Information” section of this annual JC Dahlsen $79,000 $74,000
report. There are no loans to directors. G F Evans $55,000 $50,000
DIRECTORS' INDEMNIFICATION NRPlummer  $55,000 $50,000
As provided by Section 162 of the New Zealand Companies Act 1993, and KR Smith $100,000 $75,000
in accordance with the company’s constitution, the company has provided  J Withers $45,000 $40,000
insurance for, and indemnities to, directors and employees of the Total $444.000 $379,000

company and its subsidiaries for losses from actions undertaken in the

course of their legitimate duties. This insurance includes indemnity costs
and expenses incurred to defend an action that falls outside the scope of
the indemnity.

INFORMATION USED BY DIRECTORS

No member of the board of the company, or any subsidiary, issued a notice under Section 145(3) of the New Zealand
Companies Act 1993 requesting to use company information received in their capacity as directors which would not
otherwise have been available to them.

Signed on behalf of the board of directors

A n

k r smith
chairman
9 september 2004



disclosure of interest

The following are general disclosures
entered in the interests register
pursuant to section 140(2) of the New
Zealand Companies Act 1993:

JOHN R AVERY
Chairman
Hesketh Henry

Independent Timber Merchants
Co-operative Limited

Fund Managers Auckland Limited
NSM Contracting Limited
Snowplanet Limited

Director

Osterley Nominees Limited
America’s Cup Village Limited
Trustee

The Tindall Foundation

The Selwyn Foundation

ROBERT L CHALLINOR
Chairman

Sheffield Limited

Mighty River Power Limited
Kingfish Limited (shareholder)*

Director
Ports of Auckland Limited

Director/shareholder
Northington Partners Limited

Joint Venture Committee Member
Copthorne Bay of Islands Resort

Advisory Board Member

L.E.K. Consulting (Australasian
advisory board)

JOHN C DAHLSEN

Chairman
J.C. Dahlsen Pty Limited

Director

Australia and New Zealand Banking
Group Limited

Southern Cross Broadcasting
(Australia) Limited

The Smith Family (an independent,
non-religious, non-political, not-for-
profit organisation that has been
helping disadvantaged Australians
since 1922)

Advisory Board Member

L.E.K. Consulting (Australasian
advisory board)

GRAHAM F EVANS

Chairman
Canterbury International Limited

Director

The Tatua Co-operative Dairy
Company Limited

Pandoro Panetteria Limited

P GLEN INGER

Director

Journey’s End Limited

Journey’s End Number Two Limited
Pukeko Creek Limited

Topuni Holdings Limited

Topuni Timber Limited

Subway Investments Limited*

KEITH R SMITH
(CHAIRMAN)

Chairman

Lowe Corporation Limited and
subsidaries

Skellmax Industries Limited
Tourism Holdings Limited
Healthcare Holdings Limited
Electronic Navigation Limited
Wickliffe Limited

Sunrise Coast Limited

Wrightson Limited*

Deputy Chairman
Genesis Power Limited

Director

Enterprise Motor Group Limited and
subsidiaries

James Raymond Holdings Limited
Gwendoline Holdings Limited

New Zealand Flower & Garden Show
Limited

Macquarie Goodman Management
(NZ) Limited*

The Ascot Hospital and Clinics
Limited*

Mobile Surgical Services Limited*
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Partner
BDO Spicers

Trustee
The Tindall Foundation

STEPHEN R TINDALL
Chairman
Deep Video Image Limited*

New Zealand Business Council for
Sustainable Development

Director

U-Clic Limited

Aspiring Technology Limited
Squishvc Limited

Tindall Family Holdings Limited
Noticeboard Limited

Lake Pupuke Investments Limited
Norwood Investments Limited
K One W One Limited

The Bracken Company Limited
Nurture Nature Limited

Beauty Engineered For Ever Limited

Trustee
The Tindall Foundation

Member

Science and Innovation Advisory
Council

JOAN WITHERS

Chairman

Centre for Clinical Research and
Effective Practice

Director

Auckland International Airport
Limited

Feltex Carpets Limited*
Meridian Energy Limited
Tourism Holdings Limited
Trustee

Royal New Zealand Ballet

Counties Manukau Pacific Trust

* Notices given by directors during
the year ended 1 August 2004 are
marked with an asterisk.
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the board of directors

John Richard Avery

I1b.
independent non-executive director
initially appointed 10 june 1994

John is a partner and chairman of law
firm Hesketh Henry. He was previously
that firm’s managing partner for thirteen
years. His principal areas of work include
commercial property, business services
and risk management.

John is currently chairman of
Independent Timber Merchants
Co-operative Limited, Fund Managers
Auckland Limited, NSM Contracting
Limited, and Snowplanet Limited, and
a director of America’s Cup Village
Limited.

Former directorships include The Lawlink
Group Limited (chairman) and The Royal
New Zealand Ballet.

Robert Lanham Challinor

b.com; fca; fcis; cma; f. inst d.
independent non-executive director
initially appointed 28 november 1996

A former partner in an international
accounting firm, and a former corporate
finance advisor, Rob is currently a partner
and director of investment bankers
Northington Partners Limited. He is

also chairman of state owned enterprise
Mighty River Power Limited, publicly
listed Kingfish Limited, and human
resource consultancy Sheffield Limited.

Other directorships include publicly
listed Ports of Auckland Limited and
Australasian advisory board membership
of international strategy consultants
L.E.K. Consulting. Former directorships
include National Australia Bank NZ
Limited, Electricity Corporation of New
Zealand Limited, Tower Health and Life
Limited, and Television New Zealand
Limited.

Neil Raymond Plummer ceased to hold office as a director during 2003-04.

He retired as a director on 31 July 2004.

John Christian Dahlsen

I1b; mba.
independent non-executive director
initially appointed 6 september 2001

John is a commercial solicitor and
company director based in Melbourne.
A former consultant and partner of

the Australian national law firm Corrs
Chambers Westgarth, he is currently a
director of Australia and New Zealand
Banking Group Limited, Southern
Cross Broadcasting (Australia) Limited,
chairman of J.C. Dahlsen Pty. Limited,

and an advisory board member of L.E.K.

Consulting (Australasian Advisory
Board).

Previous positions include chairman
of Woolworths Limited, The Herald

& Weekly Times Limited, Melbourne
Business School Limited, and deputy
chairman of Myer Emporium Limited.

Graham Francis Evans

independent non-executive director.
initially appointed 1 july 1998.

Graham has more than forty years
experience in the New Zealand retail
sector. He was managing director of
Woolworths NZ Limited for fourteen
years, until 1998. He is currently
chairman of Canterbury International
Limited and a director of The Tatua Co-
operative Dairy Company Limited and
Pandoro Panetteria Limited.

Former directorships include Frucor
Beverages Limited, Franklins Pty.
Limited and the New Zealand Retailers
Association.

Peter Glen Inger

executive director
initially appointed 5 october 1994

Glen has had twenty-three years in
retailing, spending the first seven with
Woolworths NZ commencing as a
management trainee and advancing to
management positions within both the
variety and supermarket divisions.

