






















































































HARDWARE WAREHOUSE GROUP

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

24,

RISK MANAGEMENT
Financial instrument risk exposure and management

Risk management is fundamental to the group’s business and plays a crucial role in enabling
management to operate more effectively in a changing environment. Over time it has evolved into one
of the group’s core capabilities and is integral to the evaluation of strategic alternatives and the setting
of objectives, all within a risk management framework that ensures alignment with the group’s risk
appetite and overall strategy.

The approach followed by the group to manage risk is to ensure that all significant risks are identified
and managed. Management remains committed to the objective of increasing shareholder value by
developing and growing business that is consistent with the chosen risk appetite, and through building
more effective risk management capabilities.

The group’s trading and financing activities expose it to various financial risks that, if left unmanaged,
could adversely impact on current or future earnings. Although not necessarily mutually exclusive,
these financial risks include credit risk, liquidity risk and market risk, which comprises interest rate risk.

This note describes the group’s overall risk management programme, focusing on the unpredictability
of the financial markets and how management seeks to minimise the potential adverse effects on the
financial performance of the group. Further quantitative information in respect of these risks is
presented throughout these consolidated annual financial statements.

There have been no substantive changes in the group’s exposure to financial instrument risks, its
objectives, policies and processes for managing those risks or the methods used to measure them are
consistent with previous years, unless otherwise stated in this note.

Information disclosed has not been disaggregated as the financial instruments used by the group
share the same economic characteristic and market conditions with the exception of trade receivables
and trade payables.

Principal financial instruments

The principal financial instruments used by the group, from which financial instrument risk arises, are
as follows:

Trade and other receivables
Cash and cash equivalents
Receivables from related parties
Staff loans

Interest bearing borrowings
Trade and other payables

Bank overdraft

Related party loans

The directors have an overall responsibility for the determination of the group’s risk management
objectives and policies, and whilst retaining ultimate responsibility for them, they ensure that excess
cash as generated from operations is invested with recognised financial institutions. Finance is
provided by counterparties that are well-recognised financial institutions, and the group only trades
with customers of suitable credit worthiness. The executive directors, on a monthly basis, monitor their
collections from customers and movements in the prime lending rates. Risks are not hedged through
the direct use of derivatives or other financial instruments. Furthermore, financial instruments are not
used for speculative purposes.

The overall objective of the board of directors is to set policies that seek to reduce risk that the group is
directly exposed to as far as possible without unduly affecting the group’s general business operations.
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Categories of financial instruments

Loans and
receivables Total Fair value Type of risk
2010 R’000 R’000 R’000
Financial assets
Trade receivables 13,293 13,293 13,293 Credit risk
Interest rate risk
Cash and cash equivalents 3,780 3,780 3,780 Creditrisk
Interest rate risk
Receivables from related parties 426 426 426 Credit risk
Interest rate risk
Staff loans 110 110 110 Credit risk
Interest rate risk
Total 17,609 17,609 17,609
Loans and
receivables Total Fair value
2009 R’000 R’000 R’000 Type of risk
Financial assets
Trade receivables 12,128 12,128 12,128 Credit risk
Interest rate risk
Cash and cash equivalents 2,197 2,197 2,197 Credit risk
Interest rate risk
Receivables from related parties 1,031 1,031 1,031 Credit risk
Interest rate risk
Staff loans 168 168 168 Credit risk
Interest rate risk
Total 15,524 15,524 15,524
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2010

Financial liabilities

Interest bearing borrowings

Trade and other payables

Bank overdraft

Related party loans

Total

2009
Financial liabilities

Interest bearing borrowings

Trade and other payables

Bank overdraft

Related party loans

Total

Credit risk

Amortised cost Total Fair value
R’000 R’000 R’000
28,178 28,178 28,178
46,868 46,868 46,868
17,042 17,042 17,042
403 403 403
92,491 92,491 92,491
Amortised cost Total Fair value
R’000 R’000 R’000
27,235 27,235 27,235
48,244 48,244 48,244
13,261 13,261 13,261
1,791 1,791 1,791
90,531 90,531 90,531

Type of Risk

Cash flow risk
Interest rate risk
Liquidity risk

Cash flow risk
Interest rate risk
Liquidity risk

Cash flow risk
Interest rate risk
Liquidity risk

Cash flow risk
Liquidity risk

Type of Risk

Cash flow risk
Interest rate risk
Liquidity risk

Cash flow risk
Interest rate risk
Liquidity risk

Cash flow risk
Interest rate risk
Liquidity risk

Cash flow risk
Liquidity risk

The group’s credit risk is mainly confined to the risk of customers defaulting on sales invoices raised.
Any credit risk arising from cash deposits is deemed to be insignificant on the basis that all relevant
counterparties are recognised financial institutions. The group’s financial instruments that are exposed
to concentrations of credit risk consist primarily of trade and other receivables, however this exposure
is not considered excessive due to its diverse customer base and product lines. The group has policies
in place to ensure that all sales are made to customers with an appropriate credit history. Trade
debtors that are neither past due nor impaired are considered to be of a high credit quality with a
historic default rate of 1% (2009: 1%). The group does not request collateral or other guarantees from
existing or potential trade debtors, except where appropriate. To date, the group does not hold any

collateral with regards to trade and loans receivable.
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Credit risk relating to staff loans is considered insignificant because the amounts are immaterial and
repayments are recovered monthly directly via the payroll. Credit risk relating to related parties is
considered insignificant because cash flow projections are prepared on an annual basis to ensure
recoverability.

At each reporting date, the group determines on a case-by-case basis whether there is objective
evidence of an impairment loss. The following factors are considered in determining whether an
impairment loss should be provided for:

The number of days that the debt is in arrears

Whether the debtor has been liquidated or has closed down the business

If provisional liquidation has been sought against the debtor

Any litigation proceedings against the debtor and the likely outcomes

Any communication from the debtor indicating an inability to pay within the agreed credit terms
Any evidence of liquidity difficulties experienced by the debtor.

The group also provides for impairment losses on a general basis. Debts that are past due are
impaired based on evidence of the factors cited above. Impairment losses on trade receivables
amounted to R3 048 999 (2009: R638 000).

The maximum exposure of financial assets to credit risk equates to the carrying amounts as presented
on the statement of financial position and notes thereto.

Of which is not impaired on the
reporting date but past due

Of which

neither

impaired

nor past

due on Greater Greater Greater Greater

the than than than than
Carrying reporting 30 60 days 90 days 120

2010 amount date days days

R’000 R’000 R’000 R’000 R’000 R’000
Trade receivables

- Local 13,006 6,617 3,580 588 890 1,331

2009
Trade receivables

- Local 10,448 3,916 2,757 1,200 699 1,876
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Impairment
Carrying loss
amount greater
before than 120 Carrying
impairment days amount
2010 R’000 R’000 R’000
Trade receivables 16,055 (3,049) 13,006
Impairment
Carrying loss
amount greater
before than 120 Carrying
impairment days amount
2009 R’000 R’000 R’000
Trade receivables 11,086 (638) 10,448

The group does not have any foreign trade receivables.
Liquidity risk

Liquidity risk arises from the group’s management of working capital, the finance charges and the
principal repayments on the debt instruments as well as operating lease payments. It is the risk that
the group will experience financial difficulty in meeting its obligations as they fall due. Prudent liquidity
risk management implies maintaining sufficient cash, and the availability of funding through an
adequate amount of committed facilities. The group remains confident that the available cash
resources and borrowing facilities will be sufficient to meet its funding requirements. There have been
no defaults or breaches on the loans from interest bearing borrowings, related party loans, bank
overdraft and trade payables during the course of the financial year. Furthermore, no security has
been provided on the trade payables. Interest bearing borrowings have been secured with the related
assets with a carrying value of R20 859 660 (2009: R6 267 867). The bank overdraft has been
secured as detailed in note 6.

The following table presents the group’s outstanding contractual maturity profile for financial liabilities.
The analysis presented is based on the undiscounted contractual maturities of the group’s financial
liabilities.
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Contractual maturity analysis:

2010
Financial liabilities
Interest bearing borrowings

Trade and other payables
Bank overdraft

Operating lease commitments

Related party loans

2010

Interest bearing borrowings
Trade and other payables
Bank overdraft

Operating lease
commitments

Related party loans

2009
Financial liabilities

Interest bearing borrowings
Trade and other payables
Bank overdraft

Operating lease commitments
Related party loans

Net undiscounted cash flow

Due on
demand/less Due between Due after 5
than 1 year year 2 to year 5 years Total
R’000 R’000 R’000 R’000
3,339 24,839 - 28,178
46,868 - - 46,868
17,042 - - 17,042
11,851 21,560 352 33,763
7 396 - 403
79,107 46,795 352 126,254
Total due
Due on
Due Due within Due Due demand /
Due on within within 90 within within 1 less than
demand 30days 60days days 120 days year 1 year
R’000 R’000 R’000 R’000 R’000 R’000 R’000
- 278 278 278 278 2,227 3,339
15,594 28,531 2,743 - - - 46,868
17,042 - - - - - 17,042
- 988 988 988 988 7,899 11,851
- 7 - - - - 7
32,636 29,804 4,009 1,266 1,266 10,126 79,107
Net undiscounted cash flow
Due on
demand/less Due between Due after 5
than 1 year year 2 to year 5 years Total
R’000 R’000 R’000 R’000
3,678 23,557 - 27,235
48,244 - - 48,244
13,261 - - 13,261
6,442 8,507 - 14,949
1,791 - - 1,791
73,416 32,064 - 105,480
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Due Total due on
Due Due within Due Due demand /
Due on within within 90 within within 1 less than 1
demand 30days 60days days 120 days year year
2009 R’000 R’000 R’000 R’000 R’000 R’000 R’000
Interest bearing borrowings - 307 307 307 307 2,450 3,678
Trade and other payables 16,052 29,369 2,823 48,244
Bank overdraft 13,261 - - - - - 13,261
Operating lease
commitments - 537 537 537 537 4,294 6,442
Related party loans - 1,791 - - - - 1,791
29,313 32,004 3,667 844 844 6,744 73,416
Market risk

Interest rate risk

Market risk arises as a result of the group’s use of variable interest rate borrowings and bank overdraft
carried at amortised cost. It is the risk that the future cash flows relating to a financial instrument will
fluctuate because of changes in interest rates. Future changes to the prime lending rates will have a
direct impact on the future cash payments towards the settlement of the financial obligations as well as
the cash receipts relating to related party receivables. The risk remains un-hedged at the reporting
date. Exposure to cash flow interest rate risk on financial assets and liabilities is monitored on a
continuous basis. The benefits of fixing or capping interest rates on the group's various financing
activities is considered on a case-by-case basis and project-by-project basis, taking the specific and
overall risk profile into consideration.

