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Topps Tiles (Topps) is Britain's biggest ceramic tile and wood
flooring specialist with 220 stores throughout the UK, and with
a controlled opening programme of 24 new stores per annum,
the UK store target of 350 stores is well within reach.

Topps’ record since flotation in 1997 is excellent with earnings
per share showing over 42% annual compound growth over
the past seven years and with our dominant market position,
more new stores and a growing market, the Board expects
a continued build in shareholder value.

~growth!

COMPANY OF THE YEAR




4 Store Locations

Central Region
Aston
Banbury
Bedtord

* Binley
Baoston
Burton
Bury St Edmunds
Cambridge
Cannock
Colchesler
Coventry
Derby
Derby 2
Erdingion
Great Yarmouth
Grove Park
Hereford
Ipswich
Kidderminsler
Kings Heath
Kings Lynn
Leicester
Lincatn
Lulon
Mansfield m
Marilesham

* Milten Keynes
Newcastle-U-Lyme
Newark
Northampion
Norwich
Notlingham
Oldbury
Peterborough
Sheldon
Shrewsbury
Salihylt
Slafford
Sloke on Trent
Stratford-upon-Avon &
Tamworlh
Telford
Wellingborough ®
West Bromwich
Wolverhampten

* Worcesler

London and

Thames South
Basildon
Becklon
Bexhill
Braintree m
Brentwood @
Brighton
Broadstais
Canterbury
Catford
Chariton
Cheam m
Chelmstord
Chingford
Colindale
Crayford
Croydon
Dagenham
Easibourne

Edmonton
Eltham
Farnborpugh
Farnham m
Fulham
Gatwick
Gunnersbury
Guildford
Harlow
Hedgend m
liford

Isle of Wight
Mawdstone
Mitcham

New Southgate
Mewbury

Old Kent Road
Crpington
Penge
Porlsmauth
Raynes Park
Rayleigh
Reading
Richmond m
Romford
Sittingbourne
Slough
Southall
Southampton
Southend
Stamford Hill
Sudbury m
Swindon
Tonbridge
Tunbridge Wells
Twickenham
Uxbridge
Vauxhall
Waltham Cross
Watford
Wembley
West Wickham B

*

Stockport
Warrington
Widnes
Wigan
Wrexham m

MNorth
Barrow-in-Furness
Carlisle
Cheslerfield
Durham
Harrogate
Hudderstield
Dewsbury B
Leeds

Hull
Sheffield m
Stockion
Sunderland
Tyneside
Wakefigld
York W

Scotfand
Aberdeen
Dundec |
Edinburgh
Falkirk
Glasgow
Greenock
Hiflington
Inverness
Linwood
Perlh
Rutherglen
Wishaw

South West
Barnstaple
Basingsloke
Bournemoulh o

North West Bridgend

Aintreg Bridgewater B
Blackburm m Bristol

Blackpool Cardiff

Bollon Cheltenham
Cheadle Christchurch
Chester Cribbs Causeway
Chester 2 Exeter

Chorley Gloucester
Cleveleys Hengiove m
Crewe taunceston m
Failswarlh Merthyr Tydfill @
Flint Newport
Liverpool Plymaouth
Macclesiield Poole
Morecambe Salisbury
Northwich m Swansea
Oldham Taunton
Ormskirk Torquay

Preston weston-Super-Mare
Rhyl m Winchester

Sale Yeovil

Salford

Snipe {Audanshaw)

St Helens B New slare 2003/04

Stores at beginning of period 160
New stores opened 24
*Transfer from TCH 4
Sub-total 188
Closures 1)
Total 187

* TCH - Tile Clearing House



Stores at beginning of period 36
New siores opened 3
Transfer to Topps (&)
Sub-total 35
Closures (2}
Total 33

Gentral Region
Aylesbury W
Cambridge

Fenlon

Great Barr
Leicester
Northampton m
MNottingham
Pelerborough
Stoke-on-Trent

London and Thames South
Barking

Beckanham

Charlicn

Harlow

New Southgale

Qrpinglon

Swindon

Wembley

North West
Belton
Cheadle
Crasby
Maghull
Oldham
Preslon
Stockport
Wigan

North
Bradford
Darlington
Dorcaster
Hull
Sheffield

Scotland
Aberdeen

South West
Bournemoulh
Exeter

m New store 2003/04



Financial Highlights

m Net 24 new stores opened

* comparatives are made to the unaudited information for the 52 weeks ended
27 September 2003 {See Profit and Loss Account).

¥ adjusted for share sub-divisicn of 5:1 in May 2004
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IFC STORE LOGCATIONS

The Group has continued to deliver excellent results 01 FINANGIAL HIGHLIGHTS
02 CHAIRMENS' STATEMENT
across a” areas. 04 STRATEGY STATEMENT

06 CPERATING AND FINANCIAL REVIEW
14 CORPORATE AND

53 weeks results to 2 Octoher 2004 SOCIAL RESPONSIBILITY

18 EXECUTIVE DIRECTORS

m Group turnover increased by 32.5%* to £157.6 million 19 NON-EXECUTIVE DIRECTORS
L. 20 OPERATIONAL DIREGTORS
m Group gross margin increased to 60.5% (2003: 57.5%%) 22 DIRECTORS AND ADVISORS
. 23 DIRECTORS' REPORT
m Operating costs decreased as a percentage of Group 25 CORPORATE GOVERNANGE STATEMENT
turnover to 39.9% (2003: 41 _g%*) 27 DIRECTORS' REMUNERATION AEPORT
. . . 32 INDEPENDENT AUDITORS' REPORT
m Profit before tax increased by 78.9%* to £33.8 million 34 CONSOLIDATED PROFIT
AND LOSS ACCOUNT
m Profit before tax margin increased to 21.4% (2003: 15.9%%*) 36 PALANCE SHEETS
36 CONSOLIDATED CASH FLOW STATEMENT
m Basic earnings per share increased by over 94% to 37 NOTES TO THE FINANGIAL STATEMENTS
. * ¥ 55 FIVE YEAR RECORD
1 1 30 pence (2003 582 pence) 56 NOTICE OF ANNUAL GENERAL MEETING
m Dividend policy changed to 1.41 times cover from 5 O ANNUAL GENEAAL waema T
1.67 times cover at 27 September 2003 61 FINANCIAL CALENDAR — KEY DATES
62 THE TEAM
m A final net dividend of 6.00 pence per share to be paid T .
ro
on 31 January 2005 urnover {m}
m The full period dividend of 8.00 pence per share is an

increase of over 130%*

m Net cash position of £23.1 million

11 stores now trading in Holland (2003: 8 stores)

0 1 Source: see page 9.




Chairmens’ Statement

We enjoy the market leading position as a
specialist for ceramic tiles in the UK and have
emerged this year as a truly recognised brand.

We are pleased to report another record
performance for the Group underpinned

by a strong financial positicn. Since flotation

in 1997 we have achieved consistent double
digit growth in both turnover and profits whilst
keeping tight controls over costs. The key to our
continued sUccess is our commitment to the
highest levels of customer service and baoth
the range and quality of products that we offer,

This period saw the completion and cpening
of our new purpose built distribution and
marketing centre at Grove Park in Leicestershire.
The new facility was officially opened on

28 May 2004 by the Right Honourable

Patricia Hewitt, Secretary of State for

Trade and Industry.

This now gives us the capacity to achieve our
target of over 350 stores on the UK mainland
and also to distribute mare product curselves
thereby cutting down on the number of third
party distributors that we use.

The new distribution and marketing centre
at Grove Park, Leicestershire
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Stuart Williams Barry Bester

Financial results*

Group turnover has increased by 32.5% over
the period to £157.6 million with profit before
tax increasing by over 78% to £33.8 million,

We again experienced strong growih in
like-for-like sales for the period of 21.5%
demenstrating the strength of our brand

and the underlying continued growth in the
ceramic tile and laminate and wood flooring
markets. This is particularly encouraging given
that prior period like-for-like sales growth was
challenging at over 15%.

Cur business is highly cash generative and
at the period end we had net cash balances
of £23.1 millicn.

* Comparalives are made up of the unaudited proforma

information far the 52 weeks ended 27 Seplember 2003
{See Profit and Loss Account).




The key to our continued success is our commitment
to the highest levels of customer service and both
the range and quality of products that we offer.

Dividend

The Board is commitied to a progressive
dividend policy and is recommending a final
dividend of 6.00 pence per share, which
together with the interim dividend of 2.0C pence
per share, brings the total dividend for the
period to 8.00 pence per share, an increase
of over 130% comparsd to the unaudited
proforma dividend for the 52 week period to
27 September 2003. The dividend will be paid
on 31 January 2005 to all shareholders on the
register as at 14 January 2006.

People

During the pericd we created a further 181 new
jebs through our expansion programme and
we are delighted to have this opportunity to
welcome those who have joined our team

as well as to thank ali our people for their
individual centribution to ancther record

set of results.

* comparalives are made to the unaudited information for
the 52 weeks ended 27 Scptember 2003 (See Profit and
Loss Agcount}.
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Outlook

We enjoy the market leading position as a
specialist for ceramic tiles in the UK and we
have emerged this year as a truly recognised
national brand.

We are confident that we have the right
strategies, management and people to deliver
ancther period of growth and progress for
Topps Tiles Plc.

Stuart Williams
Executive Co-Chairman

Barry Bester
Executive Co-Chairman

Summary

m We now trade
from 220 stores
throughout the UK
and eleven stores
in Holland

| Group turmnover
increased by 32.5%*
to £157.6 million

m Profit before tax
increased by
over 78%* to
£33.8 million

m We remain
confident that we
can continue to
grow the business

Overall sales and
like-for-like sales growth (%)

Source: see page 9.




Strategy Statement

Our success is built on four key cornerstones:

Customer
service

1. Customer service

We always aim to provide high levels of
customer service across both our brands
and train all our staff at our own national and
regional training centres and through our
e-learning tile training college. Customer
satisfaction is our number one priority and
it is our policy to be honest, helpful and
knowledgeable but never, never pushy.

in store we provide a range of services offering
practical support at every stage of the job
which includes Loan-a-Tile, free "How to”
video or DVD, tile cutting service and our
buy-back service which allows undamaged
stock tles to be returned within 28 days for
a full refund.

Topps Tiles Plc Annual Report and Financial Statements 2004

Store
locations

2. Store locations

Our stores in the main are not located cn high
streets or large retail parks but can be found
cn highly visible destination sites on or close
to busy reads with parking tacilities outside,
Our controlied expansion is taking us across
the UK and a full list of stores can be found
at the beginning of this report or on our
website al www.toppstiles.co.uk.

Our stores trade seven days & week on
Monday to Saturday opening from 8.00am to
6.00pm and on Sundays either 10.00am to
4.00pm or 11.00am to 5.00pm, with a number
of larger stores cpening until 8.00pm during
the week.




Stock
availability

3. Stock availability

Stock is absolutely key to our success and
across both Tile Clearing House and Topps
Tiles you will find the best the worid has to
offer in wall and flocr tiles, natural stone,
laminate and real wood flooring. Every store
cairies a huge number of linas in stock with
replenishments arriving twice a week from
our new distribution and marketing centre
in Leicestershire.

Over 80% of our tiles are imported from around

the world to bring customers the very best
choice, quality and value.
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Store
layout

4, Store layout

Our average size store is just over 6,400
square feet. They are laid out in an easy to
navigate mini warehouse style with wide aisles
{o accommodate prams and pushchairs.

The stores are well lit and customer friendly
with a huge choice of products merchandised
with colouriul displays and informative
point-of-sale and with pricing informaticn
clearly displayed.

Summary

8 New e-learning
college

m New central
warehouse up
and running

m Qver 350 stores
planned

m [mporting product
from around the
world

& Mini warehouse
style store layout

m Huge choice of
product

Number of stores at the
financial period end




Operating and Financial Review

Topps has had another excellent period
of strong sales and profit growth.

Operating review

Store openings

Qur controiled store opening programme
continues with 27 new stores (24 Topps and 3

Tile Clearing House) opened in this financial year.

This now gives us an overall total of 220 trading
stores (187 Topps and 33 Tile Clearing House)
with three stores being closed or relocated giving
us a net 24 new stores opened in the period. We
have re-fitted 14 outlets in line with our policy of
continuous review to ensure we achigve the
maximum pctential from our sites, We now
have 89 stores with our tile studio concept of
extra choice of up-market tiles available on a
special order basis and 16 floorstores with an
enhanced stock range of taminate and real
wood flooring.

