ASX RELEASE -
TUESDAY, 9 AUGUST 2005 BIRON

&2 Ord Strest

West Perth
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NOTICE OF GENERAL MEETING & EXPLANATORY MEMORANDUM

Tuesday 9 August 2005: Biren Capital Ltd (ASX: BIC, “the Company” or “Biron”) Please
find attached the Notice Of General Meeting & Explanatory Memorandum {o be held at 48
Ord Street, West Perth, Western Australia on 8 September 2005 at 8.30am WST.

- ENDS -
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NOTICE OF MEETING
AND

EXPLANATORY MEMORANDUM

IMPORTANT INFORMATION
This is an imporfant document that should be read in iis entirely.
if you do not understand if you shiould consult your professional advisers without delay.

If you wish to discuss any aspect of this document with the Company please contact
the Company Secretary, Mr Gabriel Chiappini on telephone(08) 9486 1644

Legal Adviser te the Company
JEREMY SHERVINGTON
Barrister & Solicitor

52 Ord Street

West Perth WA 6005

Tel: {083 9481 8740

Fax: (08} 9481 5142

Ref JDS:206050039
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CHAIRMAN’S LETTER
4 August 2005
Dear Shareholder,

Enciosed is a Nofice of Meeting and Explanatory Memorandum outlining proposal for a
significant change to the affairs of Biron.

The Meeting to approve the transaction will be held on Thursday, 8 September 2005
at 9.30am.

Biren is poised to enter an exciting new phase in its existence with the proposed entry into
the apparel industry. Subject to Sharehoider approval at the Meeting and the satisfaction
of various conditions Biron will enfer both the wholesale and retail sectors of the market
with ifs concurrent acquisitions of the Ed Harry men’s retail group and the Physico
women’s wholesale group.

Funding for the acquisitions includes a combination of bank debt and equity funds
approval for the raising of which is sought at the Meeting.

Ed Harry was established in 1986 and is now Australia’s largest independently owned
specialty retailer of men’s apparel. It has more than 170 stores located in every mainland
State and Territory of Australia, including all major Australian capital cities.

Physico was founded in 1993 and it has since grown to become a significant Australian
clothing company specialising in the sourcing and supply of ladies apparel and sleepwear
to the major department and speciaity chains in Australia and New Zealand. Physico has
operations in China which export men’s, ladies and children’s apparel to volume retailers
in Europe, Canada, Russia and South Africa.

The acquisitions of Ed Harry and Physico will create a vertically integrated apparel group,
with a strong presence in the Australian market. The Directors expect significant synergies
to result from the creation of a vertically integrated business model. Most of the expected
benefits are likely to stem from improved gross profits from the leveraging of Physico’s
wholesaling capabilities across the combined group and from a reduction in corporate
overheads.

The Directors of Biren believe the future growth prospects for the Company are sfrong.
Both Ed Harry and Physico have identifiable organic growth opportunities; Ed Harry has
the opportunity for continued retail store rollout while Physico has the potential to further
expand its offshore wholesaling activities and expand its womenswear supply chain
expertise inte menswear. In addition to expected strong organic growth, the Directors will
also consider growth by acqusition, if the Board views those acquisitions as positive for
sharehoelder value, however there are no additional acquisitions contemplated at this stage.

The Board and senior management feam of Biron will include individuals with
comprehensive experience in the retail and whelesale textile markets. Importantly, the
founders of both Ed Harry and Physico will remain active in the merged business and will



become significant equity stakeholders in Biron, ensuring their future commitment to the
growth of the Company.

The Board recommends that you read the enclosed material thoroughly.

Piease note in particular the Report by the independent expert which sets out the
advantages and disadvantages of the proposed Transaction. The independent expert
concludes that “the Proposal is “fair and reasonable™ fo Noa Associated Shareholders™.

On behalf of the Board, I encourage you to attend the Meeting and support the Resolutions
in respect of the Transaction or, if yvou are unable to attend, to complete and lodge a proxy
form.

Yours sincerely,

John Corr
Executive Chairman



NOTICE OF MEETING

BIRON CAPITAL LIMITED
ABN 58 009 087 469

Notice is hereby given that a general meeting of members of the Company wiill be held at
9.30 am on Thursday, 8 September 2005 at 48 Ord Street, West Perth, Western Australia
to consider and, if thought fit, to pass the following Reselutions:

1. Ordinary Resolution

“That subject to and conditional upon the due passage of Resolutions 2, 3 and 4
hereof, approval be and is hereby given to the acquisition by the Company of Ed
Harry and Physico for the purposes deseribed in the Explanatory Memorandum
(including Listing Rules 7.1, 10.11 and 11.1 and Division 3 of Part 2E.1 and
Section 611 stem 7 of the Corporations Act) and for the consideration and on the
terms and subject to the conditions contained and described in the Explanatory
Memorandum and, in connection therewith and without limiting the generality of
the foregoing:

(Ay (a) to the allotment and issue by the Company of
() Between 5,000,000 and 7,500,000 of the Capital Raising
Shares at a price of 60 cents per Share in cash fo the Physice

Vendors Group;