The group also holds cash and cash equivalents, which earns interest at variable rates and has
variable rate loans. Consequently, the group is exposed to cash flow risk.

Cash and cash equivalents comprise cash on hand and bank balances. Excess funds are deposited
with reputable financial institutions on a rate quotation basis. This ensures that the group earns the
most advantageous rates of interest available.
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25.

Sensitivity analysis

The group is sensitive to the movements in the ZAR interest rates which are the only interest rates to
which the group is exposed. The group has used sensitivity analysis techniques that measure the
estimated change to the statement of comprehensive income of an instantaneous increase or
decrease of 2% (200 basis points) in market interest rates on financial liabilities and financial assets
from the applicable rate as at year end, for each class of financial instrument with all other variables
remaining constant. The calculations were determined with reference to the outstanding balances for
the year. This represents no change from the prior year in the method and assumptions used. This
analysis is for illustrative purposes only and represents management’s best estimate of reasonably
possible changes in interest rates.

2010
After tax effect on profit & loss
2% Increase 2% Decrease

2009
After tax effect on profit & loss
2% Increase 2% Decrease

R’000 R’000 R’000 R’000
Interest bearing borrowings (141) 141 (90) 90
Trade and other payables - - - -
Related party loans payable (30) 30 - -
Related party loans
receivable - - - -
Bank overdraft (202) 202 (141) 141

Capital risk management

The group’s objectives when managing capital are to safeguard the group’s ability to continue as a
going concern in order to provide returns for shareholders and benefits for other stakeholders.

In order to maintain or adjust the capital structure, the group may adjust the amounts of dividends paid
to shareholders, return capital to shareholders, issue new shares or sell assets to reduce debt.

There is no policy or objective in place to manage capital and therefore this is not measured, however,
the group is not subject to any externally imposed capital requirements.

TAXATION PAID

Balance at the beginning of the year

Current tax for the year
Balance at end of the year

2010 2009

R’000 R’000
(1,849) (4,123)
(1,400) (4,286)
2,594 1,849
(655) (6,560)
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27.

28.

29,

INVESTMENTS IN SUDSIDIARIES

Issued Issued
Country of % % share share
incorporation Holding Holding capital capital
2010 2009 2010 2009
R R
In Line Trading 142 (Pty) Ltd South Africa 100 100 100 100
Yongani Business Development
(Pty) Ltd South Africa 100 100 100 100
Hardware Warehouse
Empowerment Trust South Africa Control  Control - -
Hardware Warehouse Share
Purchase Scheme South Africa Control  Control - -
Senar Investments 151 (Pty) Ltd South Africa 100 100 100 100
Amber Mountain Investments 111
(Pty) Ltd South Africa 100 100 400 400
On Tap Border (Pty) Ltd South Africa 100 100
Golden Dividend 235 (Pty) Ltd South Africa 100 100 100 100

CONTINGENT LIABILITIES

The group did not have contingent liabilities at year end.
SIGNIFICANT JUDGEMENTS

Significant judgements and key sources of estimation uncertainty

The preparation of the consolidated annual financial statements in conformity with IFRS requires
management to make judgements, estimates and assumptions that affect the application of accounting
policies and reported amounts of assets and liabilities, income and expenses. The estimates and
associated assumptions are based on historical experience and various other factors that are believed to
be reasonable under the circumstances, the results of which form the basis of making judgements about
the carrying values of assets and liabilities that are not apparent from other sources.

Significant estimates are required in the determination of future cash flows, probabilities in assessing net
recoverable amounts and fair value disclosure purposes. The estimate and underlying assumptions are
reviewed on an ongoing basis. Actual results may differ from these estimates. Significant judgements
include:

Allowance for slow moving, damaged and obsolete inventory

During the end of year inventory count, certain granite inventory items were identified as being obsolete. A
provision for obsolete inventory was raised at R117 676. This provision comprises 60% of the cost of the
granite tombstones (R60 535) and the total cost of manufacturing granite tiles (R57 141). Only 60% of the
cost of the granite tombstones was provided for as management envisage that a sale may realise 40% of
the cost of the granite tombstone. During 2009, the value of inventory items identified as possibly being
obsolete amounted to R480 000.
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30.

Taxation

Judgement is required in determining the provision for income taxes due to the complexity of legislation.
There are many transactions and calculations for which the ultimate tax determination is uncertain during
the ordinary course of business. The group recognises liabilities for anticipated tax audit issues based on
estimates of whether additional taxes will be due. Where the final tax outcome of these matters is different
from the amounts that were initially recorded, such differences will impact the income tax and deferred tax
provisions in the year in which such determination is made. The group recognises the net future tax benefit
related to deferred income tax assets to the extent that it is probable that the deductible temporary
differences will reverse in the foreseeable future. Assessing the recoverability of deferred income tax
assets requires the group to make significant estimates related to expectations of future taxable income.
Estimates of future taxable income are based on forecast cash flows from operations and the application
of existing tax laws in each jurisdiction. To the extent that future cash flows and taxable income differ
significantly from estimates, the ability of the group to realise the net deferred tax assets recorded at the
reporting date could be impacted.

Impairment

The recoverable amounts of cash-generating units and individual assets have been determined based on
the higher of value-in-use calculations and fair value less costs to sell. These calculations require the use
of estimates and assumptions. It is reasonably possible that the assumptions may change which may then
impact our estimations and may then require a material adjustment to the carrying value of goodwill and
tangible assets.

The group reviews and tests the carrying value of assets when events or changes in circumstances
suggest that the carrying amount may not be recoverable. In addition, goodwill is tested on an annual
basis for impairment. Assets are grouped at the lowest level for which identifiable cash flows are largely
independent of cash flows of other assets and liabilities. If there are indications that impairment may have
occurred, estimates are prepared of expected future cash flows for each of the assets. Expected future
cash flows used to determine the value in use of goodwill and tangible assets are inherently uncertain and
could materially change over time. They are significantly affected by a number of factors including the
ability of the market to purchase goods, together with economic factors such as inflation and prevailing
interest rates.

STATEMENTS AND INTERPRETATIONS ISSUED NOT YET EFFECTIVE

New standards issued but not yet effective, comprises:

IFRS 9 - Financial Instruments

This is a new standard that forms the first part of a three-part project to replace IAS 39 Financial
Instruments: Recognition and Measurement. This new standard is effective for annual periods beginning
on or after 1 January 2013.

Amendments to existing standards issued, but not yet effective comprises:

IFRS 1 - First-time adoption of International Financial Reporting Standards

This amendment deals with oil and gas assets and determining whether an arrangement contains a lease.
This amendment to the standard is effective for annual periods beginning on or after 1 January 2010.
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IFRS 2 — Share Based Payment

This amendment deals with the accounting for group cash settled share-based payment transactions —
clarity of the definition of the term “Group”. The amendment to the standard is effective for annual periods
beginning on or after 1 January 2010.

IFRS 5 — Non-current Assets Held for Sale and Discontinued Operations

Disclosures of non-current assets (or disposal groups) classified as held for sale or discontinued
operations. This requirement is effective for annual periods beginning on or after 1 January 2010.

IFRS 8 — Operating Segments

This amendment requires disclosure of information about segment assets. This amendment to the
standard is effective for annual periods beginning on or after 1 January 2010.

IAS 1 — Presentation of Financial Statements

This amendment deals with the current / non-current classification of convertible instruments. This
amendment to the standard is effective for annual periods beginning on or after 1 January 2010.

IAS 7 — Statement of Cash Flows

This amendment deals with the classification of expenditures on unrecognised assets. This amendment to
the standard is effective for annual periods beginning on or after 1 January 2010.

IAS 17 — Leases

This amendment deals with the classification of leases of land and buildings. This amendment to the
standard is effective for annual periods beginning on or after 1 January 2010.

IAS 36 — Impairment of Assets

This amendment deals with the unit of accounting for goodwill impairment test. This amendment to the
standard is effective for annual periods beginning on or after 1 January 2010.

IAS 39 — Financial Instruments: Recognition and Measurement

This amendment deals with treating loan prepayment penalties as closely related embedded derivatives,
the scope exemption for business combination contracts and cash flow hedge accounting. This
amendment to the standard is effective for annual periods beginning on or after 1 January 2010.

IFRIC 19 — Extinguishing Financial Liabilities with Equity Instruments

This addresses only the accounting by the entity that issues equity instruments in order to settle, in full or
in part, a financial liability. It does not address the accounting by the creditor (lender). The amendment is
effective for annual periods beginning on or after 1 April 2010.

The group does not intend to adopt any of these standards early, unless as otherwise stated.