The rollout of the Stoneworks concept within
the stores conlinues as consumers' appetite
for natural product grows. This area of the
market is growing rapidly and we are well
placed to take advantage of this trend with
17 stores now open.

New distribution and marketing centre

We successiully completed the move to our
new central distribution and marketing centre
in Aprl this year, without any disruption to
trading. The tripling of capacity will be sufficient
to take us from our current store number of
220 thraugh to our stated target of over 350
stores in the UK
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Nicholas Ounstead Andrew Liggelt

Holland

We now have a iotal of eleven stores trading
in Holland under our 50/50 joint venture
including three new stores opened in the
period. It is our intention to open a further
two stores in the next financial period.

Marketing and advertising

We operate two brands in the market,
Topps Tiles and Tile Clearing House. Topps
is Britain's biggest tile and wood flooring
specialist group with the largest choice in
the UK to suit all tastes and budgets.

Tile Clearing House is a true “cash and carry”
tile store sglling end of lines, job lots and
seconds, appealing to small builders, local
contractors and bulk purchasers.

Over the past 18 months, Topps has
undertaken a significant programme of
sponsorships across various broadcast
channels including GMTV Naticnal Weathar,
UK Style and Carlton Weather.

Customer service

Across both our brands, we differentiate
ourselves from the compelition not only by
the range and avaitability of our stock but
also, most importantly, by the standard of
customer service provided by our high guality,
well trained stafl.




Customer service {continued)

We have a teamwork policy at Topps of which
training is a key feature. We train all staff on
both existing and new product and procedure
developments within the business thus
equipping them with the necessary tool kit

to serve our customers. We have our own
training department and training centres along
with in-store training via our e-learning
software and our radio station Tiles FM.

The market

The tile market continues to grow with the
non-contract sector estimated at 43.1 million
square metres (source MSI*) for 2004, Growth
is forecast to reach 54.5 million sguare metres
by 2008, an increase of 26%.

The UK has traditionally had a very low usage
per capita of ceramic tiles compared with our
Furopean neighiours but this is now
changing with tiles becoming increasingly
more popular. The continued growth in the
market is driver: by a number of facters, in
particular the increase in second bathrooms
and shower areas, conservatories and utility
rooms and the trend for larger kitchens at the
expense of formal dining rooms.

Consumers today are increasingly aware of

health and hygiene issues in the home and are

replacing traditional scft flooring products with
easy to clean ceramic floor tiles or wood and

MSI - Marketing Strategies for Industry
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laminate flooring. There is also an increase
in the use of under floor heating systems
in family rooms where hard flooring is now
becoming more popular.

The Alliance & Leicester's Moving Improving
Index revealed that Britons were forecast to
spend a record £17 billion on their homes
during summer 2004. A record number of
people are getting into DIY, more are planning
serious projects and the average expenditure
on DIY will rise by 23% during surmmer 2004.

Current trading

In the first seven weeks of the new financial
period we have recorded a like-for-like sales
increase of gver 16% and overall sales have
increased by over 25%.

This period's target expansion is for another
net 24 new stores and we have already
opened steres in Barnsley, Edinburgh,
Clacton and Camberley.

Topps has had another excellent period of
strong sales and profit growth. The first few
weeks of the new financial period have begun
well and we are confident of delivering
continued growth to our shareholders.

Summary

m Net 24 new
stores opened

m Current trading
like-for-like sales
growth of over
16% for the first
seven weeks

m Current overall
sales growth of
over 25% for the
first seven weeks

m Continued TV
sponsorships

m Market to grow 26%
over next four years

Gross margin (%)

Source: see page 9.




27 stores opened this year...
our controlled expansion
continues with 220 stores now
trading throughout the UK.




Operating and Financial Review (continued)

Financial review*

Profit and Loss Account

Turnover

During the period Group turnover increased
by 32.5% 1o £157.6 million from £118.9 millien
last year. Like-for-like sales increased by 21.5%,
with new store openings contributing a further
8.2% increase, with the remaining 2.8%
increase due to the 53rd week in this period.

Gross margin

Overall gross margin was 60.5% compared
to 57.5% last year. At the interim point of this
period gross margin was 59.4%. The second
half has shown a gross margin of 61.5%.

Operating expenses
Costs as a percentage of sales were 39.9%
compared to 41.8% last year.

This reduction is mainly due to the economies
of scale that the business is now benefiting
from as it continues to grow.

Profit before tax

We have achieved an overall increase in profit
before tax of 78.9% to £33.8 million compared
to a profit before tax of £18.9 million last year.

*Comparatives are made up of the unaudited proforma
information for the 52 weeks ended 27 September 2003
(See Profit and Loss Account).
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Profit before tax margin

Group profit before tax margin has increased
to 21.4% from 15.9% last year. This increase
of 5.5 percentage points has been achieved
primarily by an increase in gross margin

of 3.0 percentage points and a reduction in
operating costs of 2.0 percentage polnts with
the remainder being reflected in the profit on
disposal of fixed assets and interest receivabie,

Taxation

The effective rate of Corporation Tax was 24.1%
(69 weeks ended 27 September 2003: 30.4%)
and we continued to fully provide for deferred
taxation in line with FRS19.

The effective rate of tax for this financial period
has been favourably affected by a statutory
deduction for share options exercised of 4.2%.

Gharts

Financial information in the charts displayad
on pages 1,.3,7.9,11 and 13 is based on the
Annual Report and Financial Statements for
the 53 week periods ended 3 June 2000 and
2 October 2004, and the 52 week periods
ended 2 June 2001 and 1 June 2002 and
the proforma unaudited statements for the
52 week period ended 27 September 2003.

Summary*

B Like-for-like sales
growth of 21.5%

m Gross margin
60.5%

B Profit before tax
up 78.9%

B Basic earnings per
share up 94.2%

m Dividend cover
reduced to
1.41 times

m Dividend payout
up 130%

Profit before tax (Em)

Source: see page 9.




Consistent growth in sales requires
consistent delivery of product.
Our new central distribution and
marketing centre comprises
105,000 square feet.

Topps Tiles Plc Annual Report and Finandial Statements 2004 I 0




Operating and Financial Review (continued)

Financial review (continued)
Earnings and dividends

Our earnings per shara has grown to
11.30 pence compared to 5.82 pence
last year, an increase of 94.2%.

The Beard is recommending a final dividend
of 6.00 pence per share, which will give a
total dividend for the pericd of 8.00 pence
compared to 3.48 pence last year, an increase
of 130%. This gives a dividend cover of

1.471 times compared to 1.67 times for the

63 week period ended 27 September 2003,
The Board is confident in this further reduction
in cover as the business continues to
demoenstrate its ability to generate free

cash and considers this reduction to be

a sustainable level,

Balance Sheet
Fixed assets

Capital expenditure in the pericd amounted

to £11.7 million. This reflects the cost of
acquirng two freehold sites for £0.8 mitlion,
further development costs on four sites of

£1.1 million and the completion costs of the new
distribution and marketing centre of £5.1 million.

We have alsc opened 27 new stores at a

cost of £2.3 millien and undertaken major
refurbishment of a further 14 stores at a cost
of £0.5 million and other minor re-fit costs of
£0.9 million. We continue to update and expand
our IT systems within the business and this
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coupled with some motor vehicle renewals
accounted for £1.0 million.

At the period end the Group owned nine
freehold sites, two development sites and the
new distribution and marketing centre which
have a total net book value of £10.9m.

Stock
Stock at the period end represents 143 days
turnover compared to 147 days for the same
period last year.

Cash reserves

Cash reserves at the period end were

£29.6 million and borrowings were £6.5 million,
the latter being primarily for the new distribution
and marketing centre. This gives the Group a
net funds position of £23.1 millien compared

o £15.2 miilion as at 27 September 2003,

The highly cash generative nature of our
business means that the Group has always
been abie to fund its entire new store
expansion programme from its own resources
and to purchase freehold sites as suitable
opportunities arise.

Share buy-backs

In the financial period the Group has bought
back 5,878,920 Ordinary Shares at a cost

of £8.64 million. This primarily is to stop any

dilution occurring as employee share options
are exercised and sold. However the Group

11

Summary

m Total capital
expenditure
£11.7 million

& The business
is highly cash
generative

Basic earnings per share
{pence)

*adjusted for share sub-division
Saurce: see page 9



Continued
sales growth
from existing

stores is driven
by friendly,
helpful expert
in-store advice.

12




Operating and Financial Review (continued)

Financial review (continued)

Balance Sheet (continued)

has also, on occasion, acquired shares whan
the Board considers there is an opportunity
to de so in the market. To date 5,471,120 of
the shares acquired have been cancelled
leaving 407 800 held as Treasury Shares.

Share sphit

In May 2004 the Company completed a share
sub-divisian whereby each Ordinary Share of
12.5 pence was sub-divided into five Ordinary
Shares of 2.5 pence gach. The Board
believes the share split will increase the
marketability and liquidity of the shares by
accommodating investors who could be
deterred by the pre share split price level.
The Board considered this particularly
important, since the Company had recently
become a FTSE 250 quoted company.

Joint venture in Holiand

The joint venture in Holland continues to
develop with three new stores opened in
the period to bring the total to eleven stores.
The Group owns 50% in the joint venture
with the other 50% owned by the Dutch
management team. The Group's Profit and
Loss Account shows turnover of £1.8 million
and the operating profit before tax of £39,000
from the venture which reflects the Group's
50% holding.
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Summary

m Eleven stores
trading in Holland

m IFRS being
implemented

8 AGM set for
11 January 2005

International Financial Reporting Standards {(JFRS)
The Group is working closely with its auditors
to implament these proposed changes.

The Group is required to adopt IFRS for the
financial period commencing 2 October 2005,

Annual General Meeting

The Annual General Meeting for the

period to 2 October 2004 will be held on

11 January 2005 at 10.30am at Topps Tiles Plc,
Thorpe Way, Grove Park, Enderby,
Leicestershire LE19 15U, which is our

new distribution and marketing centre,

Dividend level {pence}
and cover (times)

Nicholas Ounstead
Chief Executive Officer

Andrew Liggett
Finance Director

Source: see page 9.




Corporate and Social Responsibility (CSR}

Abeve ~ one of the many local youth footbali
teams that Topps sponsors.

Below - Nick Ounstead presenting a ¢heque
to Asthma UK, the chosen charily for Topps.

The Board is developing an integrated CSR policy that
targets and measures the performance of the Group.

Community relations

Topps is one of the biggest supporters of
youttt foothall in the UK, providing rew kits
and equipment ta junior teams local to

our stores.

We have a policy of building Jocal brand
awarenass of Topps Tiles and Tile Clearing
House through involvement with young pecple.

Prolzably our most well-known community
project is our youth sports sponsorship,
providing new kits and equipment to juniors
in each town where we have an outlet, This
has made Topps one of the biggest supporters
of youth football in Britain and we now have
over 180 teams playing regularly in our colours.

We also take great pride in our fund raising
achieverments for our adopted charity

Asthma UK. This is our fourth year of support
for the charity which aims to conguer this
respiratory disorder which affects over one
millior chitdren in the UK. Asthma UK was the
natural cheice of charity for Topps to adopt,
as our products help ta reduce the levels of
house dust mites which are one of the triggers
of asthma attacks. Our staff contributed
greatly to the fundraising by holding sponsored
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events and i total with our Company
denation of £10,000 we ralsed over £75,000
for this warthy cause.

As well as sport there is also education,
where via our product catalogue schools
can win valuable computer equipment,
Since the scheme started, over 20 schools
have bengfited nationwide.

Market place

The Group works closely with key suppliers to
source and distribute products that contribute
positively to environmental performance.

The Group has developed an environmental
policy on timber products and has adopted
the principles and criteria of the Forest
Stewardship Council as its benchmark,

Workplace

Topps' businesses comply with current
employment legislation and work with
employees and local management of each
branch to create a positive and equitable
working envircnment.




Workplace (continued)

There is a strong culture of internal
promotion and regular dialogue on job
and career development.

Topps is committed to promioting egual
opportunities for all, and we believe that
we have the right policies in place to mest
this abjective.

The Group also operates an employee
suggestion scheme which is overseen

by the Co-Chairman, Barry Bester, which
allows ali employees to give suggestions
which can help improve the business whether
it be operational, environmental or social.

An in-house magazing is produced six
times a year and sent to all employees
as a further way of keeping everybody
informed of the developments within
the business.
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Health and safety

The Greup has a well documented and

clear policy that is implemented rigorousty
throughout the business. We operate a Health
and Safety Committee which meets on a
regular basis and its members are
representative of all areas of the business
and is chaired by cur Chief Executive.