(i1) The Balance Capital Raising Shares at a price of 60 cents per
Share in cash to the Cash Subscribers; and

(11y 6 million Shares to the Physico Vendors as part
consideration for the acguisition of the Physico Group; and

(iv) 2 million Shares to Investec in part payment of the
Transaction Fees; and

(v) 3,333,333 Shares to Suregroup as part consideration for the
acquisition of Ed Harry; and

(vi)  3.333.333 Performance Shares to Supergroup as part
consideration for the acguisition of Ed Harry; and

(vii) 8 million Performance Shares to the Physico Vendors as part
consideration for the acquisition of the Physico Group; and

(viii) 3 million 72 cent Options to Investec in part payment of the
Transaction Fees; and

(by o the Company entering into the Property Lease: and



(c) to the Company entering into the Suregroup Consultancy
Agreement; and

(d) to the Company enfering into the Elterman Services Agreement; and
{e) to the Company entering into the Greenblo Services Agreement; and
(fy to the Company enfering info the Rohald Services Agreement; and
{gy  fo the Company entering into the Enbee Documentation; and

(h} {0 the terms of the Alexandria Lease; and

(By  the acquisition of 8 million Shares by the Physico Vendors upon the
occurrence of the Performance Shares Conversion for the purposes and on
the ferms and subject to the conditions contained in the Explanatory
Memorandum.

(C)  the significant change in the nature of the Company’s activities as described
in the Explanatory Memorandurm.”

Special Resolution

“That subject to and conditional upon the due passage of Resolutions 1, 3 and 4
hereof approval be and is hereby given for the purposes of Section 260B of the
Corporations Act fo the execution by the Company of the Enbee Documentation
and the performance of the terms thereof.”

Special Resolution

“That subject to and conditional upon the due passage of Resolutions 1, 2 and 4
hereof approval be and is hereby given for the purposes of Section 260B of the
Corporations Act fo the Company entering into the Senior Debt Documentation and
the performance of the terms thereof.”

Special Resolution

“That subject to and conditional upon the due passage of Resolutions 1, 2 and 3
hereof approval be and is hereby given for the purposes of Section 260B of the
Corporations Act to the Company performing those aspects of the Physico
Acquisifion Agreement, the Cost Sharing Arrangements and the Alexandria Lease
as involve the Company financially assisting any of the Physice Vendors 1o acquire
Shares in the terms described in the Explanatory Memorandum.”



10.

Special Resolution

“That subject to and conditional upon the due passage of Resolutions 1,2, 3 and 4
hereofl and from the time of Completion the name of the Company be changed from
“Biron Capital Limited” fo “Biron Apparel Limited™.”

Ordinary Resolution

“That subject to the due passage of Resolutions 7 and 8 hereof approval be and is
hereby given to the issue of 600,000 60 cent Options to Mr John Corr or his
nominee for the purposes and on the terms and subject fo the conditions contained
in the Explanatory Memorandum.”

Ordinary Resolution

“That subject to the due passage of Resolutions 6 and 8 hereof approval be and is
hereby given fo the issue of 200,000 60 cent Options to Mr Gavin Argyle or his
nominee for the purposes and on the terms and subject fo the conditions contained
in the Explanatory Memorandum.”

Ordinary Resolution

“That subject to the due passage of Resolutions 6 and 7 hereof approval be and is
hereby given to the issue of 200,000 60 cent Options to Panga Pty Lid for the
purposes and on the terms and subject to the conditions contained in the
Explanatory Memorandum.”

Ordinary Resolution

“That Mr John Corr be and 1s hereby re-elected as a Director of the Company.”

Ordinary Resolution

“That Mr Jeremy Shervington be and is hereby re-elected as a Director of the
Company.”

DATED this 47 day of August 2005.

BY ORDER OF THE BOARD

G Chiappini
Company Secretary

Lad



Noftes:
Definitions

Terms which are used in this Nofice and which are defined in Section 9 of the Explanatory
Memorandum have the meanings ascribed to them therein,

Voting Entitlement

Biron (as convenor of the Meeting) has determined that a person’s entitiement to vofe at
the Meeting will be the entitlement of that person sef out in the register of members as at
7pm Sydney time on the 6 day of September 2005.

This means that any holder registered at 7pm Sydney time on the 6 day of September 2005
is entitled to attend and vote at the Meeting.

Proxies

A member entitled to attend this Meeting and vote is entitled to appoint a proxy to attend
and vote for the member at the Meeting. A proxy need not be a member. 1f the member is
enfitled fo cast 2 or more votes at the Meeting the member may appoint 2 proxies. If a
member appoints 2 proxies and the appointment does not specify the proportion or number
of the member’s votes each proxy may exercise, each proxy may exercise half of the votes.
A form of proxy is attached with this notice.

Voting Restrictions

1. In accordance with Rules 7.1, 7.3.8, 10.11, 10.13 and 14.11 of the Listing Rules
and Section 224 and Section 611 of the Corporations Act the Company will
disregard any vofes cast on Resolution 1 by:

Suregroup;

Mr D Greenblo

Mr C Elterman

Mr N Brine

Mr S Rohald

The Lessor

The Physico Vendors

The Physico Vendors Group

Investec

The Underwriter

Enbee Holdings

The Cash Subscribers

A person who might obtain a benefit, except a benefit solely in the capacity of a
holder of ordinary securities in the Company if Resolution 1 s passed; and
& Any associate of the abovementioned persons.