When the relevant standards are implemented, only disclosure will be affected. There will be no affect on
the financial position or financial results.
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31. SEGMENT INFORMATION

The group has identified its operating segments based on its major profit centres. The types of products and
services from which each segment generates revenue are as follows:

Hardware business: revenue is derived from the sale of hardware supplies and building materials
Plumbing business: revenue is derived from the sale of plumbing supplies and building materials with regards to

plumbing
Other segments: revenue is derived through rental income

Hardware Plumbing
business business
12 months 12 months

ended ended
30 June 30 June
2010 2010
R’000 R’000
STATEMENT OF
COMPREHENSIVE
INCOME
Revenue
- External 310,096 70,319
- Intersegmental 1,455 1,038
Operating profit / (loss) 5,473 (9,193)
Investment income 4,405 377
Finance costs 4,793 3,804
Taxation 1,387 -
STATEMENT OF
FINANCIAL POSTION
Segment assets 123,054 28,221
Segment liabilities 81,589 42,699
OTHER SEGMENT ITEMS
Depreciation 2,832 621
Capital expenditure 1,231 1,008

Other Inter

segments  segment
12 months 12 months

ended ended
30 June 30 June
2010 2010
R’000 R’000
349 -
1,760 (4,253)
1,582 -
85 (4,232)
1,284 (4,232)
193 -

16,739  (41,373)
20,763  (45,587)

10 -
1,946 -

Group
12 months
ended
30 June
2010
R’000

380,764
(2,138)
635
5,649
1,580

126,641
99,464

3,463
4,185
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Hardware Plumbing Other Inter
business business segments segment Group
12 months 7 months 12 months 12 months 12 months
ended ended ended ended ended
30 June 30 June 30 June 30 June 30 June
2009 2009 2009 2009 2009
R’000 R’000 R’000 R’000 R’000
STATEMENT OF
COMPREHENSIVE
INCOME
Revenue
- External 290,398 26,218 451 - 317,067
- Intersegmental 1,733 257 174 (2,164) -
Operating profit / (loss) 15,766 (1,450) (7) - 14,309
Investment income 1,592 141 4 (1,159) 578
Finance costs 3,153 1,268 - (1,159) 3,262
Taxation 4,022 (721) - - 3,301
STATEMENT OF
FINANCIAL POSTION
Segment assets 120,162 23,777 17,284 (29,476) 131,747
Segment liabilities 82,568 25,634 19,458 (31,649) 96,011
OTHER SEGMENT ITEMS
Depreciation 3,138 294 - - 3,432
Capital expenditure 10,460 1,989 - 12,259 24,708

Sales between segments are carried out at arm’s length and are eliminated in the “Inter segment” column.
The revenue from external parties and all other items of income, expenses, profits and losses reported in
the segment report is measured in a manner consistent with that in the statement of comprehensive
income.
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Notes 2010 2009
R’000 R’000
ASSETS
NON-CURRENT ASSETS
Property, plant and equipment 1 12,716 14,982
Goodwill 2 9,483 9,528
Investments in subsidiaries 3 3,862 3,862
Deferred tax 4 158 212
Related party loans 5 34,556 23,080
60,775 51,664
CURRENT ASSETS
Inventories 6 51,579 61,058
Trade and other receivables 7 7,039 5,642
Cash and cash equivalents 8 3,661 1,798
62,279 68,498
TOTAL ASSETS 123,054 120,162
EQUITY AND LIABILITIES
EQUITY
Share capital 9 14 14
Share premium 9 9,300 9,300
Retained earnings 31,802 28,104
Share based payment reserve 10 349 176
41,465 37,594
LIABILITIES
NON-CURRENT LIABILITIES
Interest bearing borrowings 11 16,417 18,835
Related party loans 5 480 2,815
16,897 21,650
CURRENT LIABILITIES
Interest bearing borrowings 11 2,630 3,376
Operating lease accrual 12 1,106 894
Taxation payable 2,507 1,780
Lay-byes 13 2,998 2,737
Trade and other payables 14 40,003 41,776
Bank overdraft 8 15,448 10,355
64,692 60,918
TOTAL LIABILITIES 81,589 82,568
TOTAL EQUITY AND LIABILITIES 123,054 120,162
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2009
R’000

292,131

(223,631)

68,500

3
(24,920)

(2,463)
(25,354)

15,766
1,592

(3,153)

14,205

(4,022)

10,183

176

176

Notes 2010
R’000

REVENUE 15 311,551
Cost of sales 16 (252,081)
Gross profit 59,470
Other operating income 311
Other operating expenses (27,398)
Administration expenses (2,095)
Personnel costs (24,815)
Profit from operations 17 5,473
Investment income 18 4,405
Finance costs 19 (4,793)
Profit before taxation 5,085
Taxation 20 (1,387)
Profit for the year 3,698
Other comprehensive income:

Long term share incentives 173
Other comprehensive income for the year, net of

tax 173
Total comprehensive income for the year 3,871

10,359
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HARDWARE WAREHOUSE LIMITED

COMPANY STATEMENT OF CASH FLOWS
for the year ended 30 June 2010

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before taxation
Adjustments for:

Impairment of goodwill

Depreciation

Loss on disposal of property, plant and equipment
Investment income

Finance costs

Movements in operating lease accruals

Share base payment expense

Changes in working capital:

Decrease / (increase) in inventories

(Increase) / decrease in trade and other receivables
Increase in lay-byes

(Decrease) / increase in trade and other payables

Cash generated from operations
Investment income

Finance costs
Taxation paid

NET CASH GENERATED FROM OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of property, plant and equipment

Proceeds on disposal of property, plant and equipment
Acquisition though business combination

Goodwill paid on acquisition of businesses

NET CASH ABSORBED BY INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES

Increase in loans from related parties
Decrease in loans from related parties
Advances in interest bearing borrowings
Repayments of interest bearing borrowings
Increase in loans to related parties

Share buyback

NET CASH ABSORBED BY FINANCING ACTIVITES

NET (DECREASE) / INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR

CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR

Notes

25

2010 2009

R’000 R’000
5,085 14,205
45 -
2,832 3,138
283 4
(4,405) (1,592)
4,793 3,153
212 142
173 176
9,018 19,226
9,479 (5,573)
(1,397) 13
261 957
(1,773) 11,506
15,588 26,129
4,405 1,592
(4,793) (3,153)
(606) (6,589)
14,594 17,979
(1,231) (6,574)
382 115
- (3,861)
- (45)
(849) (10,365)
- 2,815
(2,335) -
848 19,966
(4,012) (3,714)
(11,476) (24,635)
- (1,691)
(16,975) (7,259)
(3,230) 355
(8,557) (8,912)
(11,787) (8,557)
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HARDWARE WAREHOUSE LIMITED

ACCOUNTING POLICIES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

PRINCIPAL ACCOUNTING POLICIES

The annual financial statements of the company have been prepared in accordance with International Financial
Reporting Standards (IFRS); the interpretations adopted by the International Accounting Standards Board
(IASB); the listing requirements of the JSE Limited and the requirements of the Companies Act of South Africa,
1973, as amended and are consistent with the previous year, except as follows:

IAS 1, which is effective for annual periods beginning on or after 1 January 2009, was applied for the first time
during the current year. This has no effect on measurement but has resulted in a change in presentation and
disclosures as required by the revised IAS 1 — Presentation of Financial Statements.

Loans to participants in the staff share scheme have been reclassified from related party loans to equity to be
consistent with the accounting for the underlying shares as treasury shares. The prior year has been restated
accordingly.

The following interpretations and amendments became effective during the year but have no effect on
measurement or presentation in the financial statements of the company: IFRS 2, Share Based Payments, the
amendment that dealt with vesting conditions and cancellations as well as the amendment that clarified the
scope of the revised IFRS 2 and IFRS 3; IFRS 3, Business Combinations; IFRS 7, Financial Instruments:
Disclosures; IAS 7, Statement of Cash Flows, the amendment that dealt with cash flows from assets held for
rental being classified as operating activities; IAS 8, Accounting Policies, Changes in Accounting Estimates and
Errors; IAS 10, Events after the Reporting Period; IAS 16, Property, Plant and Equipment; IAS 18, Revenue; IAS
19, Employee Benefits; IAS 23, Borrowing Costs; IAS 27, Consolidated and Separate Financial Statements; IAS
32, Financial Statements: Presentation; IAS 34, Interim Financial Reporting; IAS 36, Impairments of Assets, the
amendment that dealt with the disclosure of estimates used to determine recoverable amount; IAS 38, Intangible
Assets; |AS 39, Financial Instruments: Recognition and Measurement, the amendments that dealt with
reclassification of derivatives as well as the clarification of inflation in a financial hedged item and a one-sided
risk in a hedged item in hedge accounting; IAS 40, Investment Property; IFRIC 13, Customer Loyalty
Programmes; IFRIC 14, IAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and
their interaction; IFRIC 15, Agreements for the Construction of Real Estate; IFRIC 16, Hedges of a Net
Investment in a Foreign Operation; IFRIC 17, Distribution of Non-cash assets to Owners and IFRIC 18,
Transfers of Assets from Customers.

The IASB issued amendments to IFRS 1, IFRS 5, IAS 20, IAS 28, IAS 29, IAS 31 and IAS 41 which are not
applicable to the company.

The accounting policies for the holding company are the same as those of the group, where applicable (see the
accounting policies in the consolidated annual financial statements).

Investments in subsidiaries are accounted for in the company’s annual financial statements at cost.
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

Encumbered as security

Motor vehicles with a carrying value of R5 110 126 (2009: R4 641 234) and furniture, fixtures and shelving
with a carrying value of R1 033 719 (2009: R938 868) have been encumbered as security for the interest
bearing borrowings from ABSA Bank Limited and Wesbank as reflected in note 11. Furthermore, the
assets are encumbered in terms of a general notarial bond over all of the movable assets as reflected in
note 8.

GOODWILL
2010 2009
R’000 R’000
Carrying value - 30 June 2009 / 30 June 2008 9,528 9,483
Cost 9,528 9,483
Accumulated impairment - -
Impairment (45) -
Additions through business combinations - 45
Carrying Value - 30 June 2010/ 30 June 2009 9,483 9,528
Cost 9,628 9,528
Accumulated impairment (45) -
The goodwill relates to specific branches which have been purchased.
Impairment test for cash-generating units containing goodwill.
The following units have significant carrying amounts of goodwill:
2010 2009
R’000 R’000
Mthatha region 2,500 2,500
Queenstown region 1,011 1,011
Mtubatuba region 5,972 5,972
Other units with insignificant goodwill - 45
9,483 9,528

Description of impairment tests and key assumptions

Impairment tests are conducted on an annual basis (or more frequently where impairment indicators have
been indentified). The impairment tests are prepared on the basis of forecast cash flows generated by the
cash generating units. Recoverable amount has been determined assuming 6% growth rate and 16.34%
weighted average cost of capital.

Impairment losses

An impairment loss of R45 000 was recognised during the year. The impairment loss, which is included in
operating expenses, relates to the acquisition of the Gonubie Tiles on Tap through a business combination
during the prior year. The recoverable amount of the unit was determined on the basis of value in use,
discounting future cash flows using a pre tax risk free rate of 8.03%.

Useful lives
Useful lives of assets acquired under business combinations are reflected under accounting policies on
page 20.
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

3.