Environment

The Group is currently a constituent of the
FTSE 4 Good Index of sccially responsible UK
guoted companies. The Directors aim to comply
with the criterla set by the operators of this
Index and are actively engaged in further
developments of CSR policies to achieve
ongoing compliance.

Topps encourages the use of recycled and
recyclable packaging where practicatle.
We continue 10 lock at ways of reducing
waste — both physical and invisible ‘waste’
built into business processes.

We are an affiliated member of Valpak, who
are the UK's largest compiiance scheme for
packaging waste.

Summary

m One of the biggest
supporters of youih
football in the UK

m Clear policy of
building local brand
awareness

m Our fourth year
of support for
Asthma UK

m Commitment of
support for local
schools, hospitals
and community
centres

® Strong culture of
internal promeotion

Average number of employees
{The Team) during the financial
periods




Our sponsorship activities
support our controlled
growth... consistently
reinforcing the brand
values.




Corporate and Social Responsibility {CSR) (continued)

Environment {continued)

Within the offices of the business we actively
promote the recycling of all paper products
through the use of recycling bins placed
througheout the building.

The Group conducts its business

consistent with its long established values.
These include product quality ahd customer
service excellence along with a commitment
10 maintain our equal opportunities workforce
and actively encouraging diversity. We are
also commifted to making a positive contribution
to the communities where we do business
and to the environment as a whole.

CSRis a core part of cur management
process and will be integrated into every
aspect of both the strategic and the routine
management of the business.
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The Board is developing an integrated

CSR policy which wilf include an environmernita
policy that highlights any major impacts such
as waste, energy efficiencies and paper and
timber procurement focusing cn the use of
post consumer recycled waste and Forest
Stewardship Council Certification.

Summary

m A very successful
employee staff
suggestion scheme
in operation

m in-house magazine,
distributed to all
staff nationwide

m Targets for recycled
and recyclable
packaging

m Member of Valpak

m CSR policy in
operation and

further development
work taking place

Net cash/{debt} {(Em]
at the financial period end




Executive Directors

Stuart Williams Fca
Executive Cao-Chairman
{aged 60)

Member of Nomination
Committee

Stuart was g founder
shareholder and
Director of Topps Tiles
in 1984 His principal
responsibilities include
Group Strategy and
overseeing proporty
and legal matters.

He is also editor of the
in-house magazine.
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Barry Bester

Executive Co-Chairman
{aged 47)

Member of Nomination
Committee

Barry was a founder
shareholder and
Director of Topps Tiles
in 1984 His principal
responsibilities are
those of Group Strategy
along with overseeing
development of the joint
venture in Holland.

He is also responsible
for the Company's
employee suggestion
schame.

Nichalas Gunstead
Chiet Executive Officer
{aged 44)

Nicholas joined Topps
Tles in April 1997,

Prior to this he was
Marketing Director at
Bellegrove Ceramics Plc
which is a major supplier
to DIY chains and
independent retailers,

In September 2001 he
was appointed Chict
Operating Officer and
pramated lo Chief
Executive Officer in
Cetober 2002. Nicholas
is also Chairman of the
Health and Safety
Comimittee and has
overall responsibility for
the day-1o-tlay operations
of the business.

Andrew Liggett Foma
Finance Director
{aged 43)

Company Secretary
Secretary of Nomination
Committee

Andrew joined Topps
Tiles in 1995 as Finance
Director. Pricr to jaining
the Group, he worked
for Gold Crown Group
Limited where he was
employed for ten years,
nitially as Management
Accountant and then as
Finance Director. He is
responsible for the
accounting, financial
control, treasury,
administration and Group
secretarial matiers.




Non-Executive Directors

-

Alan Mcintosh ca
Senior Non-Executive
Director

(aged 36}

Chairman of

Audit Committee
Member of
Nomination Committea

Alan qualified 25 a
Chartered Accountant
with Delpitte. He was one
of the founders and the
forrmer Graup Finance
Director of Punch Group
Ltd. He joined the Board
of Topps Tiles in 1997,
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Victor Watson cse
Non-Executive Director
(aged 76)

Member of

Audit Committee
Chairman of
Nomination Committee

Victor is aiso a Director
of Thorpe Park {Leeds)
Lirmited and Chairman

of Leeds Chamber of
Commerce Limited.

He was lormerly
Chairman of Waddington
Ple. He joined the Board
of Topps Tiles in 1997

Rt. Hon Michael Jack
Privy Councillor mp
Non-Executive Director
(aged 58)

Member of

Audit Committee
Member of

Nomination Committee

Michael's business
career has seeh himin
managernent capacities
with Proctor & Gamble and
Marks & Spencer. In 1987
he became MP for Fylde
and by 1990 had begun a
ministerial career that saw
him serve in the DSS,
Home Office, MAFF and
finally the Treasury as
Financial Secretary.

He joined the Board of
Topps Ties in 19%9.




Operational Directors

Ray Tricker
Northern Operations
Director

{aged 48)

Ray joined the Company
in 2002 and has over
30 years worth of sales

expericnce including eight

years with Wickes
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Adrian MeCourt
Southern Operations
Director

(aged 486)

Adrian joined the
business six years ago
having spent his entire
working life in sales,
including time in the
USA with JC Penney.

Martin Shenion
Midlands and South
West Operations
Director

{aged 49)

Martin joined the
Company in 1978 and
has worked in many
different positions in his
lime with the business.

Alan Saunders
Marketing Director
(aged 41}

Alan joined the Company
in 1984 as Store Manager
and progressed {0 Area
Manager before taking up
his current role in 2002.




L

Matt Williams
Property Oirector
(aged 30}

Matt joined the Compary
in 1898 after completing
his Charlered Surveyors
exams and tock up his
current position in 2003
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Colin Hampson
iT Director
{(aged 32)

Colin joincd the business
in 1995 and has played a
key role in implementing
and devalaping our

Epos systems.

Jahn Rellly
Buying Director
{aged 43)

John joined the Company
In 1998 after tweive years
in the tile business,
including three years

with Great Mills DIY.




Directors and Advisors

Directors
BFJ Bester

Executive Co-Chairman

SKM Williams rca
Executive Co-Chairman

ND Cunstead
Chief Exacutive Qfficer

A Liggett Foma
Finance Director

WA Mcintosh ca

Senicr Non-Executive Director

VH Watson cee
Non-Executive Director

The RT Hon JM Jack, Privy Counsellor mp

Non-Executive Director

Company Secretary
A Liggett Fema

Registered number
3213782

Registered office
Rushworth House
Wilmslow Road
Handforth
Wilmsiow
Cheshire SKg 3HJ
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Auditors
Deloitte & Touche LLP
Manchester

Bankers
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Directors’ Report

The Directors present their report on the affairs of the Group, together with the Financial Statements and Auditors’ Report, for the
53 week period ended 2 October 2004,

Principal activity and business review
The principal activity of the Group comprises the retail and wholesale distribution of ceramic tiles, wood flogring and related products.

Details of the Group's performance during the period and expected future developments are contained in the Chairmens’ Statement
and the Operating and Financial Review on pages 2 to 13 of the Annual Report and Financial Statements.

Results and dividends
The audited Financial Statements for the 53 week period ended 2 October 2004 are set out on pages 34 to 54. The Group's profit
for the period, after taxation was £25,648,000 (69 weeks ended 27 September 2003: £16,388,000).

An interim dividend of 2.00 pence per share, £4,602,000 was paid on 30 June 2004.

The Directors recommend a final dividend of 8.00 pence per share, £13,533,000 making a total of 8.00 pence per share, £18,195,000
{69 weeks ended 27 September 2003: total dividend 4.35p per share, £9,832,000). Subject to approval by the shareholders at the
Annual General Meeting 1o be held on 11 January 2005, the finai dividend will be paid on 31 January 2005 to shareholders on the
register at the close of business on 14 January 2005.

Directors
The Direciors of the Company are as follows:

SKM Willams Executive Co-Chairman

BFJ Bester Executive Co-Chairman

ND Ounstead Chief Executive Officer

A Liggett Finance Director

WA Mcintosh Senior Non-Executive Director
VH Watson Non-Executive Director

JM Jack Non-Executive Director

Their interests in the shares of the Company are set cut on page 31.

Share capitat
Detalls of the Company's authorised and issued share capital are shown in Note 19 to the Financial Statements.

Supplier payment policy
Tha Group's palicy is to settle terms of payment with suppliers when agreeing the tarms of each transaction, ensuring that suppliers
are made aware of the terms of payment and that both parties abide by those terms.

The effect of the Group's negatiated payment policy is that trade creditors at the period end represented 49 days' purchases
{69 weeks ended 27 September 2003: 55 days).
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Directors’ Report {continued)

Charitable and political contributions
Ouring the period the Group made charitable donations of £10,000 (69 weeks ended 27 September 2003: £10,600} to Asthma UK.
The Group made no political contributions,

Substantial shareholdings
In addition to the Directors’ shareholdings noted on page 31, on 2 November 2004 the Company had been notified, in accerdance
with Sections 198 to 208 of the Companies Act 1985, of the following interests in 3% or more of its issued share capital.

Number % held
Chase Nominees Limited 28,674,000 12.6%
HSBC Global Custody Nominee {UK) Limited 26,362,000 11.6%
Lititledown Nominees Limited 18,538,000 8.2%
State Street Nominees Limited 15,836,000 8.9%
Vidacos Nominees Limited 12,865,000 57%
BNY (OCS) Nominees Limited 8,518,000 3.7%
Naortrust Nominees Limited 7,181,000 3.2%
Morstan Nominees Limited 6,939,000 3.1%

Disabled employees

Applications for employment by disabled persons are always fully considered, bearing in mind the aptitudes of the applicant
concemed. In the event of memizers of staff becoming disabled every efiort is made to ensure that their employment with the Group
continues and that appropriate training is arranged. It is the policy of the Groug that the training, career development and promation
of disabled persons should, as far as possible, be identical with that of other employees.

Employee consultation

The Group nlaces considerable value on the involvernent of its employees and has continued to keep them informed on matters
affecling them as employees and on the various factors affecting the performance of the Group. This is achieved through formal and
informal mestings and the Company magazine. Employee representatives are consulted regularly on a wide range of matters affecting
their current and future interests.

Share aption schemes
The Directors recognise the importance of motivating employees and beligve that one of the most effective incentives is increased
emploves participation in the Company threcugh share ownership.

This has been achieved through the introduction of a number of employee sharesave, share bonus, approved and unapproved share
option schemes, since the flotation in 1997.

During the pericd the Company issued 386,842 options 1o employees via further sharesave, share bonus, approved and unapproved
share option schemes, bringing the total of options held by employees, excluding Directors, to 3,629,047, The Directors will continue
o incentivise employees through additional employee share option schemes in the forthceming financial period.

During the period, the Company purchased 5,878,920 Ordinary Shares for a consideration of £8,640,000. The shares were initially held
as Treasury Shares but subsequently it was decided that 5,471,120 of the shares should be cancelied.
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Auditors
A resolution to re-appoint Deloitte & Touche LLP as the Cormpany's Auditors will be proposed at the forthcoming Annual General Meating.

Directors’ responsibilities

United Kingdom company law reguires the Directors to prepare Financial Statements for each financial period which give a true and
fair view of the state of affairs of the Company and the Group as at the end of the financial period and of the prefit of the Group for
that pericd. In preparing those Financial Statements, the Directors are required to:

& sglect suitable acceounting policies and then apply them consistently;
m  make judgements and estimates that are reasonable and prudent, and

m state whether applicable accounting standards have been followed, subject to any materiai departures disclosed and explained
in the Financial Statements,

Going concern

After making appropriate enguiries, the Directors have a reascnable expectation that the Group has adeqguate resources to continue
in operational existence for the foreseesable future. For this reason, they continue 1o adopt the going concern basis in preparing the
Group accounts.

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the financial
position of the Campany and enable them to ensure that the Financial Statements comply with the Companies Act 1885. Thay are
also respensible for safeguarding the assetg of the Canpany and hence for taking reasonable steps for the prevention and detection
of fraud and other irregularities.

On behalf of the Board i

A Liggett
Director and Company Secretary
30 November 2004

Corporate Governance Statement

in June 1398 the Hampel Gommittee and the London Stock Exchange published the Combined Code on corperate governance.
This combines the Cadbury Code on corporate governance, the Greenbury Code on Directors' remuneratian and new requirements
arising from the findings of the Hampel Commitiee.