However this prohibition does not apply if:

o A vote is cast by a person as a proxy appointed by writing that specifies how the
proxy is fo vote on the proposed Resolution; or

o A vote is cast by the person chairing the Meeting as proxy for a persoen who is
entitled 1o vote, in accordance with a direction on the proxy form to vote as the
proxy decides; and

¢ The vote is not cast on behalf of a related party or associate of a kind referred to
in subsection 224(1}) of the Corporations Act.

In accordance with Subsection 260B(1) of the Corporations Act no votes may be
cast in favour of Resolution 2 by Suregroup or by any of its associates.

In accordance with Subsection 260B(1) of the Corporations Act no votes may be
cast in favour of Resolution 4 by any of the Physico Vendors or by any of their
associates.

In accordance with Rules 10.11., 10.13 and 14.11 of the Listing Rules and Section
224 of the Corporations Act the Company will disregard any votes cast on
Resolution 6 by:

e MrJCorr: and

& Any associate of Mr J Corr.

However this prohibition does not apply if:

o A vote is cast by a person as a proxy appointed by writing that specifies how the
proxy is to vote on the proposed Resolution; or

o A vote is cast by the person chairing the Meeting as proxy for a persen who is
entitied 1o vote, in accordance with a direction on the proxy form fo vote as the
proxy decides; and

o The vote is not cast on behalf of a related party or associate of a kind referred to

in subsection 2241} of the Corporations Act.

In accordance with Rules 10.11, 10.13 and 14.11 of the Listing Rules and Section
224 of the Corporations Act the Company will disregard any votes cast on
Resolution 7 by:

¢  Mr G Argyle; and

e Any associate Mr G Argyle;



However this prohibition does not apply if:

A vote is cast by a person as a proxy appointed by writing that specifies how the
proxy is fo vote on the proposed Resolution; or

A vote is cast by the person chairing the Meeting as proxy for a person who is
entitled 1o vote, in accordance with a direction on the proxy form to vote as the
proxy decides;

The vote is not cast on behalf of a related party or associate of a kind referred to
in subsection 2241} of the Corporations Act.

In accordance with Rules 10.11, 10.13 and 14.11 of the Listing Rules and Section
224 of the Corporations Act the Company will disregard any votes cast on
Resolution 8 by:

Panga Pty L,
Mr J Shervington; and

Any associate of Panga Pty Ltd or Mr J Shervington.

However this prohibition does not apply if:

A vote is cast by a person as a proxy appointed by writing that specifies how the
proxy is to vote on the proposed Resolution; or

A vote is cast by the person chairing the Meeting as proxy for a person who is
entitied 1o vote, in accordance with a direction on the proxy form fo vote as the
proxy decides; and

The vote is not cast on behalf of a related party or associate of a kind referred to
in subsection 2241} of the Corporations Act.



BIRON CAPITAL LIMITED
ABN 58 009 087 469

EXPLANATORY MEMORANDUM

This Explanatory Memorandum forms part of & Notice convening a Meeting of members
of the Company to be held on the 8" day of September 2005, This Explanatory
Memorandum s to assist Shareholders in understanding the background to and the legal
and other mmplications of the Notice and the reasons for the Resolutions proposed. Certain
terms used i this Explanatory Memorandum are defined in Section 9.

1.

INTRODUCTION

On 7 March 2005, Biron announced 1fs m principle agreements to acquire the Ed
Harry mens’ apparel retai business and the Physico Clothing Company Pty Ltd
womens’ apparel wholesale business.

If successful, these acquisitions will transform Biron mto a vertically mtegrated
apparel business with over 170 retail stores as well as an established wholesale
mfrastructure, including an office in China. Pro Forma 2005 revenues of the
combined entify are m excess of §120 miihion.

By the accompanying Notice, a Meeting of Shareholders 1s convened for
8 September 20035 to approve the Transaction, including the acquisition of Ed Harry
and Physico.

The Biron Board will be expanded to mclude Mr David Greenbio, the current
managing director of Physico, and Mr Neii Brine, the current managing director of
Ed Harry. It 1s expected that Mr Argyle will leave the Board at Completion. Mr
Greenblo will assume the role of chief executive and Mr Brne will act as a
consulfant to Biron.

Key Investment Features

The Transaction meludes the following key mvestment features:

Vertical Integration Merger

Ed Harry and Physico are highly complementary busmesses. Physico has an under-

utilised wholesaling and mmporting infrastructure, whilst Ed Harry does not currently
mport product directly, in contrast to many of its vertically infegrated peers.



Experienced Board and Senior Management

The new Board of Biron wili be well balanced and wili mclude members with
comprehensive experience m the apparel retail and wholesale mdustries. In addition,
the Board will include members with a strong legal and finance background. Both
the vendors of Ed Harry and Physico intend to remain actively involved in the
business.