4,

INVESTMENTS IN SUBSIDIARIES

Carrying Carrying
Name of company Country of % holding % holding amount of amount of
incorporation 2010 2009 shares shares
2010 2009
R’000 R’000
In Line Trading 142 (Pty) Ltd South Africa 100 100 1 1
Yongani Business
Development (Pty) Ltd South Africa 100 100 - -
Golden Dividend 235 (Pty) Ltd  South Africa 100 100 - -
On Tap Border (Pty) Ltd South Africa 100 100 - -
Senar Investments 151 (Pty)
Ltd South Africa 100 100 3,761 3,761
Amber Mountain Investments
111 (Pty) Ltd South Africa 100 100 100 100
3,862 3,862
The loans to subsidiary companies are reflected in note 5, Related party loans.
DEFERRED TAX
The deferred tax asset comprises:
2010 2009
R’000 R’000
Prepaid expenses (15) -
Operating lease accruals 310 250
Accruals 257 236
Provisions for doubtful debts 256 133
Property, plant and equipment (748) (456)
Employee benefits 98 49
158 212
Reconciliation of deferred tax asset
2010 2009
R’000 R’000
Balance at beginning of the year 212 (11)
Prepaid expenses (15) -
Operating lease accruals 60 40
Accruals 21 169
Provisions for doubtful debts 123 74
Property, plant and equipment (292) (109)
Employee benefits 49 49
Balance at the end of the year 158 212
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

RELATED PARTY LOANS

Loans to related parties Loans from related parties
2010 2009 2010 2009
R’000 R’000 R’000 R’000
S C Miller - - 3 -
Senarvest Property Developments 1
CC - - - 2,815
Senar Investments 151 (Pty) Ltd - 2,207 477 -
Amber Mountain Investments 111
(Pty) Ltd 2,195 3,426 - -
Golden Dividend 235 (Pty) Ltd 1,010 1,010 - -
On Tap Border (Pty) Ltd 31,351 16,437 - -
34,556 23,080 480 2,815

The amounts outstanding are unsecured and no guarantees have been given or received. The loans bear
interest at prime plus 2% (2009: prime plus 2%). No provision for doubtful debts has been raised in
respect of the amounts owed by the related parties and no related party loans have been written off as
bad during the current or previous year. The amounts will be settled in cash and there are no fixed terms
of repayment.

INVENTORIES
2010 2009
R’000 R’000
Finished goods 51,117 61,334
Provision for obsolete inventory - (480)
Consumables 462 204
51,579 61,058

Inventory encumbered as security

The company’s inventory is encumbered as security for the overdraft facilities, the loan from AAA
Investments (Pty) Ltd and the General Notarial Bond.

TRADE AND OTHER RECEIVABLES

2010 2009

R’000 R’000
Trade receivables 6,082 4,927
Allowance for doubtful debts (1,222) (631)
Staff loans 110 164
Deposits 37 29
Receivables from related parties 426 1,031
Receivables from subsidiaries 1,553 33
Prepaid expenses 53 -
Sundry debtors - 89
7,039 5,642
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

Trade receivables are interest free provided that they are settled within 30 days; thereafter the balance
bears interest at 24% (2009: prime interest rate) per annum. Staff loans bear interest at 24% (2009: 24%)
per annum and are repayable over 6 months. Deposits and sundry debtors are interest free and have
arisen in the normal course of trade. Related party loans bear interest at prime plus 2% (2009: prime plus
2%) and have arisen in the normal course of trade.

Reconciliation of allowance for doubtful debts:

2010 2009

R’000 R’000
Opening balance (631) (279)
Bad debts written off 5 41
Additional debtors provided for (596) (393)
Closing balance (1,222) (631)

Trade and other receivables ceded as security

Trade debtors with a carrying amount of R6 081 789 (2009: R4 927 447) have been ceded as security for
the company's bank overdraft facilities. At year end the overdraft amounted to R15 448 175 (2009: R10
354 695).

The allowance for doubtful debts has been determined by providing for specific debtors who have been
identified and by considering the specific recoverability of each debtor.

The directors consider that the carrying amount of trade and other receivables approximates their fair
value due to the short term nature of receivables. Loans and receivables are measured at amortised cost.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents in the statement of financial position and statement of cash flows comprise
cash on hand, balances with banks and short term bank deposits with an original maturity of three months
or less. The carrying amount approximates their fair value.

2010 2009
R’000 R’000
Cash on hand 80 134
Short-term deposits 3,581 1,664
Bank overdraft (15,448) (10,355)
(11,787) (8,557)
Current assets 3,661 1,798
Current liabilities (15,448) (10,355)
(11,787) (8,557)

The principal features of the company’s overdraft are as follows:
Bank overdrafts are repayable on demand. Overdrafts of R15 448 175 (2009: R10 354 695 have been
secured by:

= Cession of trade receivables of R6 081 789 (2009 : R4 927 447)
=  General notarial bond of (2009: R20 000 000) over all moveable assets.
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS

for the year ended 30 June 2010

The company has the following undrawn borrowing facilities:

Bank overdraft
- Expiring within one year

The facilities expiring within one year are annual facilities subject to review annually.

SHARE CAPITAL

Authorised

500 000 000 Ordinary shares of 0,02c each
(2009 : 500 000 000 ordinary shares of 0,02c each)

2010 2009
R’000 R’000
3,252 3,745
2010 2009
R’000 R’000
100 100

The directors have authority to issue the unissued shares of the company until the next annual general

meeting.
Issued and fully paid:

77 900 000 Ordinary shares of 0.02c each
(2009 : 77 900 000 ordinary shares of 0.02c each)
Treasury shares

Reconciliation of share capital:

Reported at incorporation

Issue of shares — rights issue

Issue of shares — Hardware Warehouse Empowerment Trust
Issue of shares — private placement

Treasury shares

Share buyback

Balance as at 30 June 2010/ 30 June 2009

Reconciliation of share premium

Share premium

Share issue costs written off against share premium
Treasury shares

Share buyback

Balance as at 30 June 2010/ 30 June 2009

16 16
(2) (2)
14 14
2010 2009
R’000 R’000
10 10
2 2
1 1
3 3
(2) 2)
14 14
21,496 21,496
(2,007) (2,007)
(8,498) (8,498)
(1,691) (1,691)
9,300 9,300
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

10.

Reconciliation of number of shares issued

Reported at incorporation 10 10
September 2007 — share split— 1 : 5,000 50,000 50,000
September 2007 — issue of shares — rights issue at R1 per share 8,500 8,500
September 2007 — issue of shares — Hardware Warehouse

Empowerment Trust at R1 per share 6,500 6,500
September 2007 — issue of shares — private placement at R1 per

share 15,000 15,000
Share buyback (2,100) (2,100)
Shares in issue — 30 June 2010 / 30 June 2009 77,900 77,900

No shares were bought back during the current year. Between 17 and 19 November 2008 the company

bought back 2 100 000 shares at an average price of 80c per share.

SHARE BASED PAYMENT RESERVE

During the year the company issued 34 470 (2009: 4 223 957) options to employees under a share
incentive scheme. This is an equity settled employment equity plan. The vesting conditions are between a
period of 3 and 5 years service unless the employee has been employed in the company for a period
longer than 3 years prior to the offer in which case the vesting period is 1 year. The employment equity

plan will be settled with the issue of shares at the end of the vesting period.

2010
R’000

Share based payment reserve 349

2009
R’000

176

The total expense recognised for the year arising from transactions accounted for as equity settled share

based payment transactions is R173 384. (2009: R176 000)

Details of the scheme are:

Hardware Warehouse Share
Incentive Scheme and
Empowerment Trust

2010
Number of share options granted during
the year 34,470 4,223,957
Average contractual life 1,095 days 483 days
Vesting conditions 3 years service Between 3 -5

years service,
unless with the
company longer

than 3 years
prior to the offer,
in which case 1
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

The estimated fair value of each option (in cents) granted in the Hardware Warehouse Share Incentive
Scheme and Hardware Warehouse Empowerment Trust is as follows:

Hardware Warehouse Share
Incentive Scheme and

Period to vesting Empowerment Trust
2010 2009

1 Year 8,81 8,81

3 Years 9,43 9,98

The fair values were calculated by applying a binominal option pricing model. The model inputs were:

2010 2009
1 Year 3 Years 1 Year 3 Years
Share price at grant date in cents 72,43 69,92 72,43 70,82
Average exercise price 83,26 78,50 83,26 78,00
Expected volatility 35,00% 35,00% 35,00% 35,00%
Risk free interest rate 8,50% 8,50% 8,50% 8,50%

No market conditions were imposed on the options. The options were measured at fair value on grant
date.

The total number of shares that are available for issue in the Hardware Warehouse Empowerment Trust is
4 186 036, being the total number of shares that were available for issue (6 500 000) less the number of
shares that have been allocated (2 313 964).

The total number of shares that are available for issue in the Hardware Warehouse Share Incentive
Scheme is 132 296, being the total number of shares that were available for issue (2 000 000) less the
number of shares that have been allocated (1 867 704).

Further details of the two option share plans are as follows:

Average
exercise
Number of price
options (cents)
2010
Outstanding at the beginning of the year 4,223,957 82.41
Granted during the year 34,470 84.00
Forfeited during the year (76,759) (84.00)
Exercised during the year - -
Outstanding at the end of the year 4,181,668 82.41
Exercisable at the end of the year 761,271
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

2009

Outstanding at the beginning of the year - -
Granted during the year 4,223,957 82.41
Forfeited during the year - -
Exercised during the year - -
Outstanding at the end of the year 4,223,957 82.41

Exercisable at the end of the year NIL

No share options were exercised during the year (2009: Nil). The options outstanding at 30 June 2010
had an average exercise price of 82.41 cents (2009: 82.41 cents) and an average remaining contractual
life of 102 days (2009: 249 days).

INTEREST BEARING BORROWINGS
2010 2009
R’000 R’000
Held at amortised cost

ABSA Bank Limited 3,798 6,815
Secured by instalment sale agreements from ABSA Bank

Limited over the property, plant and equipment of the

company disclosed in note 1.

Wesbank 249 396
Secured by instalment sale agreements from Wesbank

over the property, plant and equipment of the company

disclosed in note 1.

AAA Investments (Pty) Ltd 15,000 15,000
Secured by a general notarial bond over the movables of

the company, which shall rank subordinate to the general

notarial bond registered in favour of ABSA Bank Limited.

The loan bears interest at 19,25% pa and the interest is

repayable monthly. The capital is repayable on 29 May

2012 with no option of early settlement.

19,047 22,211

Non-current liabilities
At amortised cost 16,417 18,835
Current portion included with current liabilities

At amortised cost 2,630 3,376
19,047 22,211

Repayment terms and conditions

The instalment sales are repayable in monthly instalments of R250 949 (2009: R309 496). The interest
rates on the instalment sales are related to prime and average 10.50% (2009: 14.12%).
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HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

12,

13.