Statement of compliance with the Code of Best Practice

The Company has complied throughout the period with the Provisions of the Code of Best Practice set out in Section 1 of the
Combined Code except for Provisions A1.3 and A8,1. In regard to A1.3, the Chairmen met with the Non-Executive Directors on

an informal basis during the period. Separate formal meelings between the Chairmen and the Non-Executives will be held at least
annually. In regard to AB.1, the Beard does not currently undertake a formal appraisal of its own performance and that of its
commitizes, but it is committed to putting in place and conducting such a process in the forthcoming year. The Company compliss
with all other provisions of the Code.

Code Provision 0.3.1 requires the members of the Audit Committee to be named in the Annual Report and Financial Statements.
WA Meintosh (Chairman), VB Watson and The Rt Hon JM Jack have served on the Committee throughout the period,
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Corporate Governance Statement (continued}

Attendance at Board/Committee meetings
The following table shows the number of Board and Committee meetings held during the 53 week period ended 2 October 2004 and
the attendance record of the individual Directors.

Boargd Audi Remunesation Nomination

of Diractors Committee Committes Cornmitteg

Number of meetings 10 2 1 —
SKM Witliams 10 2 — —
BFJ Bester 10 2 —_ —
ND Qunstead g 2 — —
A Liggett 10 2 — —
WA Mcintosh 8 1 1 _
Vi Watson 10 2 1 —
JM Jack 10 2 1 —

Statement about applying the Principles of Good Governance

The Company has applied the Principles of Good Governance set out in Section 1 of the Combined Code by complying with the Code
of Best Practice as reported above. Further explanation of how the Principles have been applied in connection with Directors' remuneration
is set out in the Direciors' Remuneration Report.

Dialogue with shareholders

The Directors seek 10 build on a mutual understanding of objectives between the Company and its institutional shareholders by
making annual presentations and communicating regularly throughout the year. The Company also posts financial information on its
website www toppstiles . co.uk.

Maintenance of a sound system of internal control

The Board has applied Principle D.2 of the Combined Code by establishing a continuous process for identifying, evaluating and
managing the significant risks the Group faces. The Board regularly reviews the process, which has been put in piace from the start
of the period 1o the date of the approval of this report and which is in accordance with Internal Control: Guidance for Directors on the
Combined Code published in September 1999, The Board is responsible for the Group's system of intemal control and for reviewing
its effectiveness. Such a system is designed to manage rather than eliminate the risk of failure to achieve business objectives and can
only provide reasonable and not absolute assurance against material misstatement or loss.

In compliance with Provision D.2.1 of the Combined Code, the Board continuously reviews the effectiveness of the Group’s system
of interna! contirol. The Board's monitoring covars all conirols, including financial, cperational and compliance controis and risk
management. it is based principally o reviewing reports from management to consider whether significant risks are identified,
evaluated, managed and centrolled and whether any significant weaknesses are promptly remedied and indicate a need for more
extensive monitoring. The Board has also performed a specific assessment for the purposes of this Annual Report and Financial
Statements. This assessment consigers ali significant aspects of internal control arising during the period covered by the report
including the work of internai audit, The Audit Commitiee assists the Board in discharging its review responsibilities.
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Directors’ Remuneration Report

Introduction

This report has been prepared in accordance with the Directors’ Remuneration Report Regulations 2002 (The Regulations) which
introduced new statutary requirements for the disclosure of Directors’ remuneration in respect of periods ending on or after 31 December
2002, The report also meets the relevant requirements of the Listing Rules of the Financial Services Authority and describes how the Board
has appiied the Principles of Good Governance relating to Directors' remuneration. As required by the Regulations, a resoiution to
approve the report will be proposed at the Annual General Meeting of the Company at which the Financial Statements will be approved.

The Regulations require the Auditors to report to the Company’s members on the "auditable part” of the Direclors’ Remuneration Repori
and 1o state whether in their opinion that part of the report has been properly prepared in accordance with the Companies Act 1985
{as amended by the Regufaticns). The report has therefore been divided into separate sactions for audited and unaudited information.

Unaudited information

Remuneration Committee

The Company has established a Remuneration Commitiee, which is canstituted in accordance with the recommendations of the
Combined Code. The members of the Committea are WA Mcintosh (Chairnan), VH Watson and The RT Hon JM Jack who are all
independent Non-Executive Directors.

None of the Comimittee has any personal finarcial interest {other than as sharehalders}, conflicts of interests arising fram cross-directorships
or day-to-day involverment in running the business, The Cormmittee makes recommendations to the Beard. No Director plays a part in any
discussion about his own remuneration.

Remuneration policy

Executive remunaeration packages are prudently designed to attract, motivate and retain Directors of the high calire needed to maintain the
Group's position as a market leader and 1o reward them for enhancing value to shareholders. The performance measurement of the
Executive Directors and key members of serior management and the determination af their annual remuneration package are undertaken by
the Committeg. The remuneration of the Non-Executive Directors is determined by the Board within limits set out in the Articles of Asscciation.

There are four main elements of the remuneralion package for Executive Directors and senior management:
® basic annual salary (including Directors’ fees) and benefits;

® iong-terrn incentive plan;

® share option incentives, and

M pensicn arrangements.

Basic salary

An Executive Director's basic salary is determinad by the Committee prior to the beginning of each year and when an individual
changes position or responsibility. In deciding appropriate levels, the Commiitee considers the Group as a whole and relies on
objective research which gives up-to-date information on a comparator group of companies. Basic salaries were reviewed in
Sepiember 2004 with increases taking effect from 1 October 2004, Executive Directars’ contracts of service, which include detarls
of remuneration, will be available for inspection at the Annual General Meeting.

In addition to basic salary and pension contributiens, the Executive Directors receive certain benefits-in-kind, principally a car and
private medical insurance.
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Directors’ Remuneration Report (continued])

Unaudited information {continued}

Long-term Incentive Plan {L-TIP}

The Topps Tiles Plc 2003 Exacutive L-TIP is a three year plan, set up in the pericd, which is due to mature at the financial pericd ending
30 September 2006. The L-TIP is a cash based plan with performance targeis based on the Group profitability over the three year
pericd. Itis discretionary and will be operated by the Board acting through the Remuneration Commiittes. The maximum total ameunt
potentially payable under the plan if perforrmance criteria are met is £4,000,000. NI Ounstead and A Liggett each have been granted

a 25% interest in the L-TIP.

The payment of the individual awards under the scheme is dependent on the participant remaining in employment with the Group
and the Group achieving a cumulative tctal of at least £80,000,000 pre-tax profits (before any accrual for the L-TIP} over the three year
period and the diluted eamings per share as shown in the Group’s annual accounts must increase by an average of 15% per annum
{compounded annually) over the same period. In the event of a take-over, reconstruction or winding up of the Group, a proportion of
awards will vest having regard to the number of months of the performance period that have elapsed and any other relevant factors.

Share options

The share option scheme comprises two parts, the Topps Tiles Plc Approved Executive Share Options Scherme and the Topps Tiles Plc
Unrapproved Executive Share Options Scheme. The Scheme is administered and the grant of eptions supervised by the Remuneration
Committee. The exsrcise of options will normaily be conditional on the achievement of a specified performance target determined by
the Remuneration Comimittee, who will have regard to guidelines on share options schemaes issued by institutional investors,

Options may normally only be granted within 42 days of the announcement by the Company of its interim or final results each period,
with the exercise price being not less than the middle market quotatien averaged over the three dealing days immediately preceding
the date of the grant,

No significant amendments are proposed to the terms and conditions of any entitlerment of a Director to share options.

Pension arrangerments
BFJ Bester, ND QOunstead and A Liggett received contributions into their own personal pension schemas.

Directors’ cantracts
Executive Directors
It is the Company’s policy that Executive Directors enter into a contract with a twelve monih term providing for a maxirmum of six months’ natice.

SKM Williame, BFJ Bester, A Liggett and ND Qunstead have entered into new service contracts on 1 October 2004 in accordance with the
above policy.

In the event of early termination, the Directors’ contracts provide for compensation up to a maximum of six months' basic salary for
the notice period.

Non-Executive Directors

All Non-Executive Directors have specific terms of engagement and their remuneration is determined by tha Board within the limits set
by the Articles of Association and based on independent surveys of fees paid to non-executive directors of similar companies. The basic
fee paid to each Non-Executive Director in the period was £20,000. It is the Company's policy that Non-Executive Directors should
have contracts with an indefinite term providing for a maximum of six months' notice. Non-Executive Directors cannat participate in
any of the Company's share aption schemes and are not eligible to join the Company's pension scheme.
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Directors’ contracts {continued)
Non-Executive Directors (continved)
The details of the Non-Executive Directors’ contracts are summarised in the table below:

Name of Oirector

Date of contract

WA Mgclniash
VH Waison
JM Jack

or letter of Unexpired
appointment lerm

27 May 1987 N/A

27 May 1897 N/A

26 January 1999 N/A

Notice
penod

& months
8 monthsg
& months

Performance graph

The following graph shows the Company's performance, s p————————

measured by Total Shareholder Return (TSR}, compared
with the performance of the FTSE Index also measured by

TSR. The index chosen for the comparison demonstrates the
Group's TSR in comparison to the average for FTSE 250
companies. The Company has previously besn compared

to the average for small companies but entared the
FTSE 250 in Juna 2004.

— TOPPS Tiles
FTSE Mid 250 Ex
Investment Trust

. S
29/03:3% 00600

0210501 010602 2TI3H03 0210104

Audited information
Aggregate Direclors’ remuneration
The total amounts for Dirgctors’ remuneration were as follows:
£3 weeks 69 weeks
ended ended
2 Qctober 27 September
2004 2003
£'000 £000
Emocluments 959 1,174
Money purchass pension contributions 24 20
983 1,191
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Directors’ Remuneration Report {continued)

Audited information (continued)
Directors’ emoluments

53 weeks 69 weeks

hMoney ended ended

purchase 2 QOctober 27 Saptember

Basic Benefits pension 2004 2003

Fees salary in king contributions Totat Tetal

Nama of Birgctor £'000 £'000 L0000 £'600 £'00G £'000

Executive Directors

SKM Wiliiams — 178 20 — 198 257

BFJ Bester e 178 20 6 204 266

ND Qunstead — 229 24 g 262 292

A Liggstt -— 223 21 8 259 285
Non-Executive Directors

WA Mcintosh 20 — — — 20 27

VH Watson 20 — — — 20 27

JM Jack — 20 — — 20 27

40 834 85 24 983 1,191

Aggregate emoluments disclosed above do not Include the amounts of £499,000 accrued at the period end, under the L-TIP,

as owing to each of NI Qunstead and A Liggett.

Directors® share options

Aggregate emolumernits disclosed above do not include any amounts for the value of options to acquire Ordinary Shares in the
Company grantad te or exercised by the Directors. Details of opticns which relate to the unapproved scheme, for Directors who

servad during the period and exercised or granted since the prior peried, are set out befow:

Gain ¢n Ban on

exercise in exercise in

Market price 53 weeks ended 69 weeks ended

Exercise Date from at exercise 2 Qctober 27 Seplember

27 September Exercised 2 Delober price which date 2004 2003

Name of Director 2003 during pariod 2004 £ exercisable £ £'000 £'000
A Liggett 1,500,000 1,500,000 —_ 0.602 06.09.03 1.62 1,627 -
ND QOunstead 500,000 500,000 — 0.602 06.09.03 1.12 259 —
ND Ounstead 625,000 625,000 — 0602 06.09.03 1.62 636 —
2,422 —

There have been ne variations to the terms and conditions or performance criteria for share options during the financial period.
No further options can be granted under this scheme. No options were granted during the peried and at the period end none of the

Directors had any outstanding aptions.

The other Executive and Non-Executive Directors held no options during the period, no options were granted during the period,

The market price of the Ordinary Shares at 2 October 2004 was 178.8 pence and the range during the year was 86 pence to 190 pence.

30
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Audited information {continued)
Directors’ pension entitfements

Three Directors are memiers of money purchase personal pension schemes. Contributions paid by the Company in respect of such
Directors were as follows:

53 weeks B9 weeks

ended ended

2 October 27 Septernber

2004 2003

£'000 £'000

BF.) Bester 6 8
ND Ounstead g 5
A Liggett 9 !
24 20

Direclors’ interesis

The Diractors had the following interest in the shares of the Company (all interests relate solely to Ordinary Shares).