Glen joined Stephen Tindall in 1988
playing a key part in the expansion of

The Warehouse stores leading to an
ownership in the Waikato and Central
North Island franchise. Then, in 1994, the
franchise companies were amalgamated
into The Warehouse Group Limited

and floated on the New Zealand stock
exchange.

He is a founding director and shareholder
of the company and has been involved in
many aspects of the company including
national roles in buying, operations

and property. In mid 2004 Glen was
appointed chief executive officer of

The Warehouse New Zealand (Red

Shed) operation while at the same time
maintaining oversight for all property and
store development in New Zealand and
Australia.



lan Rognvald Morrice

mba.

group chief executive officer,

the warehouse group limited
initially appointed 9 september 2004

lan was appointed group chief executive

officer in August 2004 taking over from
founder Stephen Tindall who had been
acting managing director since May
2003.

lan was previously the managing
director, commercial, for United
Kingdom-based B&Q Plc.

lan had been at B&Q since 2001 where
he led the growth of the large-format
B&Q Warehouse chain, expansion into
Ireland, and the launch of financial
services. Before that he was retail
director of the Woolworths chain of
800 British stores. His retailing career
has also included a number of senior
executive positions at Dixons, Europe’s
number one electrical retailing group.

Keith Raymond Smith

b.com; fca.

chairman and independent
non-executive director
initially appointed 10 june 1994

Keith has been involved with The
Warehouse - providing accounting, tax
and corporate advice - since Stephen
Tindall opened his first store in 1982.

He is a senior partner of the national
accounting practice BDO Spicers,
chairman of Tourism Holdings Limited,
Skellmax Industries Limited and
Wrightson Limited, deputy chairman of
Genesis Power Limited, and a director
of Macquarie Goodman Management
(NZ) Limited and a number of private
companies. Keith is a past president of
the Institute of Chartered Accountants of
New Zealand.

Stephen Robert Tindall

onzm; dip. mgt; fnzim; hon.d; d.com
honoris causa.

founder

initially appointed 10 june 1994

Stephen founded The Warehouse in 1982.

Previously he had spent twelve years
with retailer George Court and Sons in
a variety of roles including merchandise
manager. The Warehouse was a private
company until late 1994 when it floated
on the New Zealand Stock Exchange.
Stephen held the position of managing
director from then until January 2001, a
role he resumed in May 2003, following
the resignation of the then chief
executive, and held until 1 October 2004.

Stephen is the founder and a trustee
of The Tindall Foundation, a charitable

trust which aims to help New Zealanders

reach their full potential by using the
philosophy of a hand-up not a hand-out.

He is also chairman of the New Zealand
Business Council for Sustainable
Development and a member of the New
Zealand Growth and Innovation Board.
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lan Tsicalas

ba; b.com.

chief executive officer,

the warehouse australia

initially appointed 1 december 2003

lan was appointed chief executive officer
of The Warehouse Australia operation in
November 2003. lan is best known for
the twenty years he spent with Howard
Smith Limited - a large Australian public
company - most recently as managing
director having previously been chief
executive of the company’s wholly-owned
subsidiary, BBC Hardware. Australian-
based Howard Smith is a diversified
company whose activities include retail,
towage, distribution, heavy engineering
and maintenance services.

Joan Withers

mba.
independent non-executive director
initially appointed 1 july 1998

Former chief executive of The Radio
Network Limited, with extensive
experience in media management, Joan
is a director of a number of companies
including Auckland International Airport
Limited, Tourism Holdings Limited,
Meridian Energy Limited and Feltex
Carpets Limited. She is also a trustee of
the Royal New Zealand Ballet and the
Counties Manukau Pacific Trust, and a
member of the advisory council of Fairfax
New Zealand. Former directorships
include Ceramco Corporation.
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corporate governance
at the warehouse

The Warehouse strives to continually develop governance
systems and routines to ensure that they are consistent
with emerging international best practice.

THE WAREHOUSE APPROACH TO CORPORATE GOVERNANCE

Corporate governance is concerned with how companies are directed and controlled and, in particular, with the role of
the board of directors (“the board”) and the need to ensure a framework of effective accountability and transparency.

This governance statement outlines the company’s main corporate governance practices as at 1 August 2004. Unless
otherwise stated they reflect the practices in place throughout the financial year ending on that date.
COMPLIANCE WITH ASX CORPORATE GOVERNANCE BEST PRACTICE
RECOMMENDATIONS AND NZX CORPORATE GOVERNANCE BEST PRACTICE CODE

Because the company is listed on the New Zealand and Australian Stock Exchanges it is subject to governance rules in
each country. Under NZX listing rules the company is required to include within its annual report a statement disclosing
the extent to which it has followed NZX Corporate Governance Best Practice Code for the reporting period. The company
considers its governance practices comply with the NZX Code in its entirety for the year ended 1 August 2004.

The company is also required to include in its annual report a statement detailing the extent to which it has complied
with ASX Corporate Governance Council’s Best Practice Recommendation. The company considers that it complies with
all ASX Corporate Governance Council Best Practice Recommendations apart from 9.1 (see page 39).

A table is available on the company’s website summarising the company’s corporate governance practices against:
» The ASX Corporate Governance Council’s Best Practice Recommendations;
» The NZX Corporate Governance Best Practice Code; and

» The New Zealand Securities Commission Corporate Governance Principles and Guidelines.

ROLE OF THE BOARD

The board of The Warehouse Group Limited is elected by the shareholders to supervise the management of the company
and its subsidiaries.

The focus of the board is to enhance the interests of shareholders and other key stakeholders and to ensure that the
company is properly managed. The board draws on relevant best practice principles of corporate governance to assist
and contribute to the company’s performance.

The functions of the board include:
» Reviewing and approving corporate strategies and the annual budget.

» Overseeing and monitoring organisational performance and the achievement of company strategic goals and
objectives.

* Monitoring management’s performance relative to these goals and plans having delegated day-to-day management of
the company to the managing director.

* Monitoring financial performance including approval of the annual and half-year financial reports, and liaising with the
company’s auditors.

« Selecting, appointing and reviewing the performance of the managing director and the members of the senior
executive team.

 Selecting and appointing new non-executive directors.

 Ensuring that there are effective management processes in place, and approving major corporate initiatives.

Where, in this statement, the reader is referred to the company’s website (www.thewarehouse.co.nz) for more detailed information it will be

found (unless otherwise stated) as a downloadable portable digital file (PDF) in the “Investor Centre” section under “Governance”.
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« Setting business standards and promoting ethical and responsible decision-making by the company.

« Identifying and ensuring that the significant business risks facing the company and its controlled entities have
been identified, and that appropriate and adequate control, monitoring and reporting mechanisms are in place.

 Reporting to shareholders.

The company is guided in its deliberations and decision-making by the board charter which is described below.

BOARD CHARTER: CLARITY AND RESPONSIBILITY

The company has developed a board charter, the purpose of which is to provide high standards of corporate governance
and to clarify the role and responsibility of the board.