OPERATING LEASE ACCRUAL

At the reporting date, the company had outstanding commitments for future minimum lease payments
under non-cancellable operating leases, which fall due as follows:

2010 2009
R’000 R’000
Operating lease accrual 1,106 894
Operating lease arrangements
2010 2009
R’000 R’000
Within one year 10,114 6,442
In the second to fifth years inclusive 17,421 8,507
27,535 14,949
Liability arising on straight lining of operating leases (1,106) (894)
26,429 14,055

Operating lease payments represent rentals payable by the company for certain of its trading premises.
Leases are negotiated for periods between three and five years, being an average term of four years.

Most of the leases have renewal clauses at the option of the lessee. The terms of the renewals are the
same as that of the current leases. No contingent rentals are payable and subletting is permitted with prior
approval from the lessors. No subletting has occurred during the current or previous year and there have
been no restrictions imposed by lease arrangements during the current or previous year.

LAY-BYES
2010 2009
R’000 R’000
Balance in respect of lay-byes at year end 2,998 2,737
2010 2009
R’000 R’000
Carrying value - 30 June 2009 / 30 June 2008 2,737 1,780
Net movement 261 957
Carrying value - 30 June 2010/ 30 June 2009 2,998 2,737
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NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

14.

15.

16.

17.

TRADE AND OTHER PAYABLES

2010 2009

R’000 R’000
Trade payables 37,085 39,851
Payables from subsidiaries 536 -
Accruals 990 1,358
Other payables 1,392 567
40,003 41,776

Trade and other payables principally comprise amounts outstanding for trade purchases and ongoing
costs. The carrying value of trade and other payables approximates its fair value due to the short term

nature of trade payables.

Trade payables are interest free provided they are settled within 30 — 60 days. Thereafter interest is
charged at prevailing rates. Other payables are interest free and have arisen in the ordinary course of

business.
REVENUE
2010 2009
R’000 R’000
Sale of goods 311,551 292,131
COST OF SALES
2010 2009
R’000 R’000
Cost of goods sold 252,081 223,631
PROFIT FROM OPERATIONS
Profit from operations has been arrived at after charging:
2010 2009
R’000 R’000
Auditors’ remuneration — audit services 381 355
Loss on disposal of property, plant and equipment 283 4
Bad debts written off 756 249
Legal fees 63 30
Operating lease charges
- Premises 9,600 7,831
Depreciation 2,832 3,138
Share based payment expense 173 176
Employee costs — short term benefits 24,641 25,354

The company had no post retirement employee benefit obligations.
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18.

19.

20.

INVESTMENT INCOME

Loans and receivables:

2010 2009
R’000 R’000
Interest charged on trade and other receivables 136 49
Interest on subsidiaries’ loans 4,233 1,477
Staff loans 36 66
4,405 1,592
FINANCE COSTS
Financial liabilities:
2010 2009
R’000 R’000
Finance charges for interest bearing borrowings 3,398 1,626
Bank overdrafts and revolving credit facilities 1,173 1,341
Interest paid on trade payables - 70
Interest paid on related party loans 222 116
4,793 3,153
TAXATION
2010 2009
R’000 R’000
South African normal tax
Current year 1,333 4,245
Deferred tax
Current year 54 (223)
Tax expense per statement of comprehensive
income 1,387 4,022
Company tax is calculated at 28% (2009: 28%) of the estimated assessable profit for the year.
Reconciliation of the tax rate: % %
Tax at the South African company tax rate 28,00 28,00
Non deductible expenses 2,32 -
Non deductible donations 0,06 0,05
Legal fees and other capital expenditure 0,35 0,26
Over provisions relating to deferred tax (3,46) -
Effective tax rate for the year 27,27 28,31

The Secondary Tax on Companies that would be payable if the Retained Earnings were distributed in full

is R2 891 130 (2009: R2 554 933).
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DIRECTORS’ REMUNERATION

Expenses
and
Directors’ Directors’ Annual travelling
salaries fees bonus allowance Total
Short-term benefits R’000 R’000 R’000 R’000 R’000
Directors’ emoluments, for the year
ended 30 June 2010 are:
Executive directors
I M J Senar 201 - - 225 426
S C Miller 533 - - 351 884
L A Rhind 315 - 7 94 416
Non-executive directors
N E Woollgar - 31 - - 31
H A Long - 23 - 3 26
Total directors’ emoluments at 30
June 2010 1,049 54 7 673 1,783
Expenses
and
Directors’ Directors’ Annual travelling
salaries fees bonus allowance Total
Short-term benefits R’000 R’000 R’000 R’000 R’000
Directors’ emoluments, for the year
ended 30 June 2009 are:
Executive directors
I M J Senar 143 - - 143 286
S C Miller 382 - - 190 572
L A Rhind 265 - 22 77 364
Non-executive directors
N E Woollgar - 26 - - 26
H A Long - 69 - 6 75
Total directors’ emoluments at 30
June 2009 790 95 22 416 1,323
The directors received no other compensation or benefits during the year (2009: Nil).
AUDITORS’ REMUNERATION
2010 2009
R’000 R’000

Audit services 381 355
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23.

RELATED PARTIES

In Line Trading 142 (Pty) Ltd
Downstream Trading 34 CC
Senarvest Property

Developments 1 CC

S C Miller

S A Senar

D Senar

Bubesi Investments 127 (Pty) Ltd

Golden Falls Trading 114 (Pty)

Ltd

Senar Investments 151
(Pty) Ltd

Amber Mountain Investments
111 (Pty) Ltd

Golden Dividend 235
(Pty) Ltd

On Tap Border (Pty) Ltd
Golden Harvest Bakery (Pty) Ltd
Lavender Valley Developments

(Pty) Ltd

Ngami Trading CC

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

Purchases

Sales to from related
related parties parties
R’000 R’000

26 -

26 -

453 -

5 -

173 -

1,456 1,038

1 -

57 -

28 -

Amounts owed Amounts owed

to related
parties
R’000

by related
parties
R’000

66 -

29
1,064

147 -

2,207 -

2,195 -
3,426 -

1,010 -
1,010 -

32,904 492
16,437 -

1 -

81 -

32 -
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Hardware Warehouse Share Empowerment Trust and Hardware Warehouse Share Incentive Scheme are
related parties as they are under Hardware Warehouse Limited’s control.

In Line Trading 142 (Pty) Ltd, Senar Investments 151 (Pty) Ltd, Amber Mountain Investments 111 (Pty)
Ltd, Golden Dividend 235 (Pty) Ltd and On Tap Border (Pty) Ltd are subsidiaries of Hardware Warehouse
Limited.

Other related parties are related by way of common shareholders and / or directors.

The amounts that relate to loans have been disclosed in note 5, Related party loans. The amounts that
have arisen in the ordinary course of trade have been included as receivables and payables from related
parties under note 7, Trade and other receivables and note 14, Trade and other payables respectively.

Novate Property Investments acts as lessor to Hardware Warehouse for many of the branches. Novate
Property Investments is owned and operated by similar shareholders and directors as Hardware
Warehouse Limited. Novate Property Investments represents a property portfolio of approximately 50
companies. All rentals are market related and formal lease agreements have been entered into between
the parties. Novate Property Investments also leases property to non Hardware Warehouse related
tenants.

S A Senar and D Senar are close family members of key management.

S C Miller is a director of the company.

Remuneration of key management personnel is disclosed in note 21 on directors’ remuneration.

A full list of related parties is available at the registered office of the company.

The value of the lease rentals were as follows:

2010 2009

Branch R’000 R’000
Platinum Mile Investments 588 (Pty) Ltd Mdantsane 306 245
Spring Romance Properties 48 (Pty) Ltd Port Alfred 250 230
Golden Harvest Bakery (Pty) Ltd Fleet Street 904 714
Sevenstone Investments 124 (Pty) Ltd Elliott Street 808 779
Bubesi Investments 127 (Pty) Ltd Alice 244 124
Senar Investments 151 (Pty) Ltd Butterworth 927 407
Amber Mountain Investments 111 (Pty) Ltd Head Office 719 239
4,158 2,738

The reason for the change is that last year many of the stores were only used for a portion of the year and
certain additional storage was let by the company from the entity for portion of the prior year. All
transactions with related parties have been concluded at arm’s length.

76



HARDWARE WAREHOUSE LIMITED

NOTES TO THE COMPANY ANNUAL FINANCIAL STATEMENTS
for the year ended 30 June 2010

24,

RISK MANAGEMENT
Financial instrument risk exposure and management

Risk management is fundamental to the company’'s business and plays a crucial role in enabling
management to operate more effectively in a changing environment. Over time it has evolved into one of
the company’s core capabilities and is integral to the evaluation of strategic alternatives and the setting of
objectives, all within a risk management framework that ensures alignment with the company’s risk
appetite and overall strategy.

The approach followed by the company to manage risk is to ensure that all significant risks are identified
and managed. The company remains committed to the objective of increasing shareholder value by
developing and growing business that is consistent with the chosen risk appetite, and through building
more effective risk management capabilities.

The company’s trading and financing activities expose it to various financial risks that, if left unmanaged,
could adversely impact on current or future earnings. Although not necessarily mutually exclusive, these
financial risks include credit risk, liquidity risk and market risk, which comprises, interest rate risk.

This note describes the company’s overall risk management programme, focusing on the unpredictability
of the financial markets and how the company seeks to minimise the potential adverse effects on the
financial performance of the company. Further quantitative information in respect of these risks is
presented throughout these annual financial statements.

There have been no substantive changes in the company’s exposure to financial instrument risks, its
objectives, policies and processes for managing those risks or the methods used to measure them from
previous years, unless otherwise stated in this note.

Information disclosed has not been disaggregated as the financial instruments used by the company share
the same economic characteristic and market conditions with the exception of trade receivables and trade
payables.