2 October 27 September
2004 2003 Share aptions
crdinary ordinary shares of
shares shares 2.5p each
of 2.5p each of 25p each*  end of period*
SKM Williarns 24,698,600 24,998,600 -—
BF-J Bester 18,541,600 24,598,600 —
ND Cunstead 493,500 493,500 —
A Liggett 2,001,500 2,001,500 —
WA Mclntosh 1,585,000 1,585,000 —
VH Waltson 185,000 186,000 —
JM Jack 15,000 15,000 —

*adjusted for share sub-division

Approval

This report was agproved by the Board of Directors on 30 November 2004 and signed on its behalf by:

WA Mcintosh
Chairman of Remuneration Committee
30 November 2004
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Independent Auditors’ Report

To the members of Topps Tiles Plc

We have audited ihe Financial Statements, excluding the preforma information, of Tapps Tiles Plc for the 53 week period ended
2 Qciober 2004 which comprise the Consolidated Profit and Loss Account, the Baiance Sheets, the Consolidated Cash Flow
Staterment, the Statement of Total Recognised Gains and Lasses and the refated Notes 1 to 24. These Financial Statements have
been prepared under the accounting policies set out therein. We have also audited the information in the part of the Direclors’
Remuneration Report that is described as having been audited.

This report is made solely to the Company's members, as a body, in accordance with Section 235 of the Companies Act 1985. Cur audit
work has been undertaken so that we might state te the Company's members those matters we are required to state to them in an
Auditors’ Report and for no other purpose. To the fullest extent permitted by law, we do not accept or assurme responsibility to anyone
other than the Company and the Company’s members as a body, for our audit work, for this report, or for the opinicns we have formed.

Respective responsibilities of Directors and Auditors

As described in the Statement of Directors' Responsibilities, the Company's Directors are responsible for the preparation of the
Financial Statements in accordance with applicable United Kingdom law and accounting standards. They are also responsible for the
preparation of the other information contained in the Annual Repori and Financial Statements including the Directors’ Remuneration
Report. Qur responsibility is to audit the Financial Staterents and the part of the Directors’ Remuneration Report described as having
been audited in accordance with relevant United Kingdem legai and regulatory requirements and auditing standards.

We report to you our opinion as to whether the Financiai Statements give a true and fair view and whether the Financial Statements
and the part of the Directors’ Remuneration Report descriced as having been audited have baen properly prepared in accordance
with the Companies Act 1985. We aiso report to you 1T, in our opinicn, the Oirectors’ Report is not consistent with the Financial
Statements, if the Company has not kept proper accounting recards, if we have nat received al! the information and explanations we
require for cur audit, or if information specified by law regarding Directors’ remuneration and transactions with the Company and ofher
members of the Group is not disclosed.

We review whether the Corporate Governance Statement reflects the Company’s compliance with the seven provisions of the
Combined Code specified for our review by the Listing Rules of the Financial Sewvices Authority, and we report if it does not. We are
not required to consider whether the Board's statements on internal contro! cover all risks and controls, or form an opinion on the
effectiveness of the Group’s corporate governance procedures or its risk and contrel procedures.

We read the Directars’ Report and the other information contained in the Annual Report and Financial Statements for the above year
as described in the contents section including the unaudited part of the Birectors’ Remuneration Repoert and consider the Implications
for our report if we become aware of any apparent misstatements or material inconsistencies with the Financial Statements.

Basis of audit opinion

We conducted ow audit in accordance with United Kingdom auditing standards issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the Financial Statements and the part of
the Directors’ Remuneration Report described as having been audited. It also includes an assessment of the significant estimates and
judgements made by the Directors in the preparation of the Financial Statements and of whether the accounting policies are
appropriate to the circumstances of the Company and the Group, consigtently applied and adegquately disciosed.
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Basis of audit opinion {continued)

We planned and performed our audit se as to obtain all the information and explanations which we considerad necessary in order
to provide us with sufficient evidence to give reasonable assurance that the Financial Statements and the part of the Directors’
Remuneration Report described as having been audited are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion, we also evaluated the overall adequacy of the presentation of information in the Financial
Statements and the part of the Directors’ Remuneration Report described as having been audited.

Opinion
In cur opinign:

m the Financial Statemnents give a true and fair view of the state of affairs of the Company and the Group as at 2 October 2004
and of the profit of the Group for the 53 week period then ended; and

® the Financial Statements and the part of the Directors' Remuneration Report described as having been audiled have been properly
prepared in accordance with the Cormpanies Act 1985,

bn&ox“a &.TM L.P

Deloifte & Touche LLP

Chartered Accountants and Registered Auditors
Manchester

30 November 2004
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Consolidated Profit and Loss Account

For the 53 week period ended 2 October 2004

Pratorma
information
Nole 1 {d}
53 weeks 69 weeks 52 weeks
ended ended ended
2 Oc¢lober 27 September 27 September
2004 2003 2003
Audited Audited Uraudites!
Notes £'000 £000 £000
Turnover, group and share of joint venture 2 159,430 154,297 120,032
Less: share of joint venture turnover (1,818) (2,087) {1,135)
Group turnover 157,612 152,210 118,897
Cost of sales (62,282) (64,737} {50,587)
Gross profit 95,330 87,473 68,310
Operating experses 3
~ employee profit sharing (7.,863) {5,450 (4,271}
- other cperating expenses {54,968) (58,881) (45,534)
Group operating profit 32,509 23,142 18,505
Share of operating profit in joint venture 39 64 64
Group and share of joint venture operating profit 32,548 23,206 18,569
Exceptional profit on disposal of fixed assets 5 542 -— —
Profit on ordinary activities before net finance income 33,090 23,206 18,568
Net finance income 6 704 348 319
Profit on ordinary activities before taxation 7 33,794 23,654 18,6888
Tax on profit on ordinary activities 8 (8,148} {7,168) (5,769}
Profit on ordinary activities after taxation 25,648 16,386 13,119
Cividends g (18,155} (9,832 {7,871}
Transfer to resetves 20 7,493 6,554 5,248
Earnings per Grdinary Share*
— basic 10 11.30p 7.28p 5.82p
- diluted 10 11.12p 7.20p 5.76p
[ S

*adjusted for share sub-division of 5:1 in May 2004.

The accompanying Notes are an integral part of this Consolidated Profit and Loss Account.

There are no recognised gains or losses in either period other than the profit for the financial period and a foreign exchange gain of
£9,000 (69 weeks ended 27 September 2003; £15,564). Accordingly, no separate Statement of Total Recognised Gains and Logses

is presented. All activity argse from continuing operations.
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Balance Sheets
As at 2 October 2004

Group Group Company Company
2 October 27 September 2 Gotober 27 September
2004 2003 2004 2003
Notes £'000 £000 £000 £000
Fixed assets
Goodwill 11 551 586 — —
Tangible assets 12 29,236 23,2562 — —
Investrnents 13 — — 16,122 15126
Jaint venture undertaking 13(c}
— ghare of assels 1,059 946 — —
- share of liabilities (BBE) {773) — —
29,980 24,011 15,122 15,126
Current assets
Stocks 24,373 19,713 — —
Debtors due within one year 14 3,809 4,712 40,103 17,238
Debtors after cne year 14 110 — 6,200 —
Cash at bank and in hand 17 29,624 18,580 — —
57,916 43,005 46,303 17.238
Creditors: amounts falling due within one year 15 {45,452) (31,920 (19,195) (8,898)
Net current assets 12,464 11,085 27,108 8,340
Total assets less current liabilities 42 444 35,096 42,230 23,4686
Creditors: amounts falling due after more than one year 16 {7,571} (2,925 — —
Provisions for liabilities and charges i8 (1,864) {1,349) — —
Net assets 33,009 30,822 42,230 23,466
Capital and reserves
Called-up share capital 19 5,673 5,659 5,673 5,659
Share premium 20 4,889 1,715 4,889 1,715
Merger reserve 20 (399) (399 — —
Special reserve 20 — — 14,917 14,817
Treasury Shares 20 {733) — {733) —
Capital redemption reserve 20 137 — 137 —
Other reserve 20 — — 6,200 -
Profit and Loss Account 20 23,442 23,847 11,147 1175
Equity shareholders’ funds 21 33,009 30,822 42,230 23,466

The accompanying Notes are an integral part of inese Balance Sheets.

The Financial Statements on pages 34 to 54 were approved by the Boara of Directors on 30 November 2004 and signed on its behalf by:

ND Qunstead
A Liggett
Directars
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Consolidated Cash Flow Statement
For the 53 week period ended 2 October 2004

30 Nevember 2004

53 weeks 69 weeks

ended ended

2 October 27 September

2004 2003

Notes £:000 £000

Net cash inflow from operating activities 22(a) 37,770 33,723
Returns on investments and servicing of finance 22(b) 530 312
Taxation (5,236) {7,104)
Capital expenditure and financial investment 22(C) (8,266) (10,653}
Acquisitions and disposals 22(d) — {488)
Equity dividends paid {11,534} (5,469)
Cash inflow before financing 13,264 10,323
Financing 22(g) (2,220) 3,115
Increase in cash in the period 22(H 11,044 13,438

The accompanying Notes are an integral part of this Consolidated Cash Flow Statement.
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Notes to the Financial Statements
For the 53 week period ended 2 Qctober 2004

1 Accounting policies
The principal accounting policies are summarised below. They have all been applied consistently throughout the period and the
preceding period:

a) Basis of accounting
The Financial Staternents have been prepared under the historical cost cenvention and in accordance with applicable United Kingdom
accounting standards.

b) Basis of preparation of unaudited proforma infermation

The unaudited profit and loss accounts are based on management accounts informaticn and has been presented for the benefit of
the principal users of the Financial Staternents as in the opinion of the Directors it forms a more appropriate basis for making
comparisons of profit and loss performance. The audit opinion does not extend to the proforma information.

¢} Basis of consolidation

The statutory Group Profit and Loss Account and Balance Sheet consolidate the Financial Statements of Topps Tiles Plc and its subsidiary
undertakings made up to 2 October 2004. The Financial Statements of Topalpha Limited have been consolidated using merger accounting
principles. In all cther cases, subsidiary undertakings have been accounted for using acquisition acceunting principles and incorporate
the results of the Group’s joint venture undertaking. The Group accounts for its own share of assets, liabilities and cash flows associated
with this joint venture.

The results of subsidiaries acquired or sold are consclidated for the pericds from or to the date on which control passed.

No profit and loss account is presented for Topps Tiles Ple, as permitted by Section 230 of the Companies Act 1985,
The Company's profit after tax for the pericd, determined in accordance with the Act, was £36,035,000 (69 weeks ended
27 Septernber 2003; £9,727,000). An unrealised gain of £6,200,000 was generated (63 weeks ended 27 Septermber 2003: £Nil).

d) Financial period
The accounting period ends on the Saturday which falls closest to 30 September, resulting In financial periods of either 52 or 53 weeks.
The prior year financial period was 69 weeks dug to the change in accounting reference date.

Unaudited proforma information represents a profit and less account for the non-statutory period of the 52 weeks ended
27 September 2003.

e} Goodwill

Goodwill arising on the acquisition of subsidiary undertakings and businesses, representing any excess of the fair value of the
consideration given over the fair value of the identifiable assets and liabilities acquired, is capitalised and writien off on a
straight-line basis over its useful economic life, which is 20 years. Provision is made for any impairmeant.

Goeodwill arising cn acquisitions in the period ended 30 May 1998 and earlier pericds was written off to reserves in accordance with
the accounting standard then in force. As permitted by the current accounting standard the goodwlll previously written off o reserves
has not been reinstated on the Balance Sheet. On disposal or closure of a previously acquired business, the attributable amount of
goadwill previcusly written off to reserves is included in determining the prcfit or loss on disposal.

) Turnover
Turnover comprises the net amount receivable in respect of sales during the period to third parties and excludes value added tax.
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Notes to the Financial Statements (continued)
For the 53 week period ended 2 October 2004

1 Accounting policies (continued)

g) Tangible fixed assets

Tangible fixed assels are stated at cost, net of depreciation and any provision for impairment. Costs are only those costs that are
directly attributable to bringing the asset into working condition for its intended use. Depreciation is provided to write off the cost
of tangible assets, less estimated residual value, over their estimated useful lives as follows:

Freehold buildings — 2% per annum on cost on a straight-line basis

Short leasehold land and buildings —  over the peried of the lease, up to 25 years

Fixtures and fittings - over ten years or at 25% per annum on reducing balance basis as appropriate
Motor vehicles - 25% per annum on reducing balance

Frechold land is not deprecisted,
Residual value is calculaled on prices prevailing at the date of acquisition.

h) Stocks

Stocks, which comprise goods for re-sale, are stated at the lower of cost and net realisabie value. Cost includes materials and an
attributable propertion of distribution overheads based on normal levels of activity. Net realisable value is based on estimated selling
price, less further costs expected to be incurred to completion and disposal.

iy Taxation
UK Corporation Tax is provided at amounts expected to be paid (or recovered) using the tax rates and laws that have been enactad
or substantively enacted by the balance sheet date.