The charter covers board membership, board responsibilities, board committees, interaction between the board
and management, the role of the chairman, the responsibility of individual directors, conflicts of interest, access to
information, independent advice, term of appointment of non-executive directors, review of board performance and
other board procedures.

A copy of the charter is available on the company’s website.

DELEGATIONS

The roles of chairman and managing director are separated and clearly defined. The chairman is primarily responsible for
the working of the board, while the managing director is responsible for the running of the business and implementation
of board strategy and policy.

While the day-to-day responsibility for the operation of the business is delegated to the executive management there
are a number of matters which are required to be, or that in the interests of the company should be, decided only by the
board of directors as a whole. The board has therefore formally adopted a list of “Matters Reserved for the Board” for
which no delegation is permitted.

A copy of this document is available on the company’s website.

Delegations to the managing director are reviewed annually.

BOARD COMPOSITION

The current membership of the board is set out on page 34. Details of each director’s background are set out in the
schedule to the directors’ report.

At the date of this report the board had a majority of independent directors and the roles of chairman and managing
director were not exercised by the same person.

The technical independence of directors is assessed at least annually by the corporate governance committee. To
assist that committee the board has adopted the following criteria for assessing whether a non-executive director is

an “independent director” based on ASX Corporate Governance Council’s Best Practice Recommendations, except for
the specified length of service criteria. The company directors should not automatically be considered not independent
merely because of the length of service with the company.

A non-executive director is considered to be “independent” providing that director:
1. Does not hold more than ten percent of the company’s voting shares.

2. Has not been employed in an executive capacity by the company within the last three years, or has been a director
after ceasing to hold any such employment.

3. Is not a principal or employee of a professional advisor to the company and/or its entities whose billings exceed five
percent of the advisor’s total revenues.

4. Is not a significant supplier to or customer of the company. A significant supplier is defined as one whose revenues
from the company exceed five per cent of the supplier’s total revenue; a significant customer is defined as one whose
purchases from the company exceed five percent of the customer’s total purchases.

5. Has no material contractual relationship with the company.

6. Has no other interest or relationship that could interfere with his or her ability to act in the best interests of the
company and independently of management.

In June 2004 the committee confirmed the status of each of the directors of the board as detailed in the table on

page 34. Apart from Keith Smith and John Avery, all the directors classified as independent were determined to be
independent for the entire financial year. Keith Smith and John Avery were classified as independent on 25 June 2004
following notification that they had ceased to be substantial security holders in relation to Warehouse shares held by The
Tindall Foundation.
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[
DIRECTOR

DATE OF INITIAL MEMBERSHIP COMMITTEE MEMBERSHIP
APPOINTMENT  CLASSIFICATION
I I I I
AUDIT REMUNERATION, CORPORATE DISCLOSURE
COMMITTEE TALENT AND GOVERNANCE COMMITTEE
NOMINATION COMMITTEE
COMMITTEE
John Avery 10.06.1994 Independent Member
Rob Challinor ~ 28.11.1996 Independent Chairman Member Member
John Dahlsen 06.09.2001 Independent
Graham Evans  01.07.1998 Independent Member Member Chairman
Glen Inger 05.10.1994 Executive
lan Morrice 09.09.2004 Executive
Keith Smith 10.06.1994 Independent Member Member Chairman
(Chairman)
Stephen Tindall 10.06.1994 Executive Member
lan Tsicalas 01.12. 2003 Executive
Joan Withers 01.07.1998 Independent Member Chairman Member

Each year the independent directors are requested to confirm in writing their status as an independent director and they
have each undertaken to inform the board as soon as practicable if they think their status as an independent director has
or may have changed.

BOARD NOMINATIONS

Procedures for the appointment and removal of directors are governed by the company’s constitution. The
remuneration, talent and nomination committee is delegated with the responsibility of identifying and nominating, for
the approval of the board, candidates to fill board vacancies as and when they arise.

The board has adopted a policy to govern the selection and appointment of directors, a copy of which is available on the
company’s website.

The board’s procedure when selecting and appointing new directors varies depending upon the circumstances of the
company at the particular time. The board believes that its membership should comprise directors with an appropriate
mix of skills, experience and personal attributes that allow the directors individually, and the board collectively, to:

« Discharge their responsibilities and duties under the law effectively and efficiently.

» Understand the business of the company and the environment in which the company operates so as to be
able to agree with management on the objectives, goals and strategic direction which will maximise shareholder value.

* Assess the performance of management in meeting those objectives and goals.

Accordingly, in selecting potential new directors, the committee seeks to identify the competencies required to enable
the board to fulfil its responsibilities. In so doing, the remuneration, talent and nomination committee has regard to the
results of the annual appraisal of the board’s performance.

While recognising that each director will not necessarily fulfil all criteria, the remuneration, talent and nomination
committee has identified the existence of certain personal characteristics as relevant to the selection and appointment of
new directors.

The committee believes that a potential new director should:

Be outstanding in capability and have extensive and senior commercial experience.

Be a cultural “fit” with existing board members and have empathy with the company’s culture.

Have a high level of personal integrity.

Be a team player.

Have an independent state of mind.

Be free of conflicts as identified by the company.

Have the time available to meet the commitment required.

In addition, specific functional skills will be identified from time to time to complement the overall mix of functional
skills of board members.
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Pursuant to NZX Listing Rule 3.3.2, the company is required to make an announcement to the market advising of the
opening and closing dates for director nominations. The opening date for nominations shall be not less than three
months prior to the annual shareholders’ meeting with a closing date of not more than two months before the annual
shareholders’ meeting.

TERMS AND CONDITIONS OF APPOINTMENT AND RETIREMENT OF NON-EXECUTIVE
DIRECTORS

The terms and conditions of the appointment and retirement of any new non-executive or independent director are set
out in a letter of appointment which details:

* Remuneration.

« Term of appointment, subject to shareholder approval.

 Expectation of the board in relation to attending and preparing for all board meetings and board committee meetings.
* Procedures for dealing with conflicts of interest.

« Availability of independent professional advice.

A sample letter of appointment is available on the company’s website.

INDUCTION AND EDUCATION

The company secretary and group general manager of people are charged with ensuring that all new board members
are equipped to fulfil their duties and responsibilities. Accordingly, a detailed induction programme, including a
familiarisation programme for non-executive directors, was developed and approved by the board in 2004. During the
year, before taking over as group chief executive officer on 1 October 2004, lan Morrice received a specifically tailored
induction.

Each year one board meeting is held in Australia to enable directors to view the Australian operation and its retail
competition and to spend time meeting with senior management. As part of the strategic planning review directors are
formally briefed by senior management on relevant industry and competitive issues.

RETIREMENT OF DIRECTORS

The constitution specifies that in each year one third of the directors, or if their number is not a multiple of three

then the nearest number to one third, shall retire from office and may offer themselves for re-election at the annual
shareholders’ meeting. It identifies the directors to retire as those who have been longest in office since they were last
elected or deemed elected.