Established National Retail Brand

Ed Harry is a national retail brand, represented in all states and territories with the
exception of Tasmania. With over 170 stores, Ed Harry 1s able to benefit from
having reached critical mass while still having a strong store rollout profile.

Diversified Retail Brands

Ed Harry’s retay brands are well diversified by lifestyle category (eg. classic
daywear, fashion dresswear)}, customer demographic and price point.

Balance of Own Label and Third Party Labels

[n addition to company owned brands, Ed Harry has a portfolio of retail brands, some
of which are exclusive to Ed Harry or provided on an exclusive line basis.

High Level Incentives for Senior Management

Collectively, senior management of Biron will hoid over 37% of the ordinary equity
of the Company. In addition, senior management will also hold a significant
component of Performance Shares m the Company. These equity interests are strong
meentives for senior management to grow sharehoider value.

Strong Organic Growth Opportunities

Biron will have strong organic growth prospects on both the retail and wholesale
sides of the combined entity. Retail growth is likely to be driven by continued store
roffout, particularly in NSW and QLD where Ed Harry s relatively under
represented. The wholesale business has significant organic growth opportunity
through increased export activity from China and through increased volumes
resulting from becoming a part of a vertically mfegrated model.

Attractive Valuation Metrics, Relative to Peers

The Capital Raising 1s being priced at an historical price to earnmgs ratio of 6.7
times, based on pro forma 2005 EBIT and adjusted for the Directors” estimate of
ongomg mterest and tax expenses. This PE ratio is caleulated on an undiluted basis
and excludes any potential synergy benefits.



2.1

2.2

RESOLUTION 1

Background — The Company

The reviewed statement of financial position of the Company as at 31 December
2004 disclosed the Company’s net assets at that fime as amounting to $3,491,921
comprising cash and receivabies of $3,565,141, property, plant and equipment of
$17,656 and current Labilities of $90,876.

As at 30 April 2005 the unaudited management accounts prepared on behalf of the
Board disclosed that the Company’s net assets amounted to $3,264,016 at that time.

Since their appointment the Current Directors have been sourcing and examining
busmess opportunities for the Company suifable for a transaction that would see the
Company emerge from its current position through acquiring a significant business
enterprise with strong current eamings and with growth prospects.

Background — Industry Overview

Biron Capital, through its acquisition of Ed Harry and Physico, will become a
vertically mtegrated apparel group, focused on the Australian market. A majority of
the Company’s revenues will be derived from two mdustries: Apparel retailing and
Apparel wholesaling. The apparel wholesaling industry primarily performs a
procurement and distribution service to the apparel retailing industry. Some
retailers have adopted a strategy of developing a wholesale division to supply their
retail division, thereby organically creating a vertically integrated business model.

Ed Harry operates i the men’s apparel segment of the Apparel retailing mdustry
and Physico operates in the general apparel wholesale industry.

The apparel retail and apparel wholesale industries are closely linked. In particular,
they share some key demand drivers, including the following:

0 Real household disposable income - Increases m income lead to greater
expenditure on consumer products;

@ The price of clothing relative to other goods - As the price of clothing falls
m relation to other products (due to increased levels of cheap imports),
consumers are willing to purchase larger volumes of clothing;

0 Population size - Increases m population levels leads to greater demand for
clothimg and apparei;

@ Fashion - Changes in fashion cycles lead fo greater expenditure on clothing
items. Swings in fashion cycles have become more common 1n recent years;

0 Seasons - Consumers purchase different products for different seasons,
which also stimulates demand and fashion cycles;



o Weather - People tend to purchase a wide variety of clothing to adapt to
changes in weather; and

0 Consumer confidence and attitudes - Different age groups spend various
amounts on clothing to define them from friends and peers. This 18 most
common in the younger age groups.

Retail and wholesale apparel industry growth rates (% pa)
6o
sod e m
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The apparel retailing and appare! wholesaling industries are discussed in more detail
below:

Background

The Australian apparel retaiiing sector encompasses businesses mvolved i sourcing
a variety of products (such as clothing, gloves, hosiery, etc) and seliing these
products directly to consumers, generally without developing or changing the
products further. Most retailers i this industry undertake sales and administrative
activities such as customer service; product merchandising: advertising: and
mventory control.

Industry participants source their products 1n a number of ways. These melude own

manufacture, confract manufacture, or purchase through a wholesaler or brand
owner.

Products can be sourced locally or from overseas, the latter bemg predommantly
from Asia. Ed Harry has historically sourced most of its products from domestic
wholesalers.

For imports, the level of ciothing taniffs and exchange rates will affect the cost of the
goods. Smee 1990, import fariffs m Australia i relation to clothing have fallen from
55% to 17.5% as at | January 2005.This has reduced the landed cost products for
many Australian retailers.

The majority of clothing mmported from Asia 18 priced in United States dollars and
consequently Australian imports are exposed to movements in the AS/USS exchange

10



rate. The appreciation of the Australian doliar in recent years has served to reduce the
AS$ and NZ§ cost of purchases which should have benefited importers of clothing.

Physico has historically reduced its exposure to currency movements by placing
buying orders when selling orders have been received. This matching process
ensures Physico does not carry material currency risk.