Principal financial instruments

The principal financial instruments used by the company, from which financial instrument risk arises, are
as follows:

Trade and other receivables
Staff loans

Cash and cash equivalents
Receivables from related parties
Interest bearing borrowings
Trade and other payables
Related party loans

Bank overdraft

The directors have an overall responsibility for the determination of the company’s risk management
objectives and policies, and whilst retaining ultimate responsibility for them, they ensure that excess cash
as generated from operations is invested with recognised financial institutions. Finance is provided by
counterparties that are well-recognised financial institutions, and the company only trades with customers
of suitable credit worthiness. The executive directors, on a monthly basis, monitor their collections from
customers and movements in the prime lending rates. Risks are not hedged through the direct use of
derivatives or other financial instruments. Furthermore, financial instruments are not used for speculative
purposes.
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The overall objective of the board of directors is to set policies that seek to reduce risk that the company is
directly exposed to as far as possible without unduly affecting the company’s general business operations.

Categories of financial instruments

Loans and
receivables Total Fair value Type of risk
2010 R’000 R’000 R’000
Financial assets
Trade receivables 4,950 4,950 4,950 Credit risk
Interest rate risk
Staff loans 110 110 110 Credit risk
Interest rate risk
Cash and cash equivalents 3,661 3,661 3,661 Credit risk
Interest rate risk
Related party loans 34,556 34,556 34,556 Credit risk
Interest rate risk
Receivables from subsidiaries 1,553 1,653 1,553 Credit risk
Interest rate risk
Receivables from related parties 426 426 426  Credit risk
Interest rate risk
Total 45,256 45,256 45,256
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Loans and
receivables Total Fair value
2009 R’000 R’000 R’000 Type of risk
Financial assets
Trade receivables 4,414 4,414 4,414 Credit risk
Interest rate risk
Staff loans 164 164 164  Credit risk
Interest rate risk
Cash and cash equivalents 1,798 1,798 1,798 Credit risk
Interest rate risk
Related party loans 23,080 23,080 23,080 Credit risk
Interest rate risk
Receivables from 33 33 33  Credit risk
subsidiaries Interest rate risk
Receivables from related 9,531 9,531 9,531 Credit risk
parties Interest rate risk
Total 30,520 30,520 30,520
Amortised Total Fair value
2010 cost R’000 R’000 Type of Risk
R’000
Financial liabilities
Interest bearing borrowings 19,047 19,047 19,047 Cash flow risk
Interest rate risk
Liquidity risk
Trade and other payables 39,467 39,467 39,467 Cash flow risk
Interest rate risk
Liquidity risk
Related party loans 480 480 480 Cash flow risk
Liquidity risk
Payables from subsidiaries 536 536 536 Cash flow risk
Liquidity risk
Bank overdraft 15,448 15,448 15,448 Cash flow risk
Interest rate risk
Liquidity risk
Total 74,978 74,978 74,978
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Amortised cost Total Fair value

2009 R’000 R’000 R’000 Type of Risk

Financial liabilities

Interest bearing borrowings 22,211 22,211 22,211 Cash flow risk
Interest rate risk
Liquidity risk

Trade and other payables 41,776 41,776 41,776 Cash flow risk
Interest rate risk
Liquidity risk

Related party loans 2,815 2,815 2,815 Cash flow risk
Liquidity risk

Bank overdraft 10,355 10,355 10,355 Cash flow risk
Interest rate risk
Liquidity risk

Total 77,157 77,157 77,157

Credit risk

The company’s credit risk is mainly confined to the risk of customers defaulting on sales invoices raised
and loans to related parties. Any credit risk arising from cash deposits is deemed to be insignificant on the
basis that all relevant counterparties are recognised financial institutions. The company’s financial
instruments that are exposed to concentrations of credit risk consist primarily of trade and other
receivables, however this exposure is not considered excessive due to its diverse customer base and
product lines. The company has policies in place to ensure that all sales are made to customers with an
appropriate credit history. Trade debtors that are neither past due nor impaired are considered to be of a
high credit quality with a historic default rate of 1% (2009: 1%). The company does not request collateral
or other guarantees from existing or potential trade debtors, except where appropriate. To date, the
company does not hold any collateral with regards to trade and loans receivable. Credit risk relating to
staff loans is considered insignificant because the amounts are immaterial and repayments are recovered
monthly directly via the payroll. Credit risk relating to related parties is considered insignificant because
cash flow projections are prepared on an annual basis to ensure recoverability.

At each reporting date, the company determines on a case-by-case basis whether there is objective
evidence of an impairment loss. The following factors are considered in determining whether an
impairment loss should be provided for:

The number of days that the debt is in arrears

Whether the debtor has been liquidated or has closed down the business

If provisional liquidation has been sought against the debtor

Any litigation proceedings against the debtor and the likely outcomes

Any communication from the debtor indicating an inability to pay within the agreed credit terms
Any evidence of liquidity difficulties experienced by the debtor.

The company also provides for impairment losses on a general basis. Debts that are past due are
impaired based on evidence of the factors cited above. Impairment losses on trade receivables amounted
to R1 221 563 (2009: R631 412).
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The maximum exposure of financial assets to credit risk equates to the carrying amounts as presented on
the statement of financial position and notes thereto.

Of which  Of which is not impaired on the reporting
neither date but past due
impaired
nor past
due on
the Greater Greater Greater  Greater
Carrying reporting than than than than
2010 amount date 30days 60days 90days 120 days
R’000 R’000 R’000 R’000 R’000 R’000
Trade receivables
- Local 4,860 2,766 392 351 359 992
2009
Trade receivables
- Local 4,296 1,076 739 332 415 1,734
Financial assets that are individually impaired:
Impairment
Carrying loss
amount greater
before than 120 Carrying
impairment days amount
2010 R’000 R’000 R’000
Trade receivables
- Local 6,082 (1,222) 4,860
Impairment
Carrying loss
amount greater
before than 120 Carrying
impairment days amount
2009 R’000 R’000 R’000
Trade receivables
- Local 4,927 (631) 4,296

The company does not have any foreign trade receivables.
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Liquidity risk

Liquidity risk arises from the company’s management of working capital, the finance charges and the
principal repayments on the debt instruments as well as operating lease payments. It is the risk that the
company will experience financial difficulty in meeting its obligations as they fall due. Prudent liquidity risk
management implies maintaining sufficient cash, and the availability of funding through an adequate
amount of committed facilities. The company remains confident that the available cash resources and
borrowing facilities will be sufficient to meet its funding requirements. There have been no defaults or
breaches on the loans from interest bearing borrowings, related party loans, bank overdraft and trade
payables during the course of the financial year. Furthermore, no security has been provided on the trade
payables. Interest bearing borrowings have been secured with the related leased assets with a value of

R6 143 845 (2009: R5 580 102). The bank overdraft has been secured as detailed in note 8.

The following table presents the company’s outstanding contractual maturity profile for financial liabilities.
The analysis presented is based on the undiscounted contractual maturities of the company’s financial
liabilities.
Contractual maturity analysis:

Net undiscounted cash flow

Due on
demand/less Due between Due after 5
than 1 year year 2 to year 5 years Total
2010 R’000 R’000 R’000 R’000
Financial liabilities
Interest bearing borrowings 2,630 16,417 - 19,047
Related party loans 536 480 - 1,016
Trade and other payables 39,467 - - 39,467
Operating lease commitments 10,114 17,421 - 27,535
Bank overdraft 15,448 - - 15,448
Total 68,195 34,318 - 102,513
Total due
Due on
Due Due within Due Due demand /
Due on within within 20 within within 1 less than
demand 30days 60days days 120 days year 1 year
2010 R’000 R’000 R’000 R’000 R’000 R’000 R’000
Interest bearing borrowings - 219 219 219 219 1,754 2,630
Related party loans 411 125 - - - - 536
Trade and other payables 9,468 27,256 2,743 - - - 39,467
Operating lease
commitments - 843 843 843 843 6,742 10,114
Bank overdraft 15,448 - - - - - 15,448
25,327 28,443 3,805 1,062 1,062 8,496 68,195
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Net undiscounted cash flow

Due on
demand/less Due between Due after 5
than 1 year year 2 to year 5 years Total
2009 R’000 R’000 R’000 R’000
Financial liabilities
Interest bearing borrowings 3,376 18,835 - 22,211
Related party loans 2,815 - - 2,815
Trade and other payables 41,776 - - 41,776
Operating lease commitments 6,442 8,507 - 14,949
Bank overdraft 10,355 - - 10,355
Total 64,764 27,342 - 92,106
Total due
Due on

Due Due within Due demand /
Due on within within 90 Due after within1 less than

demand 30days 60days days 120 days year 1 year

2009 R’000 R’000 R’000 R’000 R’000 R’000 R’000
Interest bearing borrowings - 281 281 281 281 2,252 3,376
Related party loans - 2,815 - - - - 2,815
Trade and other payables 10,022 28,851 2,903 - - - 41,776

Operating lease
commitments 537 537 537 537 4,294 6,442
Bank overdraft 10,355 - - - - - 10,355
20,377 32,484 3,721 818 818 6,546 64,764
Market risk

Interest rate risk

Market risk arises as a result of the company’s use of variable interest rate borrowings and bank overdraft
carried at amortised cost. It is the risk that the future cash flows relating to a financial instrument will
fluctuate because of changes in interest rates. Future changes to the prime lending rates will have a direct
impact on the future cash payments towards the settlement of the financial obligations as well as the cash
receipts relating to related party receivables. The risk remains un-hedged at the reporting date. Exposure
to cash flow interest rate risk on financial assets and liabilities is monitored on a continuous basis. The
benefits of fixing or capping interest rates on the company's various financing activities is considered on a

case-by-case basis and project-by-project basis, taking the specific and overall risk profile into
consideration.

The company also holds cash and cash equivalents, which earns interest at variable rates and has
variable rate loans. Consequently, the company is exposed to cash flow risk.

Cash and cash equivalents comprise cash on hand and bank balances. Excess funds are deposited with

reputable financial institutions on a rate quotation basis. This ensures that the company earns the most
advantageous rates of interest available.
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25,

Sensitivity analysis

The company is sensitive to the movements in the ZAR interest rates which are the only interest rates to
which the company is exposed. The company has used sensitivity analysis techniques that measure the
estimated change to the statement of comprehensive income of an instantaneous increase or decrease of
2% (200 basis points) in market interest rates on financial liabilities and financial assets from the
applicable rate as at year end, for each class of financial instrument with all other variables remaining
constant. The calculations were determined with reference to the outstanding balances for the year. This
represents no change from the prior year in the method and assumptions used. This analysis is for
illustrative purposes only and represents management’s best estimate of reasonably possible changes in
interest rates.