While the constitution provides for the payment of retirement benefits to directors the company has not paid a
retirement benefit since listing in 1994.

BOARD PERFORMANCE REVIEW

Each year the chairman, with assistance from the group general manager of people, formally assesses the performance
of individual directors whilst directors also assess the collective performance of the board and the performance of the
chairman.

BOARD COMMITTEES

The board maintains four formally constituted standing board committees: the audit committee; the remuneration,
talent and nomination committee; the corporate governance committee; and the disclosure committee. The board
committee minutes are circulated for review and consideration by the full complement of directors, supplemented by
oral reports from the committee chairmen or other members. Each committee has its own charter, copies of which are
available on the company’s website.

Audit committee
e R L Challinor (chairman) ¢ G F Evans ¢ KR Smith « JWithers

Membership of the committee is restricted to non-executive directors and the majority of directors on the committee
must be independent directors. The chairman of the committee must also be an independent director.

Two committee members, K R Smith and R L Challinor, are Fellows of the Institute of Chartered Accountants of New
Zealand.
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The charter was reviewed in June 2004.
The main responsibilities of the audit committee are to:

 Exercise oversight of the accuracy and completeness of the financial statements (annual report and the half-year
financial report).

* Assist the board to review the effectiveness of the organisation’s internal control environment covering:
« Effectiveness and efficiency of operations;
« Reliability of financial reporting; and
« Compliance with applicable laws and regulations.

» Determine the scope of the internal audit function, its authority, resources and scope of work including co-ordination
with external auditors.

» Oversee the effective operation of the risk management framework.

* Recommend to the board the appointment, removal and remuneration of the external auditors, and review the terms
of their engagement and the scope and quality of the audit.

» Review and approve, within established procedures and before commencement, the nature and scope of non-audit
services being provided by the external auditors. Policies in respect of audit independence are detailed later in this
statement under Audit Independence.

In fulfilling its responsibilities the audit committee receives regular reports from management and the internal and
external auditors. The committee meets with the internal auditors at least four times a year and with the external auditor
at least twice a year. The committee has an opportunity to meet with external auditors without management of the
company being present. Qualifications of audit committee members are detailed on pages 30 to 31.

The internal and external auditors have a clear line of direct communication at any time to either the chairman of the
audit committee or the chairman of the board, both of whom are non-executive directors. The committee met four times
during the year.

Remuneration, talent and nomination committee
» JWithers (chairman) ¢ G FEvans ¢ KR Smith

Membership of the committee is restricted to non-executive directors, and the majority of directors on the committee
must be independent directors. The chairman of the committee is an independent director. The charter was reviewed in
June 2004.

The committee is responsible for determining and reviewing compensation arrangements for the directors, the group
chief executive officer and the executive management team, ensuring appropriate performance management, talent
identification and succession planning frameworks are in place. The committee is also responsible for reviewing the
structure, size and composition of the board, and identifying and nominating candidates for the approval of the board.

During the year the committee was assisted by an external recruitment company in the recruitment of the new group
chief executive officer. The committee met twelve times during the year.

Corporate governance committee

e G F Evans (chairman) ¢ R L Challinor « JWithers

All committee members are independent directors.

The charter was reviewed in June 2004.

This committee was established to ensure that the company maintains a high level of corporate governance through
continuous monitoring of international corporate governance best practice as promulgated by the relevant authoritative
bodies.

The committee is responsible for developing recommendations to the board on corporate governance matters,
undertaking an annual review of the alignment of the board’s governance systems with best practice, determining and
monitoring independence of directors, reviewing ethical guidelines, approving the corporate governance statements in
the annual report, and reviewing the company’s disclosure policy. The committee met once during the year.
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Disclosure committee
* KR Smith (chairman) < R L Challinor « SR Tindall * The chief financial officer ¢ The secretary to the board

The disclosure committee is a committee of board directors and management. The committee is responsible for
ensuring the company meets its disclosure objectives under the Australian Stock Exchange Listing Rule 3.1 and the New
Zealand Exchange Listing Rule 10.1. The company has a written continuous disclosure policy which outlines a formal
procedure for dealing with potentially price-sensitive information and involves referrals to the disclosure committee.
The Disclosure Officer of the company has primary responsibility for communications to the NZX and ASX in relation to
disclosure or listing obligations. The current disclosure officer is the Secretary to the Board.

The market disclosure policy was reviewed in June 2004. A copy of the policy is available on the company’s website.

In recognition of its obligations under continuous disclosure, company policy is that it will comment on prospective
earnings if analysts’ consensus earnings forecasts vary from company forecasts by more than +/-10 percent.

The board firmly believes that shareholders and the investment market generally should be promptly informed of all
major business events that influence the company. Further details of the company’s shareholder relations are detailed on
page 40 to 41. The committee met twice during the year.

CERTIFICATION BY THE MANAGING DIRECTOR AND CHIEF FINANCIAL OFFICER

The acting managing director and chief financial officer have provided the board with written confirmation that the
company’s financial report for the year ended 1 August 2004 presents a true and fair view, in all material respects, of the
company’s financial position, and that operational results are in accordance with relevant accounting standards.

AUDIT INDEPENDENCE
The board has adopted a policy on audit independence. Key elements of that policy are:

 The external auditor must remain independent of the company at all times and comply with Professional Standards
F.1 (Australia) and Institute of Chartered Accountants of New Zealand (ICANZ) Code of Ethics.

» The external auditor must monitor its independence and report to the board that it has remained independent.

» Guidelines in relation to the provision of non-audit services by the external auditor in order that the provision of such
services does not impair the external auditor’s independence or objectivity.

* The audit firm may be permitted to provide non-audit services that are not considered to be in conflict with the
preservation of the independence of the auditor subject to the approval of the company audit committee.

* The audit committee must approve significant permissible non-audit work assignments that are awarded to an
external auditor, and the value of non-audit work must be reported at every board meeting.

The audit committee is responsible for overseeing the external audit of the company. Accordingly it monitors
developments in the areas of audit, and threats to audit independence, to ensure its policies and practices are consistent
with emerging best practice in these areas.

As a result of a policy change by the company’s external auditor, Ernst & Young, that firm advised the company that it
could no longer provide both external and internal audit services. Ernst & Young will therefore resign as external auditors
of the company following the conclusion of the annual shareholders’ meeting in November 2004.

During 2004 the audit committee of the company therefore undertook the process of recommending a new

external auditor. In September the board endorsed the recommendation of the audit committee to appoint
PricewaterhouseCoopers as external auditor. Shareholders at the 2004 annual shareholders’ meeting will be asked to
approve the appointment of PricewaterhouseCoopers as external auditors of the company. Ernst & Young will continue
to provide internal audit services to the company.

Ernst & Young, as auditor of the 2004 accounts, has been invited to attend this year’s annual shareholders’ meeting and
will be available to answer questions about the conduct of the audit and preparation and content of the auditor’s report.