Industry Structure

The retail apparel markets 1n Australia are highly fragmented. In 2003-04, the three
largest participants accounted for approximately 20% of industry revenue. The
majority of the industry is accounted for by small independent stores. Men’s apparel,
the sub sector in which Biron Capital’s retail operations will participate, accounts for
20% of the total retail sector, as shown in the Figure below.

Industry segmentation by product

Giel's tiothing Ieand's chothing
Bove ot 5 B
03’553;0 g Women's cloting
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Hesdwear, nosiery,
BULESLOTIES, MEterisls
25%

The apparel retail sector comprises a wide range of retail formats including specialty
retail apparel chams, full service department stores, discount department stores and
single store operations. Store locations include major shopping centers, prime retail
strips, country towns and resort villages. In Australia, specialty apparel stores are
estimated to account for approximately 60% of women’s and men’s clothing sales. In
recent years, the specialty appare! market has grown faster than department stores.

Apparel demand is influenced by general economic conditions (inciuding GDP,
mierest rates and employment levels) and consumer sentiment.

This industry 1s 1n the mature stage of ifs life cycle. Competition 1s strong among
participants, exacerbated by external competition from department stores. It is
estimated that department stores account for approximately 35% to 40% of total
refail sales 1n women's and men's clothing. Despite strong external competifion,
niche segments in this industry continue to achieve high gross profit margins.

Chain stores currently have an advantage over mdependent stores m the form of
greater buying power due to the benefit of scale. The frend towards greater vertical
miegration may agam disadvantage the independent store operator, as chain stores
will have greater control over their supply chain and be able to reduce costs through
the elimination of the ‘middleman’.

"



Industry Growth

An mdustry analysis of the Clothing Retailing Industry in Australia during 2003-04
{Source: IBISWorld} shows:
0 mdustry revenue increased by 3.0% in 200304 to $8283 miilion;

@ historic mdustry growth has been modest. Over the past five years, industry
revenue has increased at an average rate of 1.2% per annum. Over the past
three years, industry revenue has strengthened and the average rate of growth
has been 3.3% per annum;

Apparel retail industry revenue
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The demand for ciothing is affected by a number of factors, including:
0 Level and movement of real household disposable income

Consumer confidence and attitudes

Brand recognition

Changes i fashion

Price of clothing relative fo other goods

Seasonal/weather conditions

08 g0 g

Apparel Whoelesaling
Background

The apparel wholesaling industry consists of busmesses mamly engaged m
purchasing clothing and selling the garments to retailers (e.g. clothing retailers,
department stores, efe), generally with mmimum or no further development of the
iterms. Most wholesalers m this industry undertake sales and administrative activities,
such as establishing relationships with manufacturers and retailers to ensure the
reliabie supply and demand of stock, marketing and advertising their products, and
storage and transportation of stock.

Industry Structure

Australian Bureau of Statistics (ABS) data as at June 2004 estimates that there were
approxmmately 2,015 enterprises operating as clothing wholesalers m Australia.
These businesses are primarily mvolved in the distribigion of clothing products to

12



retailers. The industry 1s characterised by a high level of integration in which many
operators are also involved m the manufacturing and/or retadiing of clothimg
products. There are also specialist wholesalers who act purely as the distributor from
manufacturers to retailers. Some operators are also mvoelved in the design of the
product and will generally outsource the manufacturing process.

The apparel wholesaling mdustry 1s highly fragmented. IBISWorld estimates that no
one participant has more than a 10% share of the market.

The Figures below show segmentation of the apparel wholesaling mdustty by
product and by retail ocutlet. The major market for wholesalers is the retailers such as
department stores, specialty men's, women's stores and children's stores. Other retail
stores that may be part of this segment can be sports and surfwear retaii stores. Men’s
clothimg, the product sub market in which Ed Harry participates accounts for
approximately 24% of total industry sales.

D indu stry segmentation by product Industry seqmentation by outlet
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Margins within this industry tend to vary according to the type and quantity of
merchandise. Basic non-fashion items such as Twshirts, skivvies and underwear
attract smalier margins than mmported merchandise and fashion items of clothing, due
to risk associated with stocking particular or untested lines of fashion and the iow
number of stock turns associated with these types of goods. Generally there 18 an
mverse relationship between margins and the aumber of stock tums. Price
competition at all levels, but most particularly the retail level, and the substitutabiiity
of certain goods (i.e. jeans and siacks, T-shirts and blouses) have resulted in reduced
margins at the wholesale level.

Profitabiiity within this mdustry has been under pressure due fo price competition in
recent years.

Industry Growth

Industry analysis of the Clothing Wholesaling Industry in Austraha during 2003.04
{Source: IBISWorld) shows:

13
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2.3

0 the industry reported revenue of $4.56 bilhon. This represents an merease of
2.1% from the previous fiscal year;

0 Industry growth has been modest, with total sales revenue increasing at a
compound average growth rate of 4.2% for the 10 years fo 30 June 2004.