2010 2009
After tax effect on profit & loss  After tax effect on profit & loss
2% Increase 2% Decrease 2% Increase 2% Decrease

R’000 R’000 R’000 R’000
Interest bearing borrowings (69) 69 (83) 83
Trade and other payables - - - -
Related party loans payable (26) 26 - -
Related party loans
receivable 488 (488) - -
Bank overdraft (161) 161 (137) 137

Capital risk management

The company’s objectives when managing capital are to safeguard the company’s ability to continue as a
going concern in order to provide returns for shareholders and benefits for other stakeholders.

In order to maintain or adjust the capital structure, the company may adjust the amounts of dividends paid
to shareholders, return capital to shareholders, issue new shares or sell assets to reduce debt.

There is no policy or objective in place to manage capital and therefore this is not measured, however, the
company is not subject to any externally imposed capital requirements.

TAXATION PAID

2010 2009

R’000 R’000
Balance at the beginning of the year (1,780) (4,124)
Current tax for the year (1,333) (4,245)
Balance at end of the year 2,507 1,780
(606) (6,589)
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SHAREHOLDER SPREAD

% of
Number of Number of issued
Range of shareholders shareholders % shares capital
1-999 4 1,50 2,180 0,01
1000 -9999 58 21,72 259,342 0,33
10 000 — 99 999 160 59,93 4,480,864 5,75
100 000 shares and over 45 16,85 73,157,614 93,91
Total 267 100,00 77,900,000 100,00
% of
Number of Number of issued
Category of shareholders shareholders % shares capital
Major shareholders (over 10 000 000
shares) - - - -
Directors 8 3,00 46,012,050 59,07
Other individuals and trusts 237 88,76 27,759,672 35,63
Institutions and other companies 22 8,24 4,128,278 5,30
Total 267 100,00 77,900,000 100,00
% of
Beneficial shareholders holding 5% Number of issued
or more of share capital shares capital
Shaun Craig Miller 6,042,700 7,76
Neville Woollgar as nominee for the
Hardware Warehouse Empowerment
Trust 6,500,000 8,34
Michael John Willard 6,282,107 8,06
IMJS Family Trust 9,092,500 11,67
lvan Merrick John Senar 13,203,500 16,95
Shaun Miller Family Trust 14,625,000 18,78
Total 55,745,807 71,56
% of
Number of Number of issued
Shareholder spread shareholders % shares capital
Public 254 95,13 20,837,950 26,75
Non-Public 2 0,75 8,500,000 10,91
Directors 8 3,00 46,012,050 59,07
Designated Advisors 3 1,12 2,550,000 3,27
Total 267 100,00 77,900,000 100,00
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Hardware Warehouse Limited

Incorporated in the Republic of South Africa
(Registration number 2007/004302/06)
Share code: HWW ISIN: ZAE000104253

(“Hardware Warehouse” or “the company” or “the group”)

NOTICE OF ANNUAL GENERAL MEETING

If you are in any doubt as to what action you should take in respect of the following resolutions, please
consult your Central Securities Depository Participant ("CSDP"), broker, banker, attorney, accountant or
other professional adviser immediately.

Notice is hereby given that the annual general meeting of shareholders of the company will be held at Charteris
& Barnes, 17 Vincent Road, Vincent, East London at 11h00 on Friday, 19™ November 2010 to conduct the
following business:

To receive, consider and adopt the annual financial statements of the company and the group for the financial
year ended 30 June 2010, including the directors' report and the report of the auditors therein.

To re-elect, lvan Merrick John Senar who, in terms of Article 117 of the company’s articles of association, retires
by rotation at this annual general meeting but, being eligible to do so, offers himself for re-election.

To re-elect, Lesley Rhind who, in terms of Article 117 of the company’s articles of association, retires by rotation
at this annual general meeting but, being eligible to do so, offers herself for re-election.

An abbreviated curriculum vitae in respect of each director offering himself for re-election appears on page 1 of
the annual report to which this notice is attached.

The reappointment of BDO South Africa Inc. as independent accredited auditors of the company (noting that Mr N
Griffith is the individual accredited auditor of that firm who will undertake the audit) for the period until the next
annual general meeting of the company.

As special business, to consider and, if deemed fit, to pass, with or without modification, the following resolutions:

ORDINARY RESOLUTION NUMBER 1
Control of authorised but unissued ordinary shares

“‘Resolved by way of a general authority that the authorised but unissued ordinary shares in the capital of
Hardware Warehouse Limited (“the company”) be and are hereby placed under the control and authority of the
directors of the company ("directors"), until the conclusion of the next annual general meeting of the company,
and that the directors be and are hereby authorised and empowered to allot and issue all or any of such ordinary
shares, or to issue any options in respect of all or any of such ordinary shares, to such person/s on such terms
and conditions and at such times as the directors may from time to time and in their discretion deem fit, subject
to the provisions of sections 221 and 222 of the Companies Act, 1973 (Act 61 of 1973), as amended, the articles
of association of the company and the Listings Requirements of JSE Limited from time to time.”
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ORDINARY RESOLUTION NUMBER 2
Approval to issue ordinary shares, and to sell treasury shares, for cash

“‘Resolved that the directors of Hardware Warehouse Limited (“the company”) and/or any of its subsidiaries from
time to time be and are hereby authorised, by way of a general authority, to -

. allot and issue, or to issue any options in respect of, all or any of the authorised but unissued ordinary
shares in the capital of the company; and/or

. sell or otherwise dispose of or transfer, or issue any options in respect of, ordinary shares in the capital
of the company purchased by subsidiaries of the company,

for cash, to such person/s on such terms and conditions and at such times as the directors may from time to time
in their discretion deem fit, subject to the Companies Act, 1973 (Act 61 of 1973), as amended, the articles of
association of the company and its subsidiaries and the Listings Requirements of JSE Limited (“the JSE Listing
Requirements”) from time to time.

The JSE Listings Requirements currently provide, inter alia, that:

. the securities which are the subject of the issue for cash must be of a class already in issue, or where
this is not the case, must be limited to such securities or rights that are convertible into a class already in
issue;

. any such issue may only be made to "public shareholders" as defined in the JSE Listings Requirements

and not to related parties;

. the number of ordinary shares issued for cash shall not in any one financial year in the aggregate
exceed 50% (fifty percent) of the number of issued ordinary shares. The number of ordinary shares
which may be issued shall be based, inter alia, on the number of ordinary shares in issue, added to
those that may be issued in future (arising from the conversion of options/convertibles) at the date of
such application, less any ordinary shares issued, or to be issued in future arising from
options/convertible ordinary shares issued during the current financial year; plus any ordinary shares to
be issued pursuant to a rights issue which has been announced, is irrevocable and is fully underwritten,
or an acquisition which has had final terms announced;

. this general authority will be valid until the earlier of the company's next annual general meeting or the
expiry of a period of 15 (fifteen) months from the date that this authority is given;

. an announcement giving full details, including the impact on net asset value per share, net tangible asset
value per share, earnings per share and headline earnings per share and, if applicable, diluted earnings
and headline earnings per share, will be published when the company has issued ordinary shares
representing, on a cumulative basis within 1 (one) financial year, 5% (five per cent) or more of the
number of ordinary shares in issue prior to the issue;

. in determining the price at which an issue of ordinary shares may be made in terms of this authority, the
maximum discount permitted will be 10% (ten per cent) of the weighted average traded price on the JSE
Limited of the ordinary shares over the 30 (thirty) business days prior to the date that the price of the
issue is agreed between the issuer and the party subscribing for the securities; and
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. whenever the company wishes to use ordinary shares, held as treasury stock by a subsidiary of the
company, such use must comply with the JSE Listings Requirements as if such use was a fresh issue of
ordinary shares."

Under the JSE Limited (“the JSE”) Listings Requirements, Ordinary Resolution Number 2 must be passed by a
75% (seventy five) majority of the votes cast in favour of the resolution by all members present or represented by
proxy at the annual general meeting.

SPECIAL RESOLUTION NUMBER 1
General approval to acquire shares

“‘Resolved, by way of a general approval that Hardware Warehouse Limited (“the company”) and/or any of its
subsidiaries from time to time be and are hereby authorised to acquire ordinary shares in the company in terms
of sections 85 to 89 of the Companies Act, 1973 (Act 61 of 1973), as amended, the articles of association of the
company and its subsidiaries and the Listings Requirements of JSE Limited (“the JSE”) from time to time.

The JSE Listings Requirements currently provide, inter alia, that:

. the acquisition of the ordinary shares must be effected through the order book operated by the JSE
trading system and done without any prior understanding or arrangement between the company and the
counter party;

. this general authority shall only be valid until the earlier of the company's next annual general meeting or
the expiry of a period of 15 (fifteen) months from the date of passing of this special resolution;

. in determining the price at which the company's ordinary shares are acquired in terms of this general
authority, the maximum premium at which such ordinary shares may be acquired will be 10% (ten per
cent) of the weighted average of the market value at which such ordinary shares are traded on the JSE,
as determined over the 5 (five) business days immediately preceding the date on which the transaction
is effected;

. the acquisitions of ordinary shares in the aggregate in any one financial year may not exceed 20%
(twenty per cent) of the company's issued ordinary share capital;

. the company or its subsidiaries may not acquire ordinary shares during a prohibited period as defined in
paragraph 3.67 of the JSE Listings Requirements;

. the repurchase of ordinary shares may only be undertaken if, after such repurchase, the company will
still comply with paragraphs 3.37 to 3.41 of the JSE Listing Requirements concerning shareholder
spread;

. an announcement will be published once the company has cumulatively repurchased 3% (three per

cent) of the number of the ordinary shares in issue at the time this general authority is granted ("initial
number"), and for each 3% (three percent) in aggregate of the initial number acquired thereafter; and

. at any point in time, the company may only appoint one agent to effect any acquisition/s on its behalf."
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Reason for and effect of Special Resolution Number 1
The reason for and effect of this special resolution number 1 is to obtain an authority for, and to authorise, the
company and the company's subsidiaries, by way of a general authority, to acquire the company's issued

ordinary shares.

It is the intention of the directors of the company to use such authority should prevailing circumstances (including
tax dispensations and market conditions) in their opinion warrant it.