BOARD PRACTICES, MEETINGS AND ACCESS

Scheduling and selection of agenda items for board

Board meetings are scheduled in advance. The chairman of the board and the secretary to the board draft the agenda for
each board meeting and distribute it to directors normally one week prior to the relevant meeting. Each board member
is free to suggest the inclusion of items on the agenda. One of the responsibilities of the chairman is to ensure that
board members receive sufficient and timely information regarding business issues to enable them to discharge their
responsibilities. The adequacy of this information is reviewed periodically.
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Board access and advice

All directors have access to the advice and services of the secretary to the board and the board has established a
procedure whereby directors and board committees have the right, in connection with their duties and responsibilities,
to seek independent professional advice at the company’s expense. Prior written approval of the chairman is required.

Independent professional advice includes legal advice and the advice of accountants and other professional financial
advice on matters of law, accounting and other regulatory matters but excludes advice concerning the personal interests
of the director concerned (such as service contracts with the company or dealings in the company’s securities or
disputes with the company). Any advice obtained under this procedure will be made available to the other members of
the board.

Through the managing director the board has complete access to any company team member. The board encourages
management to schedule presentations at board meetings by managers who:

« Can provide additional insight into the items being discussed, because of their personal involvement.

» Have future potential that management believes should be demonstrated to the board.

REMUNERATION

Making sure our team members get the rewards they deserve is the responsibility of the remuneration, talent and
nomination committee. The committee makes recommendations to the board on salaries and incentive programmes
and more generally on group issues, plans and policies relating to people management.

The committee is assisted by the group general manager of people, and by external remuneration advisors.

Non-executive directors’ remuneration

The fees payable to non-executive directors are determined by the board within the aggregate amount approved by
shareholders. The committee considers the advice of independent remuneration consultants when setting remuneration
levels. Total remuneration available to non-executive directors is fixed by shareholders at the annual shareholders’
meetings. The current directors’ fee pool limit is $489,000 which was approved by shareholders at the annual
shareholders’ meeting on 29 November 2002. Certain named directors can forego up to $10,000 of fees to acquire share
options in the company.

Details of the remuneration paid to directors, and other benefits provided by way of salaries, bonuses and exercising
share options, are disclosed in note 5 to the financial statements “Directors’ remuneration”.

Senior executive remuneration

The objective of the senior managerial remuneration strategy is to provide competitive remuneration aimed at:

« Aligning managers’ rewards with shareholders’ value.

 Achieving business plans and corporate strategies.

» Rewarding performance improvement.

* Retaining key skills and competencies.

The composition of senior executive remuneration is made up as follows:

* Base or fixed remuneration: determined by the scope of the role and the level of knowledge, skill and experience
required by the individual. The main reference point is the salaries at the median of this group although the company
is prepared to pay more to secure and retain the right people to deliver what the business needs.

* Short-term incentive plan: typically this comprises an annual incentive, based on a percentage of the fixed
remuneration, dependent on the achievement of key performance and operating result objectives. For the group chief
executive officer and group executive the bonus is typically up to 50 percent of base salary and is based on a
combination of the group reported earnings and each executive’s specific objectives.

* Long-term incentive plan: a reward for the achievement of long-term shareholder return. Under various options plans
that have been approved by shareholders, participants may be entitled to purchase ordinary shares in the company
if certain share price targets are met. Details of those plans, and the share price targets, are contained in notes
27 “Options plans” and 28 “Share purchase plans” to the financial statements. All current options plans have been
approved by shareholders.

At the 2004 annual shareholders’ meeting shareholders will be asked to approve a new long-term incentive plan, full
details of which are provided in the notice of meeting to shareholders.
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Senior management remuneration is detailed in the wider disclosure made by the company in the employee
remuneration section of the notes to the financial statement. That note details, in relevant bandings, the number of
employees or former employees whose remuneration, inclusive of other benefits received by employees, exceeded
$100,000.

The company considers that this level of disclosure is adequate and has not adopted ASX Recommendation 9.1 which
recommends disclosure of the five highest paid executive officers. The company considers that it is not appropriate to
follow this ASX recommendation as these figures are distorted by the company having managers that reside in Australia
where remuneration levels can differ widely from those in New Zealand.

CODE OF CONDUCT

The board has adopted a Code of Ethics and a Code of General Business Principles.

The Code of Ethics provides directors and executive officers with clear expectations of ethical standards expected in the
company. The code has been adopted by all companies of The Warehouse Group Limited. It addresses:

* Confidentiality

 Trading in company securities

* Receipt of gifts and entertainment

 Transparency and avoiding conflicts

 Use of company information and assets

 Delegations of authority

» Processes for reporting and resolving ethical issues.

The Code of General Business Principles covers:

» Workplace responsibilities (diversity, employment practices, health and safety)
* Doing business in an environmentally responsible manner

* Interaction with customers and suppliers

* Fair competition in all the markets in which the company operates.

Copies of both codes are available at the company’s website.

Trading in company securities

The Code of Conduct also contains a Code of Practice for dealing in company securities which is modelled on the
Securities Amendment Act 1988 and the subsequent Insider Trading (Approved Procedures for the Company Officers)
Notice 1996.

The in-house Code of Practice also limits directors and senior management to dealing in the company’s shares, options
or other securities only in the six-week period commencing one day after the release of the interim and annual financial
results. In this connection, team members deemed to be senior management are those defined by the group chief
executive officer from time-to-time.

All company team members must obtain written consent of the group chief executive officer or secretary to the board
prior to dealing in company shares or options at any time. Directors of the company must also obtain written consent
from either the chairman of the board or the chairman of the audit committee, prior to dealing in company shares or
options.

Directors and senior management are prohibited from short-term trading in company shares.

The company monitors trading by directors and senior team members of the company and reports any share
movements to the board each month.

The Securities Amendment Act 2003 requires that all officers of the company as defined by the Act must disclose to
the company and the NZX dealings in company securities. The company determined that fourteen employees met the
definition of officer under the act.
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MANAGING RISK

The board is responsible for risk management generally. It delegates this responsibility to the group chief executive
officer who may further delegate such responsibilities to brand chief executive officers and other officers.

The board acknowledges that it is responsible for the overall internal control framework. The audit committee reviews
the reports of management and the external and internal auditors on the effectiveness of systems for internal control,
financial reporting and risk management. To assist in discharging this responsibility the board has in place a number of
strategies designed to safeguard the company’s assets and interests and ensure the integrity of reporting.

The audit committee receives regular reports regarding the effectiveness of policies and processes to manage risk.
These reports include quarterly reviews of store audit results, an annual strategic risk assessment of key risks and risk
mitigation strategies and quarterly reports from Ernst & Young on internal audit findings.

Internal audit function
The internal audit function of the company is undertaken in conjuction with Ernst & Young.

Store audits are conducted by company internal auditors. For the year ended 1 August 2004 eighty-nine programmed,
follow-up or trigger store audits were conducted by the internal auditors.