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance sheet dale where
transactions or events that result in an obligation to pay more tax in the future or a right to pay less tax in the fulure have occurred
at the balance sheet date. Timing differences are differences between the Group’s taxable profits and its results as stated in the
Financial Statements that arise from the inciusion of gains and losses in tax assessments in periods different from those in which
they are recognised in the Financial Staternents.

Deferred tax is measured at the average tax rates that are expected to apply in the periods in which the timing differences are
expected to reverse, based on tax rates and laws that have been enacted or substantively enacted by the balance sheet dats.
Deferred tax is measured on a non-discounted basis.

B} Foreign currency

Transactions in foreign currencies are recorded at the rate of exchange at the date of the transaction, or if hedged, at the forward
contract rate. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are reperted at the rates
of exchange prevailing at that date, or if appropriate at the forward contract rate.

Any gain or loss arising from a change in exchange rates subseguent to the date of the transaction is included as an exchange gain or
loss in the profit and loss account. The results of overseas operations are translated at the average rates of exchange during the period
and their balance sheets at rates ruling at the balance sheet date. Exchange differences arising on translation of the opening net assets
and results of overseas operations are reported in the statement of total recognised gains and losses. All other exchange differences
are included in the profit and loss account.
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1 Accounting policies (continued)

k) Leases

Assets held under finance leases and hire purchase contracts, which confer rights and obligations similar to those attached to owned
assets, are capitalised as tangible fixed assets and are depreciated aver the shorter of the lease terms and thair useful lives. The capital
elements of future cbligations are recorded as liabilities, while the interest elements are charged to the profit and loss account over the
period of the leases to produce a constant rate of charge on the balance of capital repayments cutstanding. Hire purchase transactions
are deait with similarly, except that assets are depreciated over their useful lives.

Rentals under operating leases are charged on a straight-line basis over the lease term, even if the payments are not made on such a
basis. Benefits received and receivable as an incentive to sign an operating lease are similarly spread on a straight-line basis over the
lease term, except where the period to the review date on which the rent is first expected to be adjustad to the prevailing market rate
is shorter than the full lease term, in which case the shorter period is used.

I} Investments
Fixed asset investments are shown al cost less provision for impairment.

m} Pension costs

For defined contribution schemes, the amount charged 1o the profit and loss account in respect of pension costs is the contributions
payable in the year. Differences between contributions payable in the year and conlributions actually paid are shown as sither
accruals or prepayments in the balance sheet.

n) Derivative financial instruments
The Group uses derivative financial instruments to reduce exposure to foreign exchange risk. The Group does not hold or issue
derivative financial instruments for speculative purposes.

For a forward foreign exchange contract to be treated as a hedge, the instrument must be refated to actual foreign currency assets
or liabilities or to a probable commitment. It must involve the same currency or similar currencies as the hedged item and must also
reduce the risk of foreign currency exchange movements on the Group's operations. Gains and losses arising on these contracts
are deferred and recognised in the profit and loss account, only whan the hedged transaction has itself been reflected in the Group's
Financial Statements.

If an instrument ceases to be accounted for as a hedge, for example, because the underlying hedged position is eliminated,
the instrument is marked to market and any resulting profit or loss recognised at that time.

o} Finance costs

Finance costs of debt are recognised in the profit and loss account over the term of the debt at a constant rate on the carrying
amount. Financa costs which are directly attributable to the construction of tangible fixed assets are capitalised as part of the cost of
those assets. The commencement of capitalisation begins when both finance costs and expanditures for the asset are being incurred
and activities that are necessary to get the asset ready for use are in progress. Capitalisation ceases when substantially all the
activities that are necessary to get the asset ready for use are complete.
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Notes to the Financial Statements {continued)

For the 53 week period ended 2 October 2004

2 Turnover

Turnover and profit before taxation are attributable to one activity, the retail and wholesale distribution of ceramic tiles, wood floaring
and related products, and arise within the United Kingdom and Mainland Eurepe.

By geographical origin:

Turnover Tumnover  Profit before tax  Profit before tax
53 weeks 69 weeks 53 weeks 69 weeks
ended ended ended ended Net assets at Net assets at
2 Qctober 27 Septemnber 2 October 27 September 2 October 27 September
2004 2003 2004 2003 2004 2003
£000 £'000 £000 £000 £7000 £'000
United Kingdom 157,612 152,210 33,051 23,142 38,333 34,071
Mainiand Europe 1,818 2,087 39 64 193 173
165,430 154,297 33,090 23,206 398,526 34244
Bank loans and overdraft — — (6,517} {3,422)
Net finance income 704 348 — —
Total net assets — — 33,009 30,822
Profit on ordinary activities before taxation 33,794 23,554 — —
Turnover by destination is not materially different to that by geographical origin.
3 Operating expenses
53 weeks 69 weeks
ended ended
2 Oclober 27 Seplember
2004 2003
£000 £'000
Distribution costs 41176 44 849
Adminigtrative expenses
Other 13,792 14,032
Employee profit sharing 7,853 5,450
62,821 64,331
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4 Staff costs
a} Staff numbers

The average monthly number of employees (including Executive Directors) was:

53 weeks 69 weeks
ended ended
2 October 27 September
2004 2003
Number Number
employed employed
Selling 1,181 1,036
Administration 146 140
1,327 1,176
b} Staff costs

53 weeks 16 menths
ended ended
2 Qctober 27 September
2004 2003
£°000 £000

Their aggregate remuneration comprised:
Wages and salaries 25,354 27,157
Social security costs 2,836 2,384
Other pension costs (Note 23(h)) 175 194
28,465 29,735

Details of Girectors’ emoluments are disclosed on page 29.

5 Exceptional profit on disposal of fixed assets
The profit on disposal of fixed assets increased the tax charge by £130,622.
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Notes to the Financial Statements (continued)
For the 53 week period ended 2 October 2004

6 Finance income (net)

53 weeks 69 weeks
ended ended
2 October 27 September
2004 2003
£'000 £'000
Investment income

Interest receivable and similar income 930 358

Interest payable and similar charges
Bank loans and overdrafts (373) (73
Joint venture interest @7 _
Intersst costs capitalised 174 63
Net finance charges (228) (10)
Net finance income 704 348

Finance costs have been capitalised hased cn a capitalisation rate of 4.5%, which is the weighted average of rates applicable to the

Group's general borrowings outstanding during the period.

7 Profit on ordinary activities hefore taxation
Profit on ordinary activities before tax is stated after charging/(crediting):

53 waeaks 69 weeks
ended ended
2 October 27 September
2004 2003
£000 £:000
Depreciation and amounts written oft tangible fixed assets
— owned 2,729 3,045
Amorisation of goodwill 17 54
Joint venture goodwill 18 24
Exceptional operating expenses, impairment of display stands 344 —
Loss on disposal of fixed assets charged within operating profit 269 217
Exceptional profit on disposal of fixed assets (542} —
Operating lease rentals
- plant and machinery 563 535
- other 11,652 13,153
Remuneration to Auditors
- audit 54 56
— other 181 38
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8 Tax on profit on ordinary activities
The tax charge comprises:

53 weeks 68 weeks
ended ended
2 QOctober 27 Septembar
2004 2003
£'000 £:000
Current tax

UK Corperation Tax 7.573 6,734
Share of current tax paid by joint venture 19 22

Adjustments in respect of prior years
~ UK Corporation Tax 39 70
Total current tax 7,631 6,826
Deferred tax — origination and reversal of timing differences {Note 18) 515 342
Total tax on profit on ordinary activities 8,148 7,168

to the profit before tax is as follows:

The differences between the total current tax shown above and the ameunt calculated by applying the standard rate of UK Corporation Tax

53 weeks 69 weeks

ended ended

2 October 27 September

2004 2003

£000 £000

Profit on ordinary activities before tax 33,794 23,554

Tax on profit on ordinary activities at standard UK Corporation Tax rate of 30% 10,139 7,066
Effects of:

Net income net deductibie for tax purposes (869) {458)

Capital allowances in excess of depreciation (475) (64)

Depreciation on tangible fixed assets which do not qualify for capital allowances 196 207

Savings from Share Symmetry on options exearcised {1,408) —

Higher tax rate on overseas earnings 9 5

Adjustments to tax charge in respect of prior periods 39 70

Current tax charge for period 7,631 6,826

option price of share options exercised and future planning opportunities.
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Notes to the Financial Statements {continued)
For the 53 week pericd ended 2 October 2004

9 Dividends
53 weeks ended 69 weeks ended
2 Octaber 27 September
2004 2003
£'000 £000
interim paid 2.00p per Ordinary Share 4,602 —
Interim paid 6 months ended November 2002 (0.67p) — 1,509
Interim paid 4 months ended March 2003 (0.60p) — 1,352
Final proposed 6.00p (6% weeks ended 27 September 2003: 3.08p) per Ordinary Share 13,593 6972
Over provision in respect of the prior period final dividend (40) (1)
Total 8.00p {69 weaeks ended 27 September 2003: 4.36p) per Ordinary Share 18,155 9,832

10 Earnings per share

equity shareholders and the weighted average number of Ordinary Shares as follows:

The unaudited proforma dividend figure for the 52 weeks ended 27 September 2003 of £7,871,000 represents a proforma dividend
of 3.48 pence per Ordinary Share using the dividend cover of 1.67 which was applicable to the 69 week paricd, of which it formed part.

The calculation of earnings per share is based on the profit of crdinary activities after taxaticn for the financial pericd attributable to

Al 2 October At 27 September

2004 2003*
Number of Number of
Weighted average numbper of shares shares shares
Fer basic eamings per share 226,881,068 225,287,880
Weightaed average of shares under cption 3,868,815 2,173,000
For diluted earnings per share 230,749,884 227,460,880
*adjusted for share sup-division
11 Goodwill
Tatal

Cost £000
At 27 September 2003 and 2 October 2004 693
Amortisation
At 27 September 2003 107
Charge for the periad 35
At 2 October 2004 142
Net book vaiue
At 2 October 2004 551
At 27 September 2003 586
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12 Tangibie fixed assets

Land and

Land and buildings Fixtures

buildings Short and Wotor

Freehold leasehold fittings vehicles Total
Group £'000 £'000 £'000 £'000 £'000
Cost
At 27 September 2003 8,258 1,173 20,874 467 30,772
Additions 5,421 120 5,986 138 11,665
Disposals (2,475) — (1,312} (259) (4,048)
At 2 October 2004 11,204 1,293 25,548 346 38,391
Depreciation
At 27 September 2003 182 629 6.646 53 7,520
Charge 131 71 2,433 94 2,729
Disposals (45) — (952) 97) {1,094)
At 2 October 2004 278 700 8,127 50 9,155
Net book value
At 2 October 2004 10,926 583 17,421 296 29,236
At 27 September 2003 8,066 544 14,228 414 23,252

for the Group.

13 Fixed asset investmenis

Freehold land and buildings includes £406,535 (2003: £3.637,872) of assets under construction, including £2,160,000 of land
(27 September 2003: £1,860,000) on which nc depreciation has been charged in the current period.

Cumulative finance costs capitalised included in the cost of tangitle fixed assets amount to £341,000 (27 September 2003: £167,000)

Company Company

2 October 27 September

2004 2003

£'000 £'000

Subsidiary undertakings (Note 13a) 14,640 14,640
Joint venture (Note 13b) 482 486
15,122 15,126

been omitted.
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13 Fixed asset investments {(continued)

Notes to the Financial Statements (continued)
For the 53 week pericd ended 2 October 2004

% of issued
shares held Principal activity
Subsidiary undertaking
Topalpha Limited* 100% Property management and investment
Multi Tile Limited 100% Sale of ceramic tiles, wood flooring and related products
Topps Tites (UK) Limited 100% Sale of ceramic tiles, wood flooring and related products
Topps Tiles Distribution Limited 100% Wholesale and distribution of ceramic tiles, wood flooring and related products
Multi Tile Distribution Limited 100% Wholesale and distribution of ceramic tiles, woogd flooring and related products
Joint ventures
Topps Tiles Holdings BV* 50% Sale of ceramic tiles, wood flgoring and related products

“netd directly by Topps Tiles Ple

(a} Subsidiary undertakings

The investments are represented by Crdinary Shares.