Apparel wholesale industry revenue

$409-20006 2008-2001 20012002 2022003 20032004
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The apparel wholesale industry 1s a mature industry and this s reflected by the
moderate historic sales growth rates experienced. Industry revenue is highly
dependent upon demand in the clothing market, which is in fum dependent upon the
overall fevel of economic activify. In addition to macroeconomic factors, growth
rates have been curtailed by two key trends:

O  Price competition within the industry, resulting from a large number of
participants m a fragmented market; and

o The frend towards retailers by-passing wholesalers and establishing new
channels for sourcing products from overseas suppliers.

These trends may increase consolidafion acfivity in the apparel wholesaling sector,
both between wholesalers and between wholesalers and retailers as part of vertical
miegration strategies.

Background — Ed Harry
Overview

Ed Harry was established m 1986 with a small store m Victoria Square (Adelaide).
Suregroup acquired a stake m the busmess m 1990, before taking full contrel in
1993. Smce then the business has grown to a network of over 170 stores,

Ed Harry 1s now Australia’s largest independently owned specralty retailer of men’s
apparel (by number of company owned stores). It currently has over 170 company
owned stores across Australia, with plans to roll out an additional 130 stores 1n the
next 6 years. The Figure below shows the track record of sales and EBITDA
growth achieved by Ed Harry.

14



Ed Harry Uncudited Sales and EBITDA {Sm) Ed Harry Number of Stores by State
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Source: Ed

Ed Harry retails men’s fashion apparel fo a double generation target of males aged
25 years and 45 years with an underlying value for money proposition across four
iifestyle categories.
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Westfisid specialily shop of the year

Source: Ed Harry

Ed Harry offers customers a broad range of casual apparel includmg: suits, shirts,
tops, pants, jeans, shorts, {-shirts, underwear and other accessories. Ed Harry sells
own branded products, mcluding: Contemporary, Jonathan Adams, Easy Street,
Tribute, Mogul, Mancini, Eds, EdTek and Easy Surf. It also sells weli known
third party brands such as: Tarocash, Lee Cooper, Quarterback, Essential, Pomt
Zero, Back Bay, Yarra Trail, Farah, Aussie Male, Bracks, Mod Culture, Blueprint
and Angry Minds. Some of these third party brands are suppiied exclusively to
Ed Harry, or are supplied on an exclusive line basis.

Ed Harry’s head office is in Adelaide, South Austraha. The Ed Harry Business

has approximately 660 employees approximately one third of which are full time,
with the remainder being casual.
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Business model

Ed Harry’s business model is distinguished by a number of key atiributes,
mcluding:

» An established national retail brand with a reputation for selling products
with the highest possible quality to price ratio;

» Sells a range of products mcluding company owned and third party brands
within four fifestyle categories and across different price poimts;

» Has a portfolio of third party brands, some of which are exclusive to Ed
Harry or are supplied on an exclusive hne basis (1.e. products are
developed specifically for Ed Harry);

» The ability fo establish new stores in smaller catchment areas, and
adopting a strategy of opening clusters of stores m particular regions, to
achieve economies of scale;

» A distinctive store appearance with flexible layout that encourages
muitiple uni¢ sales and focuses on female shoppers, which comprise 60%
of Ed Harry’s customers;

» An experienced management team and retai staff, who have been given
the responsibility to make ‘real” decisions reflecting a strong ‘owner’
mentaiity amongst staff;

» An efficient supply chain and head office structure; and

» Strong alliances with key suppliers, which enables ranges to be revisited
and corrected m-season to meet product demand.

The retail sector and business community has continued to recognise the
achievements of Ed Harry, with the following awards:

»  Westfield Specialty Store of the Year 1995-1998;

» 4 consecutive years as one of the BRW fastest growing private companies
1996-1999;

» FErnst & Young Entreprencur of the Year Fmalist 2003; and

» Australia Day Council Business Award Certificate of Business
Achievement in 2000.

Product Range and Brands

Ed Harry has estabiished a strong position m the Australian men’s apparel retail
sector. Ed Harry's product range contains a mixture of own branded
(approximately 70% sales) and third party brands (approximately 30% sales).
Products are focused towards casual wear and to a lesser extent relaxed formal
wear, covering both day and evening dressing.

Ed Harry's products have a ‘commercial” fashion element and the highest possible
guality to price ratio.

Whilst the early success of the Busimess was based on wide choice and best value,
a new market focus, based on “best choice and best value”, has been established.
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This has allowed for better purchasing, presentation and a clear market position
with the introduction of company owned branded merchandise, and the jomnt
development of exclusive hnes for some third party fashion labels.

Selected Ed Harry owned brands Selected 3™ party brands

YRA Tu.,

Ed Harry has successfully positioned its brands and products within four discreet
fifestyle categories:

0 - Company owned brands

E — Third party brands exclusive to Ed Harry or products suppled on exclusive Hne basis
R — Third party brands, where products bought from supplier range

Source: Ed Harry

Approximately 20% of total sales come from non-season products (which trade
from season fo season) with the remainder of sales coming from seasonal
products.