Non-store internal business processes are audited by Ernst & Young. Each year the internal audit programme is
approved by the audit committee. The programme of work considers the most significant areas of business risk in the
company and is developed following discussions with senior management, review of the business process model of the
company and consideration of the findings of the annual strategic risk assessment. The programme also considers risks
in relation to major projects that are planned or currently underway.

The respective internal audit teams report to and are directed by the audit committee.

Insurance

The company maintains insurance coverage with reputable insurers for relevant insurable risk. The company retains

a $1 million insurance deductible for any single event loss arising from damage or business interruption to stores,
distribution centres or support offices. Apart from earthquake risk, the “per event” deductible is capped at $5 million in
any one insurance period.

The Warehouse Limited and Warehouse Stationery Limited are accredited employers under the ACC Partnership
Programme for workers compensation insurance. This programme encourages eligible employers to take responsibility
for their own workplace health and safety, and injury management. This includes rehabilitation and claims management
of employee work injuries. As a partnership employer the company self-insures the costs and compensation arising from
workplace injuries up to a maximum limit of $150,000 for any one event and up to $1.6 million in any one year.

Certification by the managing director and chief financial officer

The acting managing director and chief financial officer have provided the board with written confirmation that the
statements given on the company’s 2004 financial statements are founded on a sound system of risk management and
internal compliance and control, and that such systems are operating efficiently and effectively in all material respects.

Capital investment appraisal

The company has a set of clearly defined guidelines for capital expenditure investment. These include annual capital
budgets, delegated levels of authority for the group chief executive officer and retail brand managers, detailed capital
expenditure appraisal processes for large investment and post-capital expenditure reviews.

Treasury policy

Exposure to foreign exchange and interest rate risks are managed in accordance with the company’s treasury policy that
sets limits of management authority. Derivative instruments are used by the company to manage its business risks; they
are not used for speculative purposes. Note 29 “Financial Instruments” in the notes to the financial statements details
the current treasury policy.

RELATIONS WITH SHAREHOLDERS

The company values its dialogue with institutional and private investors. Communication with investors, fund managers
and analysts, on issues such as performance, policy and strategy, is actively encouraged.

The company has published a market disclosure policy which was last reviewed in June 2004 and is available on

the company website. At the 2003 annual shareholders’ meeting the company conducted a shareholder survey on
the operation of the meeting and on the company generally. Results of that survey are contained in the 2004 triple
bottom line report. As a result of the survey, changes will be made to the format and presentation of the next annual
shareholders’ meeting.
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In September 2004 the company plans to undertake a four-city New Zealand roadshow for its private investors to give
shareholders an opportunity to understand company strategy and goals.

Private and institutional investors are encouraged to attend and participate in the company’s annual shareholders’
meeting which is usually held towards the end of November at a date, time and venue considered convenient to the
greatest number of its shareholders. This year’s meeting will be held on 26 November 2004.

The notice of meeting is circulated at least twenty-eight days before the meeting and is also posted on the company’s
website. Shareholders are provided with notes on all the resolutions proposed through the notice of annual meeting
each year. Directors and the company’s external auditor are available to answer shareholder questions. The board
encourages full participation of shareholders to ensure a high level of accountability and identification with the
company’s strategies and goals.

Information is also communicated to shareholders in the annual report and the interim report. The company also
reports quarterly, through the Australian Stock Exchange and the New Zealand Exchange, on store sales and other
announcements in accordance with continuous disclosure rules.

Investors can find up-to-date information on the company’s various activities on the company’s website which contains
recent major announcements, presentations and reports including all major notices to the Australian and New Zealand
stock exchanges. This information will be found in the “Investor Centre” under “Governance”, “Press Releases” and
“Presentations”. In September 2004 the company undertook its first live audio webcast of its annual result investor/
analyst briefing. A recording of the webcast is placed on the company’s website for up to six months.

Shareholders can direct queries or comments to the company via the comprehensive ‘Contact Us’ section on the
company’s website.

RELATIONS WITH OTHER STAKEHOLDERS

Each year the company publishes a separate triple bottom line report aimed at enabling stakeholders, including the
community, our customers, our team members, our suppliers and our shareholders, to monitor our progress towards
business sustainability.

A copy of the current and previous triple bottom line reports is available on the company’s website in the “In Our
Community” section, “Overview Report”.

organisational structure

THE WAREHOUSE GROUP LIMITED

RETAIL MANUFACTURING STORE PROPERTY CONSUMER FINANCE
( ( OWNER/DEVELOPER P
The Warehouse Limited — Waikato Valley Chocolates t Eldamos Investments t The Warehouse Financial
Limited! Limited Services Limited?

The Warehouse Group
(Australia) Pty Limited Gallery Prints Limited

Warehouse Stationery
Limited

150% shareholding
2 49% shareholding, 51% held by Westpac-Holding-NZ Limited
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ten year review

Financial results ($000)

2004 2003 2002 2001 2000
Sales revenue 2,244,454 2,034,917 1,862,031 1,664,749 1,075,349
Operating profit 121,192 142,672 147,009 122,095 111,336
Interest (17,188) (11,962) (12,250) (14,927) (4,786)
Goodwill and unusual items (7,809) (13,810) (7,786) (11,353) 1,502
Net surplus before taxation 96,195 116,900 126,973 95,815 108,052
Taxation expense (34,692) (41,310) (44,369) (35,062) (37,593)
Net surplus after taxation 61,503 75,590 82,604 60,753 70,459
Minority interests (324) (191) (398) (348) (406)
Net surplus attributable to shareholders 61,179 75,399 82,206 60,405 70,053
Ratios
Operating margin % 5.4 % 7.0% 7.9 % 73% 10.4 %
Tax paid return on average net assets % 174 % 228 % 28.6 % 27.5% 40.1%
Net interest cover (times) 6.6 X 10.8 x 11.4 x 7.4x 23.6 X
Ordinary dividend per share (cents) 145¢ 145¢ 135¢ 125¢ 125¢
Earnings per share (cents) 20.0¢c 247¢c 27.0c 20.3c 243c
Financial position ($000)
Current assets 474,601 437,239 341,153 314,996 193,961
Current liabiliites 323,631 185,900 140,442 193,218 185,153
Working capital 150,970 251,339 200,711 121,778 8,808
Non-current taxation 21,656 17,097 11,460 14,389 2,205
Fixed assets and investments 343,130 276,580 245,697 230,151 166,401
Intangible assets 40,621 48,277 59,349 72,709 11,881
556,377 593,293 517,217 439,027 189,295
Term liabilities 198,895 246,553 201,744 179,785 10,000
Net assets 357,482 346,740 315,473 259,242 179,295
Ratios
Current assets to current liabilities 1.47:1 2.35:1 2431 1.63:1 1.05:1
Net debt to equity 87.3% 71.0 % 63.9 % 87.1% 50.9 %
Equity to total assets 40.6 % 445 % 48.0 % 41.0 % 479 %
Cashflows ($000)
Operating cashflow 88,592 83,145 112,487 61,843 70,560
Capital expenditure 133,578 115,416 79,911 77,776 65,443
Operating statistics
Retail employee numbers 15,877 15,308 11,988 11,503 7,264
Total retail stores at year end
The Warehouse New Zealand 83 80 78 75 69
Warehouse Stationery 42 39 36 33 24
The Warehouse Australia 126 130 120 117
Rolling average sales per store ($000)
The Warehouse New Zealand 18,213 17,100 16,348 15,493 14,616
Warehouse Stationery 4,375 3,898 3,455 3,063 3,004
The Warehouse Australia 4,453 4,077 3,994 3,447 -
Retail area at year end (square metres)
The Warehouse New Zealand 401,547 360,055 330,343 306,838 253,717
Warehouse Stationery 56,145 45,918 40,406 36,775 29,062
The Warehouse Australia 252,994 238,470 191,341 149,766 -
Rolling weighted average sales per
square metre ($)
The Warehouse New Zealand 3,852 3,873 3,947 3,963 4,039