Other disclosure in terms of Section 11.26 of the JSE Listings Requirements

The JSE Listings Requirements require the following disclosure, which are contained in the annual report of
which this notice forms part:

- directors and management — page 5;

- major shareholders of Hardware Warehouse Limited — page 86;

- directors' interests in securities — page 11; and

- share capital of the company — page 67.
Material change
Other than the facts and developments reported on in the annual report, there have been no material changes in
the affairs or financial position of the company and its subsidiaries since the company’s financial year end and
the date of this notice.

Litigation Statement

There are no legal or arbitration proceedings, pending or threatened, of which the company is aware, that may
have or have had in the last 12 months, a material effect on the company’s financial position.

Directors' responsibility statement

The directors, whose names are given on page 5 of the annual report, collectively and individually accept full
responsibility for the accuracy of the information pertaining to special resolution number 1 and certify that to the
best of their knowledge and belief there are no facts in relation to special resolution number 1 that have been
omitted which would make any statement in relation to special resolution number 1 false or misleading, and that
all reasonable enquiries to ascertain such facts have been made and that special resolution number 1 together
with this notice contains all information required by law and the JSE Listings Requirements in relation to special
resolution number 1.
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Adequacy of working capital

At the time that the contemplated repurchase is to take place, the directors will ensure that after considering the
effect of the maximum repurchase and for a period of twelve months after the date of this notice of annual
general meeting:

- the company and its subsidiaries will be able to pay their debts as they become due in the ordinary
course of business;

- the consolidated assets of the company and its subsidiaries, fairly valued in accordance with
International Financial Reporting Standards, will be in excess of the consolidated liabilities of the
company and its subsidiaries;

- the issued share capital and reserves of the company and its subsidiaries will be adequate for the
purpose of the ordinary business of the company and its subsidiaries; and

- the working capital available to the company and its subsidiaries will be sufficient for the group’s
requirements.

The company may not enter the market to proceed with the repurchase until its Designated Adviser, Merchantec
Capital, has discharged of all of its responsibilities in terms of the JSE Listings Requirements insofar as they

apply to working capital statements for the purposes of undertaking an acquisition of its issued ordinary shares.

ORDINARY RESOLUTION NUMBER 3
Signature of documents

“‘Resolved that each director of Hardware Warehouse Limited (“the company”) be and is hereby individually
authorised to sign all such documents and do all such things as may be necessary for or incidental to the
implementation of those resolutions to be proposed at the annual general meeting convened to consider this
resolution which are passed, in the case of ordinary resolutions, or are passed and registered by the Companies
and Intellectual Property Registration Office, in the case of special resolutions.”

Other business

To transact such other business as may be transacted at the annual general meeting of the company.

Voting and proxies

A shareholder entitled to attend and vote at the annual general meeting is entitled to appoint a proxy or proxies
to attend, speak and vote in his/her stead. A proxy need not be a member of the company. For the convenience
of registered members of the company, a form of proxy is enclosed herewith.

The attached form of proxy is only to be completed by those ordinary shareholders who:

. hold ordinary shares in certificated form; or

. are recorded on the sub-register in “own name” dematerialised form.
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Ordinary shareholders who have dematerialised their ordinary shares through a CSDP or broker without "own
name" registration and who wish to attend the annual general meeting, must instruct their CSDP or broker to
provide them with the relevant Letter of Representation to attend the meeting in person or by proxy and vote. If
they do not wish to attend in person or by proxy, they must provide the CSDP or broker with their voting
instructions in terms of the relevant custody agreement entered into between them and the CSDP or broker.

Proxy forms should be forwarded to reach the transfer secretaries, Computershare Investor Services

(Proprietary) Limited, at least 48 hours, excluding Saturdays, Sundays and public holidays, before the time of the
meeting.

By order of the Board

S

Mr I W Wait

Company Secretary

13 October 2010

East London
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Hardware Warehouse Limited
Incorporated in the Republic of South Africa

(Registration number 2007/004302/06)
Share code: HWW  ISIN: ZAE000104253

(“Hardware Warehouse” or “the company” or “the group”)

Form of proxy

For use only by ordinary shareholders who:
. hold ordinary shares in certificated form (“certificated ordinary shareholders”); or

. have dematerialised their ordinary shares (“dematerialised ordinary shareholders”) and are registered with
"own-name" registration,

at the annual general meeting of ordinary shareholders of the company to be held at Charteris & Barnes, 17
Vincent Road, Vincent, East London, at 11h00 on Friday, 19™ November 2010.

Dematerialised ordinary shareholders holding ordinary shares other than with "own-name" registration who wish
to attend the annual general meeting must inform their Central Securities Depository Participant (“CSDP”) or
broker of their intention to attend the annual general meeting and request their CSDP or broker to issue them
with the relevant Letter of Representation to attend the annual general meeting in person or by proxy and vote. If
they do not wish to attend the annual general meeting in person or by proxy, they must provide their CSDP or
broker with their voting instructions in terms of the relevant custody agreement entered into between them and
the CSDP or broker. These ordinary shareholders must not use this form of proxy.

[/We (BLOCK LETTERS please)

Of (address)
Telephone work () Telephone home ()
being the holder/custodian of | ordinary shares in the capital of the company do

hereby appoint (see note):

1. or failing him / her,

2. or failing him / her,

3. the chairman of the meeting,

as my/our proxy to attend and act for me/us on my/our behalf at the annual general meeting of the company
convened for purpose of considering and, if deemed fit, passing, with or without modification, the special and
ordinary resolutions to be proposed thereat ("resolutions") and at each postponement or adjournment thereof
and to vote for and/or against such resolutions, and/or abstain from voting, in respect of the ordinary shares in
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the issued share capital of the company registered in my/our name/s in accordance with the following
instructions:

Number of ordinary shares

For Against Abstain

1. To receive, consider and adopt the annual financial
statements of the company and group for the financial
year ended 30 June 2010

2. To approve the re-election as director of Mr IMJ
Senar who retires by rotation

3. To approve the re-election as director of Ms LA Rhind
who retires by rotation

4, To approve the reappointment of BDO South Africa
Inc. as auditors of the company

5. Ordinary Resolution Number 1

Control of authorised but unissued ordinary shares

6. Ordinary Resolution Number 2

Approval to issue ordinary shares, and to sell treasury
shares, for cash

7. Special Resolution Number 1

General approval to acquire shares

8. Ordinary Resolution Number 3

Signature of documents

Please indicate instructions to proxy in the space provided above by the insertion therein of the relevant number
of votes exercisable.

A member entitled to attend and vote at the annual general meeting may appoint one or more proxies to attend
and act in his stead. A proxy so appointed need not be a member of the company.

Signed at on 2010

Signature

Assisted by (if applicable)

Each ordinary shareholder is entitled to appoint one or more proxies (who need not be a shareholder of the
company) to attend, speak and vote in place of that shareholder at the annual general meeting.
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Notes
The form of proxy must only be completed by shareholders who hold shares in certificated form or who are
recorded on the sub-register in electronic form in "own name".

All other beneficial owners who have dematerialised their shares through a CSDP or broker and wish to attend
the annual general meeting must provide the CSDP or broker with their voting instructions in terms of the
relevant custody agreement entered into between them and the CSDP or broker.

A shareholder entitled to attend and vote at the annual general meeting may insert the name of a proxy or the
names of two alternate proxies of the shareholder’s choice in the space provided, with or without deleting “the
chairperson of the meeting”. The person whose name stands first on this form of proxy and who is present at the
annual general meeting will be entitled to act as proxy to the exclusion of those proxy(ies) whose names follow.

A shareholder is entitled to one vote on a show of hands and, on a poll, one vote in respect of each ordinary
share held. A shareholder’s instructions to the proxy must be indicated by the insertion of the relevant number of
votes exercisable by that shareholder in the appropriate space provided. If an “X” has been inserted in one of the
blocks to a particular resolution, it will indicate the voting of all the shares held by the shareholder concerned.
Failure to comply with this will be deemed to authorise the proxy to vote or to abstain from voting at the annual
general meeting as he/she deems fit in respect of all the shareholder's votes exercisable thereat. A shareholder
or the proxy is not obliged to use all the votes exercisable by the shareholders or by the proxy, but the total of
the votes cast and in respect of which abstention is recorded may not exceed the total of the votes exercisable
by the shareholder or the proxy.

A vote given in terms of an instrument of proxy shall be valid in relation to the annual general meeting
notwithstanding the death, insanity or other legal disability of the person granting it, or the revocation of the
proxy, or the transfer of the ordinary shares in respect of which the proxy is given, unless notice as to any of the
aforementioned matters shall have been received by the transfer secretaries not less than forty-eight hours
before the commencement of the annual general meeting.

If a shareholder does not indicate on this form that his/her proxy is to vote in favour of or against any resolution
or to abstain from voting, or gives contradictory instructions, or should any further resolution(s) or any
amendment(s) which may properly be put before the annual general meeting be proposed, such proxy shall be
entitled to vote as he/she thinks fit.

The Chairperson of the annual general meeting may reject or accept any form of proxy which is completed
and/or received other than in compliance with these notes.

A shareholder’s authorisation to the proxy including the chairperson of the annual general meeting, to vote on
such shareholder’s behalf, shall be deemed to include the authority to vote on procedural matters at the annual
general meeting.

The completion and lodging of this form of proxy will not preclude the relevant shareholder from attending the
annual general meeting and speaking and voting in person thereat to the exclusion of any proxy appointed in
terms hereof.

Documentary evidence establishing the authority of a person signing the form of proxy in a representative
capacity must be attached to this form of proxy, unless previously recorded by the company’'s transfer
secretaries or waived by the chairperson of the annual general meeting.
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A minor or any other person under legal incapacity must be assisted by his/her parent or guardian, as
applicable, unless the relevant documents establishing his/her capacity are produced or have been registered by
the transfer secretaries of the company.

Where shares are held jointly, all joint holders are required to sign.

Forms of proxy should be lodged with or mailed to the transfer secretaries, Computershare Investor Services
(Proprietary) Limited:

Hand deliveries to: Postal deliveries to:
Computershare Investor Services Computershare Investor Services
(Proprietary) Limited (Proprietary) Limited

Ground Floor, 70 Marshall Street PO Box 61051

Johannesburg, 2001 Marshalltown, 2107

to be received by no later than 11:00am on Wednesday, 17" November 2010 (or 48 hours before any
adjournment of the annual general meeting which date, if necessary, will be notified on SENS).

A deletion of any printed matter and the completion of any blank space need not be signed or initialled. Any
alteration or correction must be signed and not merely initialled.
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