All subsidiary undertakings are incorporated in Great Britain and are registered and operate in England and Wales except for Topps Tiles
{Holland} BV which is registered and incorperated in the Netherlands.

Cornpany
£000
Cost and net book value
Beginning and end of period 14,640
(b} Joint venture
Company
£'000
Cost and net book value
At 27 September 2003 486
Amounts written off (M
At 2 October 2004 482
{c) Joint venture
2 October 27 Seplember
2004 2003
£'000 £'000
Group
Share of gross assets 1,059 946
Share of gross liabilities (866) {773)
Share of net assets 193 173
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14 Debtors

Group Group Company Company
2 October 27 September 2 Oclober 27 September
2004 2003 2004 2003
£000 £'000 £000 £'000
Amounts failing due within one year:
Trade debtors 635 775 — —
Loan to joint venture — 106 — —
Amounts owed by subsidiary undertaking — — 40,103 17.223
Other debtors 651 811 — —
Prepayments and accrued income 2,523 3,020 — 15
3,809 4,712 40,103 17,238
Debtors falling due after one year:
Loan to jaint venture 110 — — -—
Amounts owed by subsidiary undertaking — — 6,200 -—
Total debtors 3,919 4,712 46,303 17,238
15 Creditors: amounts falling due within one year
Group Group Company Compaty
2 Qctober 27 September 2 Cctober 27 September
2004 2003 2004 2003
£000 £'000 £'000 £'000
Bank loans and overdrafts {Note 17) 517 487 2,615 1,553
Trade creditors 14,649 13,101 3 108
Other creditors 4,109 6,204 215 54
Corporation Tax 3,942 1,547 15 4
Proposed dividend 13,583 6,972 13,593 6972
Accruals and deferred income 8,642 3,599 2,754 207
45,452 31,820 18,195 8,898
16 Creditors: amounts falling due after more than one year
Group Group Company Company
2 October 27 September 2 October 27 Seplember
2004 2003 2004 2003
£'000 £000 £'000 £'000
Bank loan (Note 17) 6,000 2,925 — —
Accruals and deferred income 1,571 — — —
7.571 2,925 — —
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Notes to the Financial Statements (continued)
For the 53 week period ended 2 October 2004

17 Derivatives and other financial instruments
The Group holds financial instruments to finance its cperations, and to manage interest rate and currency risks arising from its operations.

Consequently the main risks arising from the Group's operations are liguidity risk, interest rate risk and currency risk.

Liquidity risk

The Group's objective is tg maintain continuity of funding through the use of retained profits and medium to long term borrowings.
The maturity profiles of the Group’s borrowings are detalled in section (c) of this Note.

Interest rate risk
The Group's objective s to manage the exposure to interest rate fluctuations whilst trying to minimise the cost of capital of the Group.

Currency risk

The Group has transactional currency exposures which arise from purchases by subsidiary undertakings in currencies other than the
functicnal currency of the Group. The Group's palicy is to periadically use forward contracts to hedge those transactions to eliminzte
any significant currency exposure. The frequency and amount hedged is decided by the Board and depends upon the magnitude of
the exposure and volatility of the currency involved.

a} Interest rate profile
Tha currency prefile of the Group's financial assets is as follows:

Group Group

2 October 27 September

2004 2003

£°000 £'000

Sterling 29,719 19,069
Euro (33) {280)
Dollar (62) (209)
29,624 18,680

Hinancial agsets comprise short term cash deposits, accessibie within 24 hours, with major United Kingdom clearing banks {with
associated right of offset)y and deposits placed on money markets at call. The financial assets earn floating rates of interest based
upon bank base rates.

The interest rate profils of the Group's financial liabilities is as follows:

Floating rate
2 October 2 October 27 September 27 September
2004 2004 2003 2003
£'600 % £'000 %
Sterling — borrowings
Loan one 517 1.00 497 1.00
Loan two 6,000 0.75 2,925 0.75
Total 6,517 3,422

The interest rate noted on sterling borrowings is the excess over bank base rate.

Loan two has an offset facility whereby if the cash deposit is equivalent 1o the loan value the Group only pays 0.75% on the loan value.
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17 Derivatives and other financial instruments (continued)
Currency risk {continued)
b) Currency exposures

The amounts shown in the table below show the effect of forward contracts entered into to manage foreign currency exposure as al

27 September 2003 and 2 October 2004,

2 October 27 September
Initial contract 2004 Initial contract 2003
value Contract value Contract
£'000 delivery Currency £'000 delivery Currency
Contract one — o — 400 1 Oct 2003 Euro
Contract two — — — 400 1 Nov 2003 Euro
Contract three 500 1 Nov 2004 Euro — — —
Contract four 500 1 Dec 2004 Eurc — — —
1,600 800
c) Maturity of financial liabilities
The maturity profile of the Group’s financial liabilities was as foilows:
2 October 27 September
2004 2003
£000 £000
In one year or less 517 497
In more than two years but not more than five years 6,000 2925
Total 6,517 3,422
d) Borrowing facilities
The Group had undrawn committed borrowing facilities, in respect of which all conditions precedent had been met, as follows:
2 October 27 September
2004 2003
£'000 £'000
Expiring in one year of less 2,000 2,000
Expiring in more than two years 1,983 5078
Total 3,983 7,078

e) Fair values

There is no material difference between the fair value and book vaiue of the Group's financial assets and liabiities at the end of

either period.
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For the 53 week period ended 2 October 2004

18 Provisions for liabilities and charges

Notes to the Financial Statements {continued)

Deterred taxation

£'000
At 27 September 2003 1,349
Charged to Profit and Loss Account 515
At 2 October 2004 1,864
Deferred tax is provided as follows:
2 Cctober 27 September
2004 2003
£'000 £'000
Accelerated capital allowances 1,864 1,349
19 Called-up share capital
Number of 2004
Ordinary Shares of 12.5p cach shares £'000
Authorised
Al 27 September 2003 and 2 Cctober 2004 320,000,000 8,000
Allotted, cafled-up and fully-paid
Al 27 September 2003 226,368,545 5,659
Issued in pericd 6,055,380 151
Treasury Shares cancellation (5,471,120} (137)
At 2 October 2004 226,952,805 5673

aggregate cash consideration of £3,325,000.

20 Reserves

Ouring the period the Company allctted 6,055,380 Ordinary Shares with a nominal value of £151,00C under share option schemes for an

Share Merger Treasury Rademption Profit and
premium reserve shares reserve loss account
£'000 2000 £1000 £'000 £000

Group
At 27 September 2003 1,715 (399) — — 23,847
Premium on issue of new shares 3,174 — — — —
Exchange differences — — — — 9
Treasury Shares purchased — — (8,640) — —
Treasury Shares cancellation — — 7.807 137 {7.907)
Retained profit for the period — — — — 7,493
At 2 October 2004 4,889 (399) (733) 137 23,442
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20 Reserves {continued)

Capital
Share Special Treasury redemption Other Profit and
premium reserve shares reserve reserve lass account
£'000 £000 £000 £000 £000 £:000
Company
At 27 September 2003 1,715 14,917 — — —_ 1,175
Premium on issue of new shares 3174 — — — — —
Treasury Shares purchased — — (8,640} -— — —
Treasury Shares cancellation — — 7.807 137 — {7.907)
Retained profit for the period — e — — — 17,879
Other reserve movement — — — — 6,200 —
At 2 October 2004 4,889 14,917 {733) 137 6,200 11,147
The Directors consider the balances on the profit and loss account and special reserves to be distributable.
The other reserve comprises an unrealised gain arising on the disposal of certain trademarks to a subsidiary company.
21 Reconciliation of movements in Group equity shareholders’ funds
53 weeks 69 weeks
ended ended
2 October 27 September
2004 2003
£'000 £'000
Profit for the period 25,648 16,386
Dividends paid and proposed {18,155) (9,832}
Consideration for purchase of Treasury Shares (8,640) —
Exchange differences 9 —
Issue of shares {net of expenses) 3,325 444
Net additions to shareholders' funds 2,187 6,998
Opening equity shareholders’ funds 30,822 23,824
Ciosing equity shareholders’ funds 33,009 30,822
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For the 53 week period ended 2 October 2004

22 Consolidated cash flow
a) Reconciliation of operating profit to operating cash flows

Notes to the Financial Statements {continued)

53 weeks 69 weeks
ended ended
2 October 27 Septomber
2004 2003
£'000 £000
Operating profit 32,509 23,184
Degreciation 2,729 3,045
Loss on disposal of fixed assets 269 217
Goodwill amortisation 35 54
Increase in stocks (4,680) (694)
Decrease/{increase) in debtors 793 (1,728)
Increase in creditors 6,095 9,645
Net cash inflow from operating activities 37,770 33,723
b} Returns on investments and servicing of finance
53 weeks 69 weeks
ended ended
2 October 27 September
2004 2003
£'000 £'000
Interest received 930 363
Interest paid {(400) (51)
Net cash inflow from returns cn investments and servicing of finance 530 312
c} Capital expenditure and financial investment
53 weeks 89 weeks
ended ended
2 Qctober 27 September
2004 2003
£'000 £000
Purchase of tangible fixed assets {11,481) {11,653}
Sale proceeds of tangible fixed assets 3,225 1,002
Net cash outflow from capital expenditure and financial investment (8,266) {10,653}
d) Acquisitions and disposals
£3 weeks 69 weeks
ended ended
2 October 27 September
2004 2003
£'000 £'000
Acquisition of joint venture — (486)
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22 Consolidated cash flow (continued)
e) Financing

53 weeks 89 weeks

ended ended

2 October 27 September

2004 2003

£000 £000

Proceeds from issue of Ordinary Share capital 3,325 444

New loans 3,095 3,422

Purchase cf Treasury Shares (8,640) —

Repayment of loans — (7486)

Capital element of hire purchase rentals — {3}

Net cash (outflow)/inflow from financing (2,220) 3,115
f) Analysis and recongiliation of net funds

Al Al

27 September 2 Cctober

2003 Cash flow 2004

£'000 £000 £'000

Cash at bank and in hand 18,580 11,044 29,624

Debt due within one year (497) (20) 517

Due debt after one year {2,925) {3,075} {6,000)

Net funds 15,158 7.949 23,107

53 weeks 69 weeks

ended ended

2 October 27 September

2004 2003

£'000 £'000

Increase in cash in the period 11,044 13,438

Cash outflow from increase in debt and finance leasing (3,095} {2,676}

Movements in net funds in the period 7,949 10,762

Net funds at start of period 15,158 4,398

Net funds at end of pericd 23,107 15,158
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Notes to the Financial Statements {continued)
For the 53 week period ended 2 October 2004

23 Financial commitments
a) Capital commitments

Al the end of the period there were no capital commitments contracted {27 September 2003: £4.6 million).

b} Pension arrangements

The Group operates separate defined centribution pension schemes for employees and Directors. The assets of the scheme are hald
separately from those of the Greup in independently administered funds. The pension cost charge represents contributions payable
by the Group to the funds and amounted te £175,000 (16 months ended 27 September 2003: £194,000).

c} Lease commitments
The Group has entered into non-cancellable operating leases in respect of motor vehicles, equipment and land and buildings.

The annual rentals under the foregeing leases are as follows:

2 October 27 September
2004 2 Ociober 2003 27 Septernber
Land and 2004 Land and 2003
buildings Other buildings Cther
E'000 £'000 £'000 £'000

Operating leases which expire:

— within one year 1,255 56 761 164
- within two 1o five years 2,052 516 2,089 200
— after five years 8,777 11 6,800 20
12,084 583 9,650 384

24 Related parties
Al 2 October 2004 SKM Williams was the landlord of two properties leased to Multi Tile Limited., a trading subsidiary of Topps Tiles Flc,
for £66,000 (69 weeks ended 27 September 2003: £88,000).

No amounts were outstanding at 2 October 2004 (27 September 2003: £Nil).