Warehouse Stationery 3,326 3,352 3,096 2,732 2,487
The Warehouse Australia 2,327 2,397 2,746 2,901 -
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iImplementation of international
financial reporting standards

As announced by New Zealand’s Accounting Standards Review Board in late 2002, The Warehouse Group Limited will be
required to prepare financial statements under International Financial Reporting Standards (“IFRS”) for the year ending
27 July 2008, including comparative financial information for the year ended 29 July 2007.

During the 2004 financial year a project team was established to plan for the transition to IFRS and identify the impacts
of its implementation. A high level overview has been completed and reported to the audit committee of the board. The
project team also examined the potential implications of adopting IFRS from 1 August 2005 and decided not to early-
adopt the new standards.

The two main reasons for choosing not to early-adopt were, firstly, to reduce the risk of an inconsistent application of
IFRS compared to other retailers, and, secondly, to allow time for increased shareholder and analyst understanding of
the earnings volatility that will result from the transition.

To date the project team has identified a number of accounting policy changes that will be required although some of
these are subject to interpretation and further review before the impact on the group is fully understood. The areas of
significant difference for the group, between New Zealand Generally Accepted Accounting Practice (“GAAP”) and IFRS,
are set out below:

Accounting for goodwill Under IFRS goodwill is not required to be amortised but is required to be
Initial impact on retained earnings on regularly reviewed for impairment, according to strict tests, and any loss in value
implementation. recognised as an expense at the time the loss in value is identified. This will

result in a change in the group’s accounting policy which currently amortises
goodwill on a straight line basis over five to ten years. Under the new policy,
amortisation will no longer be charged and to the extent that the fair value of
Volatility in results in event of impairment. goodwill is valued higher than the book value this will result in a lower expense
in the Statement of Financial Performance. Goodwill within the group is currently
reviewed for impairment every six months.

Elimination of amortisation will reduce
expenses and increase earnings.

Share-based remuneration The group issues share options to team members as a form of equity-based
Initial impact on retained earnings on compensation. The group’s current accounting policy does not recognise an
implementation. expense in respect of these share options.

Higher expenses. The group also issues shares to team members under the “Employee share

ownership plan (“ESOP”)”. The shares are usually offered to team members at
a discount ranging from 15% to 30% of the market price at the time of issue.
The group does not recognise an expense for the discount on the issue of these
shares.

On adoption of IFRS the group will be required to determine the fair value of all
share-based remuneration, including the discount on shares issued by the ESOP,
and amortise the expenses over the relevant vesting periods.

Taxation Under IFRS, deferred tax will be calculated using a “balance sheet” approach
Initial impact on retained earnings on which recognises deferred tax assets and liabilities by reference to differences
implementation. between the accounting and tax values of balance sheet items rather than the

accounting and tax values recognised in the Statement of Financial Performance.
It is expected that on adoption of IFRS the group will be required to carry higher
levels of deferred tax assets and liabilities.

Additional deferred tax assets or liabilities
recognised.
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Hedge accounting The group maintains an off-balance sheet portfolio of forward exchange
Initial impact on retained earnings on contracts and currency options to hedge the currency risks associated with its
implementation. future purchasing requirements of overseas sourced inventories. Under New

Volatility in fut . Zealand GAAP these contracts are accounted for as hedges with any gains or
olatility In future earnings. losses deferred and recognised when the hedged transaction occurs.

New assets or liabilities recognised. Under IFRS all derivative contracts, whether used as hedging instruments or

otherwise, will be recognised at fair value in the Statement of Financial Position.
Changes in the fair value of the derivatives will be recognised in the Statement
of Financial Performance unless strict hedge criteria are met. Portfolio hedging
of currency risk does not meet IFRS hedge criteria and would require any
foreign currency gains or losses on the portfolio hedge to be recognised in the
Statement of Financial Performance. The project team is currently investigating
how the group will manage these currency exposures in the future.

The group also uses financial instruments as hedges to manage exposure to
interest rate, translation, and commodity risks. The group has restructured its
debt funding during the current year to ensure it will be able to comply with
IFRS hedge criteria for interest rate derivatives and foreign currency translation
instruments. Further work will be required to determine if the group can meet
the hedge criteria for its electricity contracts.

Where the group is unable to meet IFRS hedge criteria this will result in
increased earnings volatility.

Inventory valuation The group currently determine the value of inventories on a basis which is
Initial impact on retained earnings on different from a number of our retail peers. On adoption of IFRS the group
implementation. intends to recognise the direct costs of operating the distribution centres as

a component of the cost of bringing inventories to their present location and

Higher levels of inventory. L . . . .
gher levels of inventory. condition. These costs were previously expensed in the period they were incurred.

Where year-on-year inventory levels are increasing the inclusion of distribution
costs in the inventory valuation would result in an increase in profit by virtue of
deferring some of the distribution costs within inventory.

The above differences from current accounting policy have not been quantified as, at this stage, the group is unable to reliably
quantify the effects. On adoption of IFRS a majority of the transitions required will be made, retrospectively, against opening
retained earnings.
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251 store locations in new zealand