Market Position

Ed Harry operates m the Australian men’s clothing retail sector, which according
to IBISWorld, generated furnover of around $1.5 billion {(or 19% of the total
ciothing refail sales) in FY 2003,

The Business sells quality products with a commercial fashion element, and an
underlying value for money proposition across all segments and price pomnis (1.¢.
the highest possible gualsty to price ratio).

Ed Harry’s clothing range appeals fo men aged between 20 years and 55 years,

with a defined target market of men between 25 years and 45 years (double
generation). (Both Generation X and Baby Boomers comprise 74% of the male
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popuiation.) Ed Harry is the largest independently owned specialty menswear
retaxfer in Australia, (by number of company owned stores), and shares the
menswear segment with:

» Other specialist menswear retailers
» Department stores; and
» Unisex retailers.

Product Seurcing and Distribution

Ed Harry develops the majority of 1ts merchandise m-house with the support of its
6 magor suppliers (all Australian based).

Ed Harry’s products are predominantly manufactured in China, using established
and reliablie manufacturers. Approxmmately 90% of stock (by volume) i1s delivered
direct into store, and 10% is delivered into store from Ed Harry’s warechouse
iocated at head office. All of Ed Harry’s products are paid for in AS.

Stores

Ed Harry currently has over 170 stores (including 3 factory outlets) located in all
mainland States and Territories i Australia with a strong presence in regional

arcas.

The diagram below illustrates the geographic distribution of the Ed Harry Stores:

Ed Harry Store Information
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Ed Harry's retail stores range in size from 72 m? to 250 m?, with a target store
size of around 120 m®. The majority of Ed Harry’s stores are leased with terms of
5 years to 6 years. Landlords include Westfield, Lend Lease, Gandel Group,
Stockland and Centro.

Information technology

Ed Harry management has viewed information gathering, analysis and
dissemination as the core of its future development. Consequently, Ed Harry has
recently mvested heavily in the future by implementing integrated Windows based
management systems (Retail Directions, Time Target, Finance One). These
systems are currently being implemented and cover all aspects of Ed Harmry's
supply chain, the sales process (including POS), Payroll and Financial Control. As
part of the continuing drive for best practice and future proofing, Ed Harry stores
are on lime 24 hours a day, 7 days a week, usmg the latest Virtnal Private
Networking systems. Having the VPN has delivered several benefits including
enhanced speed and accessibility of key sales and invenfory data by all personnel
across Australia (in real time); and the ability to better analyse and act on stock
movementis/trends in particular regions.

2.4 Background - Physico

Overview

David Greenblo and Coimn Elterman founded PCC in 1993 and 1t has since grown
to become a significant Australian clothing company specialising i the sourcing,
manufacturing and supply of both branded and generic ladies apparel and
sleepwear to the major department and speciaity chains in Australia and New
Zealand.
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Physico has operations in China which, as well as supplying the needs of the
Australian market, export men’s, ladies and children’s apparel to volume retailers
m Europe, Canada, Russia and South Africa.

Physico established operations 1n China 1n 2000, m response to an identified need
to secure a long term, cost effective supply network. In 2003 a major growth
opportunity to supply major South African retaiers was identified.

Business model

Physico operates from its 7,000m2 office, showroom and distribution cenfre in
Alexandria, Sydney as well as from its sourcing office and showroom in Nanjing,
China and its sales office in South Africa.

Physico has two distinet business units: Physico Australia and Physico China.
The majority of revenue i1s derived from Physico Australia’s three operating
divisions {(Outwear, Intima and Popstar} with Physico China’s export division
comprising the remamnder.

Physico focuses on efficient supply chain management and the fimely delivery of
quality product fo ifs market segments. Biron Capital believes that this core
competency, together with substantial product development and China sourcing
capabiities, will aliow Physico fo continue to succeed as a mass-market clothing
suppher in Australia.

A key part of Physico’s strategy is fo focus on commifment to servicing ifs
customers and on a flexible approach to reacting and responding to the ever-
changmg fashion and basic needs of its competitive environment.

For the 2004 financial year Physico recorded $44.9 m in revenue. The Company
expects revenue to remain around this fevel i financial year 20035 as shown m the
diagram below:

Physico Unaudited Sales (Sm) Physico Revenue by Division, FY0S
Eorecast
Lo T - L2
Poostar Export
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| Source: Paysico
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Physico’s Australian business 1s comprised of three divisions: Outerwear, Intima
and Popstar. The table below summarises the key attributes of each division:
division description, product description, target market, and revenue contribution.

iston Description

Produet Description

Target Market

Revenue contributfion

i { FY03 Forecast)

Develops and  sources
fushionable ladies
apparel in a range of

knitted and  woven
fabrics

Classic and
contemporary garments
that appeal to the mass
market consumer
Consumers aged 18 to
(% ACTOSSK both
traditional  and  large
$12e8

56%

Designs, develops and
sources slecpwear and
Iingerie for both ladies
and girls

Generic sleepwear and
Iingerie, licenced
product for a specialty
retailer and  branded
product  under  the
company’s own brand
“Anywear Anytime”

Mass-market  female
consumers of all ages
and sizes. Merchandise
15 supplied to the major
retailers and
independent  boutigue
stores

High fashion,
affordable merchandise
for young women and
girls

Branded, close to the
mark  high  fashien
garments supplied
under the company’s
own brands of
“Popstar” “Curve” and
“Toile”. All are
registered trademarks

fashion
conscious ladies and
teenagers aged 15 to
30, who prefer smaller

sized merchandise. In
addition an
interprefation  of  the

product is supplied to a
major retailer for ages

7 to 14 Product is
supplied  to  major
retaifers  as  well  as
independent  boutigue
stores
10%
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Physico China

In 2000 the management of Physico recognised the need fo respond to the
changimg manufacturing environment within Auastralia and its need to formalise
1ts sourcing operation from off shore. Accordingly Physico set up the company’s
own sourcing and export office m Nanjing, China.