The lease agreements on both properties are operated on commercial arms length terms,
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Five Year Record

Proforma

Note 1(d)

information

52 weeks
53 weeks 52 weeks 52 weeks 69 weeks ended 53 weeks
ended ended ended ended | 27 Seplember ended
3 June 2 June 1 June 27 September 2003 2 Qctober
2000 2001 2002 2003 Unaudited 2004
£000 £1000 £000 £'000 £'000 £'000
Turnover, including joint venture 62,614 74,642 91,026 154,297 120,032 159,430

Operating profit, including

Group share of joint venture 8,249 9,837 11,660 23,208 18,569 32,548
Profit before taxation 8,018 9,414 11,516 23,554 18,888 33,794
Shareholders’ funds 13.182 18,669 23,824 30,822 30,822 33,009
Basfc earnings per share’ 2.62p 2.96p 3.58p 7.28p 5.82p 11.30p
Dividend per share’ 0.86p 1.00p 1.43p 4.35p 3.48p 8.00p
Dividend cover 3.00 2.90 2.50 167 1.67 1.41
Average number of empioyees 779 941 1,070 1,176 1,176 1,327
Share price (period end) 54.2p 66.0p 54.8p 85.4p 85.4p 178.9p

*adjustect for share sub-division of 5:1 in May 2004.
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Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN that the Annual General Meeting of Topps Tiles Pl {the *Company™) will be held at Topps Tiles Plc,
Thorpe Way, Grove Park, Enderiy, Leicestershire LE19 15U on Tuesday 11 January 2005 at 10.30am for the following purposes:

Ordinary business

1. To receive and adopt the Company’s Annual Report and Financial Statements for the financial period endad 2 Octobar 2004
i together with the last Directors’ Report, the last Directors’ Remuneration Report and the Auditors’ Report on those accounts
and the auditable part of the Directors’ Remuneration Report.

To declare a final dividend of 8.00 pence per Ordinary Share on the Ordinary Shares for the period.
To re-glect WA Mcintosh as a Director of the Company.

To re-glect VH Watson as a Director of the Company.

S S R A

To re-appaint Deloitte & Touche LLP as Auditors to held office from the conclusion of the meeting to the conclusion of the next
meeting at which the Annua!l Report and Financial Statements are laid before the Company at & remuneration to be determined
by the Directors.

6. To approve the Directors’ Remuneration Report for the financial period ended 2 October 2004.

Special business
To consider and, if thought fit, pass the resolutions set out below which, in the case of Resolution 7 will be proposed as an Crdinary
Resolution and, in the case of Resoluticns 8 and 9 will be proposed as Special Resolutions:

7. THAT the Directors of the Company be and they are generally and unconditionally authorised for the purposes of and pursuant to
Section 80(1) of the Companies Act 1986 (the “Act”) to exercise all the powers of the Company to allot relevant securities (as defined
in Section 80(2} of the Act} up to an aggregate nominal amount of £1.885,387 (in substitution for/to any existing authorities under the
Act) to such persons at such times and upon such terms and conditions as they may determine {subject always to the articles of
asscciation of the Company) provided that this authcrity shall (unless previously revaked, varied or extended by the Company
in general meeting) expire at the conclusion of the next Annual General Meeting ar 15 months from the date of the passing of this
resolution, if earlier save that the Company may, before such expiry, make an offer, agreement or arrangement which would or
might reguire relevant securities to be allotted after the expiry of such perioc and the Directors may then alict relevant securities
pursuant to any such offer, agreement or arrangement as if the authority or power conterred hereby had not expired.

8. THAT subject 1o and conditional on the passing of Resolution 7 set out above, the Directars of the Company be and they are
authorised and empowered, pursuant to Section 95 of the Act, to allot equity securities (as defined in Section 94 of the Act) for
cash pursuant to the generai authorily and power conferred by Resolution 7 above (as varied from time to time by the Company
in general meeting) as if Section 89(1) of the Act did net apply to any such alfotment provided that this authority and power shaif
unless renewed, varied or revoked, expire at the conclusion of the next Annual General Meeting of the Company or 15 months
from the date of the passing of this resolution, if earlier and provided further that this authority and power shall be limited to:

(&) the allobment of equity securities pursuant 10 a rights issue or similar offer to Ordinary Shareholders where the equity securities
respectively attributable to the interests of all Ordinary Sharsholders are proportionate or as nearly as practical {and taking into
account any prohibitions against or difficulies concerning the making af an offer or alletment to shareholders whose regisiered
address or place of residence is overseas and subject to such exclusions as the Directors of the Comparny may deem necessary
or expedient to deal with fractional entitlernent or record dates) to the respective numbers of Ordinary Shares held by them; and
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Special business (continued)

9.

{b) the allotment {ctherwise than pursuant to paragraph (2) above) of equity securities up o an aggregate nominal amount of the
greater of £283,181 or 5% of the issued share capital of the Company.

THAT the Company be ganerally and unconditionally authorised for the purposes of Section 166 of the Act 1o make market purchases
(within the meaning of Section 163{3) of the Act) of Ordinary Shares of 2.5p each in the capital of the Company (*Crdinary Shares™)
provided that:

(a) the maximum number of Crdinary Shares hereby authorised to be purchased is 33,815,000 (representing 14.9% of the
Company’s issued Crdinary Share capital);

(b) the minimum price, exclusive of any expenses, which may be paid for an Ordinary Share is 2.5p;

(¢} the maximum price, exclusive of any sxpenses, which may be paid for an Ordinary Share is an amount equal to 105% of the
average of the middie markel quotations for an Ordinary Share derived from the London Stock Exchange Daily Official List for
the five business days immediately preceding the date on which such Ordinary Share is contracted to be purchased,

{d} unless previously renewed, varied or revoked, the autharity conferred shall expire at the close of the next Annual General
Meeting of the Company or twelve months from the date of this resolution, if earlier; and

{e) the Company may make a contract for the purchase of Ordinary Shares under this authority before the expiry of this authority
which would or might require 10 be executed whally or partly after the expiry of such authority, and may make purchases of
Ordinary Shares in pursuance of such a contract as if such authority had not expired.

Notes

1.
2.

This notice has been sent to all Ordinary Shareholders who arg entitled to attend or be represented at the meeting.

A member entitled to attend and vote at the Annual General Meeting may appoint a proxy or proxies to attend on a poll veie and,
on a poll, vote on his or her behalf. A proxy need not be a member of the Company. To be valid, a Form of Proxy and any power
or authority under which it is signed, must be lodged with the Company’s Registrars, Capita Registrars (Proxies), PO Box 25,
Beckenham, Kent BR3 4BR, no later than 48 hours before the time appointed for the helding of the Annual General Meeting.

A proxy is not entitled to speak at the meeting except to demand a poll, and may vote only when a poll is taken.

A Form of Proxy is enclosed and instructicns for use are shown on the form. The fact that shareholders may have completed
forms of proxy will not prevent them from attending and voting in person should they afterwards decide to do so.

As permitted by Regulation 41 of the Uncertified Securities Regulations 2001, only those shareholders who are registered on the
Company's share register at 8.00am on 10 January 2005 (or if the meeting is adjourned, shareholders entered on the Company's
register of members not jater than 48 hours before the time fixed for the adjourned meeting) shall be entitled to attend the Annual
General Meeting and to vote in respact of the number of shares registered in their names at that time. Changes to entries on the
share register after 8.00am on 10 January 2005 (or, if the meeting is adjourned after 48 hours before the time fixed for the adjoumed
meeting) shall be disregarded in determining the rights of any person to attend and/or vote at the Annual Genera! Meeting.
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Notice of Annual General Meeting {continued}

Notes {continued)
6. The following documents are available for inspection by members at the registered office of the Company on weekdays (except

Bank Holidays) during the normal business hours and at the place of the meeting but not less than 15 minutes prior to and during
the meeting:

{a) the register of Directors’ interests required to be kept under Secticn 325 of the Act; and
{b) copies of the Directors’ service contracts.

A Liggett Registered Office:
Company Secretary Rushworth House
30 November 2004 Wilmslow Road

Handforth, Wilmslow
Cheshire SK9 3HJ

Registered No:
3213782
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Explanatory Notes to the Notice of Annual General Meeting

THE ANNUAL GENERAL MEETING of the Company will be held at the Company's premises at Thorpe Way, Grove Park, Enderby,
Leicestershire LE12 1SU on 11 January 2005 at 10.30am.

Three of the resolutions are to be taken at this year's Annual General Meeting as special business. By way of explanation of these and
certain of the other resolutions:

Ordinary business
Resolution 2
Final dividend

A final dividend of 6.00 pence per Ordinary Share is recommended by the Directors for payment to shareholders on the register

of members of the Company at the close of business on 14 January 2005. Subject to approval by the Ordinary Shareholders at the
Annual General Meeting, the dividend will be paid on 31 January 2005. An interim dividend of 2.00 pence per Crdinary Share was
paid on 30 June 2C04. This gives a total dividend level of 8.00 pence per Crdinary Share for the 53 week perioc to 2 October 2004.

Resolullons 3 and 4
Re-glection of Directors

WA Mclntosh and VH Watson are the Directors retiring by rotation this year and they offer themselves for re-glection. All members
of the Board of Directors submit themselves for re-election at least every three years with the exception of YH Watson who at the age
of 76 retires and offers himself for re-election annually. Brief biographical details about the Directors standing for re-election appear
on page 19 of the Annual Report and Financial Statements.

Special business

Resglutions 7 and &

Appointment of autherity to issue shares and the disapplication of statutory rights of pre-emption

Resoclution 7: The right of the Directors to allot further shares in the capital of the Company requires in most cases the prior authorisation
of the shareholders in general meeting under Section 80 of the Companies Act 1985 {"the Act”). Resolution 7 will be put to members
as special business to authorise the Directors to allot Ordinary Shares with a nominal value of £1,885,987 cut of the Company’s
unissued share capitat representing approximately 33.3% of the Company's current issued share capital (excluding shares held in
treasury). The Company holds 407,800 Ordinary Shares in treasury representing appreximately 0.18% of the Company's current
issued share capital (excluding shares held in treasury}.

The Directors have no current intention of exercising the autherity to allot further shares. The authcrity shali expire immediately
following the Annual General Meeting next following the resciution ¢r, if earlier, 15 months following the resclution being passed.

Resolution 8: Will seek to obtain power under Section 95 of the Act to enable the Directors to allot, for cash, shares with an aggregate
nominal value of £283,181 equal to approximately 5% of the Company’s current issued share capital without being required first to offer
such securities to existing shareholders. The Company will thereby be given greater flexibility when considering future opportunities
but the interests of existing shareholders will be protected as, except in the case of a rights issue or the allotment of shares under the
Company’s share option schemes, the Directers have no present intention to aliot any part of the unissued share capital of the Company
or, without the prior approval of the Company in general meeting, to make any issue which would effectively aller the contrel of the
Company or the nature of its business. This authority will expire immediately following the Annual General Meeting next following the
resoluticn or, if garlier, 15 months following the resolution being passed.
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Explanatory Notes to the Notice of Annual General Meeting (continued}

Special business (continued)
Resclution 9
Authority to purchase Ordinary Shares

At the Annual General Mesting, Ordinary Shareholders are being invited under Resolution @ to grant authority to the Company to make
market purchases of its Ordinary Shares. It is proposed such autherity shall expire on the conclusion of the Annual General Meeting to
be held in 2006 or twelve months from the date of this resolution, if earlier.

This authority will be limited to the purchase of not more than 14.9% of the Ordinary Shares currently in issue, This represents the
maximum amourt of Ordinary Share capital in issus which is penmitted before tender or partial offer (G all shareholders is required to be
made to perform any share buy-back. The maximurn price payable under this authority will be 105% of the average of the middle
market guctaticns of an Ordinary Share for the five business days before the relevant purchase and the minimum price will be 2.5p
per Ordinary Share.

In considering whether or not to purchase Ordinary Shares under the market purchase authority, the Directors will take into account
cash resources, the effect on gearing and other investment opportunities before exercising the authority. In addition, the Company
will only exercise the authority to make such a purchase in the market when the Directors consider it is in the best interests of the
shareholders generally tc do so and it should result in an increase in earnings per Ordlinary Share. The Directors’ current intention
is that the authority scught by Resolution & shall be utilised in respect of the shares under these options.

As at 30 November 2004, there were options to subscribe for 3,628,047 equity shares outstanding under various schemes
representing approximately 1.60% of the current issued share capital of the Company. If the authority scught by Resolution 9 was
exercised in full, the number of outstanding opticns would represent approximately 1.88% of the issued share capital following the
repurchase of shares.
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Financial Calender

Key dates

Annual General Meeting

Final dividend payable

2004/05 interim results announcement
2004/05 interim dividend payable

2004/05 full year resulis announcement
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