and australia

NEW ZEALAND

Auckland

Auckland Airport

* Albany

* Balmoral

* Birkenhead

* Botany Downs

* Clendon
Downtown

* East Tamaki
Glenfield
Lincoln Centre
Manukau

* Milford
Mt Wellington
New Lynn
Newmarket

* Pakuranga

* Papakura

* Penrose
Pukekohe

* St Lukes

* Westcity

* Westgate

* Whangaparaoa

Wellington

* Johnsonville

* Kilbirnie

* Lower Hutt
Paraparaumu
Petone
Porirua
Upper Hutt

* Wainuiomata
Wellington

Rest of North Island

* Bell Block

* Cambridge

* Chartwell

* Dannevirke

* Dargaville

* Feilding
Fraser Cove

* Gisborne
Hamilton
Hastings

* Hawera

* Hillcrest

* Kaitaia

* Kaikohe

e Levin
Masterton

* Matamata

* Morrinsville
Napier
New Plymouth
Palmerston North

* Papamoa
Rotorua

* Snells Beach
Taupo
Tauranga

* Te Awamutu

* Te Kuiti

* Te Rapa
Thames

* Tokoroa
Wanganui
Whakatane
Whangarei

Christchurch
Belfast

* Barrington

* Bush Inn

* Eastgate

* Hornby

* Linwood
Northlands
South City

Rest of South Island

* Alexandra

* Ashburton

* Balclutha
Blenheim
Dunedin

* Dunedin South

* Gore

* Greymouth
Invercargill

* Motueka
Nelson

* Oamaru

* Queenstown

* Rangiora
Timaru

AUSTRALIA

New South Wales

* Albury North
* Albury Central
* Armidale

* Ballina

* Bega

* Blacktown

* Campbelltown
* Castle Hill

* Cessnock

* Coffs Harbour
* Cowra

* Dubbo

* Gosford

* Goulburn

* Grafton

* Griffith

* Kempsey

e Lismore

* Lithgow

* Maitland

* Mt Druitt

* Nambucca Heads
* Narellan

* Newcastle

* North Rocks

* Orange

* Parkes

* Penrith

* Port Macquarie
* Queanbeyan

* Shellharbour
* St Marys

* Tamworth

* Taree

* Tweed Heads
* Ulladulla

* Villawood

* Wagga Wagga
* Warwick Farm
* Wollongong

Queensland

* Beenleigh

* Booval

* Bowen

* Bundaberg

* Cairns Raintrees
* Cairns Smithfield
e Cannon Hill

* Cannonvale

* Dalby

* Deception Bay
* Emerald

* Forest Lake

* Gladstone

* Goondiwindi

* Gympie

* Helensvale

* Hervey Bay

* Innisfail

* Kallangur

* Kawana Waters
* Kingaroy

* Logan Central
* Mackay North
* McDowall

* Maroochydore
* Maryborough
* Mermaid Waters
* Morayfield

* Noosaville

* Rockhampton Central
* Rockhampton North
* Rockhampton South

* Roma

* Sarina

* Southport

* Springwood

* Strathpine

* Sunnybank

* Toowoomba North
* Toowoomba South
* Townsville - Kirwan

* Townsville - Currajong

* Warwick
* Yeppoon

Victoria

* Airport West

* Bairnsdale

* Ballarat

* Bayswater

* Brimbank Central
* Broadmeadows

* Carrum Downs

* Dromana

* Echuca

* Epping

* Footscray

* Fountaingate
* Geelong

* Heildelberg

* Kangaroo Flat
e Lilydale

* Mildura

* Moe

* Moorabbin Airport
* Mordialloc

* Morwell

* Northcote

* Reservoir

* Ringwood

* Rowville

* Roxburg Park
* Sale

* Shepparton

* Sunbury

* Swan Hills

* Traralgon

* \Wangaratta

* Warragul

* Warrnambool

* Werribee

ACT
* Belconnen

* Tuggeranong
* Woden

South Australia
* Greenacres

* Woodcroft
* Hollywood Plaza
* Modbury

KEY
* The Warehouse
The Warehouse/

Warehouse Stationery

» Warehouse Stationery
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financial contents
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AUDITOR’S REPORT ill ERNST& YOUNG

To the Shareholders of The Warehouse Group Limited

We have audited the financial statements on pages 49 to 74. The financial statements provide information about the past
financial performance of the company and group and their financial position as at 1 August 2004. This information is stated
in accordance with the accounting policies set out on pages 53 to 54.

DIRECTORS’ RESPONSIBILITIES

The directors are responsible for the preparation of financial statements which comply with generally accepted accounting
practice in New Zealand and give a true and fair view of the financial position of the company and group as at 1 August 2004
and of their financial performance and cash flows for the year ended on that date.

AUDITOR’S RESPONSIBILITIES

It is our responsibility to express an independent opinion on the financial statements presented by the directors and report
our opinion to you.

BASIS OF OPINION

An audit includes examining, on a test basis, evidence relevant to the amounts and disclosures in the financial statements. It
also includes assessing:

* the significant estimates and judgements made by the directors in the preparation of the financial statements; and

 whether the accounting policies are appropriate to the circumstances of the company and group, consistently applied and
adequately disclosed.

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

Ernst & Young also provided internal audit services and taxation advice to the company and group. Partners and employees
of our firm may also deal with the company and group on normal terms and conditions within the ordinary course of trading
activities of the business of the company and group. The firm has no other relationship with, or interest in, the company or
group.

UNQUALIFIED OPINION
We have obtained all the information and explanations we have required.
In our opinion:
* proper accounting records have been kept by the company as far as appears from our examination of those records; and
« the financial statements on pages 49 to 74:
- comply with generally accepted accounting practice in New Zealand; and

- give a true and fair view of the financial position of the company and group as at 1 August 2004 and their financial
performance and cash flows for the year ended on that date.

Our audit was completed on 9 September 2004 and our unqualified opinion is expressed as at that date.

éwtfm

Auckland
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STATEMENT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 1 AUGUST 2004

GROUP GROUP PARENT PARENT
Note 2004 2003 2004 2003
$000 $000 $ 000 $ 000
Sales revenue 2,244,454 2,034,917
Other revenue 3 14,061 16,311 44,295 44,276
Operating revenue 2,258,515 2,051,228 44,295 44,276
Operating expenses 4 (2,162,320) (1,934,328) (8) ®)
Operating surplus before income tax 96,195 116,900 44,287 44,268
Income tax 7 (34,692) (41,310) 3 3
Net surplus for the year 61,503 75,590 44,290 44,271
Net surplus attributable to minority interest 26 (324) (191)
Net surplus attributable to parent shareholders 61,179 75,399 44,290 44,271
Earnings per share (cents) 8 20.0 cents 24.7 cents
STATEMENT OF MOVEMENTS IN EQUITY
FOR THE YEAR ENDED 1 AUGUST 2004
GROUP GROUP PARENT PARENT
Note 2004 2003 2004 2003
$000 $ 000 $ 000 $ 000
Net surplus for the year, comprising
Parent shareholders’ interest 61,179 75,399 44,290 44,271
Minority interest 324 191
61,503 75,590 44,290 44,271
Foreign currency translation movement 23 (5,193) 596
Total recognised revenues and expenses 56,310 76,186 44,290 44,271
Shares issued under the employee share purchase plan 21 - 2,860 - 2,860
Dividends paid to parent shareholders 25 (44,295) (44,276) (44,295) (44,276)
Movement in minority interest (215) (411)
Movement in treasury stock 22 (1,058) (3,092)
Movement in equity for the year 10,742 31,267 (5) 2,855
Equity at beginning of year, comprising
Parent shareholders’ interest 346,556 315,069 219,679 216,824
Minority interest 184 404
Total equity at beginning of year 346,740 315,473 219,679 216,824
Equity at end of year, comprising
Parent shareholders’ interest 357,189 346,556 219,674 219,679
Minority interest 293 184
Total equity at end of year 357,482 346,740 219,674 219,679

The accompanying accounting policies and notes form an integral part of the financial statements.
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