The mfrastructure 1n China, is responsibie for procuring and controliing
approximately 809 of Physico’s production requirement. In addition, through this
capabiiity, the company has developed an Export customer base to which it
supplies both ladies and men’s appare! on a Free On Board (FOB) basis. As a
result of this, the company has set up a sales and design office in Cape Town,
South Africa to service its customers m that region. The revenue generated from
the Export Division is seen by management as the real growth opportunity for the
company.

The Export Division has grown rapidly over the past 18 months and now
compyrises approxomateiyl 5% of total revenues.

Physico has secured its manufacturing capacity by developmg strategic
relationships with a number of factories. Physico has secured the substantial
production capacity of four factories and is considering mvesting m its own
factory to further expand its manufacturing and export capability.

Physico currently employs 55 people 1n its China office. All financial fransactions
and reporting is administered and confrolled by Head office in Australia.

Physico supplies many of the major cham stores and all of the department stores
m Australia. With the exception of branded product which Physico markets to
department and independent retailers, all of the company’s merchandise is
developed specifically for the needs of ndividual customers. Physico has sales
teams that concenirate only on specific customers and works with those customers
m the development of unique product for that customers specific market segment.

Each Sales Team has a merchandise team m China fo support them and shares the
combined resources of the company such as the graphic arts centre, China
sourcmg, quality assurance, shipping, warehousing, adminstration, T and
distribution.

This centralized support structure allows Physico the flexibility to increase
voiumes and revenues to existing customers whilst minimizing cost mcreases
associated with this growth.

Biron — The Merged Entity
Biron’s acquisitions of Ed Harry and Physico will fransform Biron into a
vertically integrated apparel busmess with over 170 retail stores, and an

estabiished wholesale infrastructure, including an office in China. Pro Forma
2005 revenues of the combined entity are forecast fo be m excess of §120 mitiion.
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The key opportunity for the combined entity is supply chaim mmprovement. Unlike
many Australian refailers, Ed Harry does not directly import, but sources most if
its product from domestic supphers. Physico’s core competencies mclude
mmportation and wholesaling.

The Directors believe the merging of Ed Harry and Physico to create a vertically
mtegrated business mode! should create value by:

. Allowing Biron to capture increased wholesale gross profit as the Company
leverages the Physico wholesale infrastructure across the Ed Harry
Business;

. Providing Ed Harry with a means to bay direct from offshore (via Physico),
thereby accessing cheaper product;

. Combming management expertise from the retail and wholesale spheres to
better service customers; and

. Achieving cost savings from mcreased scale of operations as a resuit of
merging two businesses.

Prospective mvestors should read the Risks set out m Section 7 carefully before
considering an investment.

Strategy

Biron’s strategy seeks to focus the Company on preserving the existing
profitability of Ed Harry and Physico, while positioning the Company to benefit
from expected synergies resulting from the merger of the two businesses. Biron’s
current strategy can be summarised as follows:

Phase 1 - Integrate acquisifions, focus on continued retail store rollout;
Phase 2 - Increase wholesaling activities and consider acquisitions;
Retail Growth Opportunities

The Director’s of Biron believe there are a number of excellent growth
opportunities for the Ed Harry brand, excluding the opportunities ansing from its
combination with Physico. Some of these growth opportunities are as follows:

. Continued store growth - Biron believes there is the potential to merease
Ed Harry’s total stores fo in excess of 300 stores within 6 years in Australia
and New Zealand). The focus of store roliout will mitially be on New South
Wales and Victoria, where Ed Harry 1s underrepresented on a pro rata
population basis;

. Expansion and further refinement of the business’ product range, mmciuding
the mtroduction of new brands and development of new accessory ranges
with suppliers (socks, ties, underwear, belts);

. Buiid on Ed Harry’s existing brand awareness and profile through greater
advertising and promotion; and
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2.5
2.5.1

. An abihity to leverage Ed Harry’s cost structure as new stores are rolied out.

Wholesale Growth Opportunities

Physico has a number of growth opportunities other than the supply of menswear
to Ed Harry. Although other domestic growth opportunities exist, Biron believes
most of the opportunity for growth i1s m offshore markets. Key growth
opportunities melude:

. Canada, the United Kingdom as well as other European countries - Physico
has been successful mm establishing relationships with both retail and
wholesale customers m these regions and behieves that future revenue from
such relationships is a growth opportunity for the Company. Physico has
also recently entered into an exclusive arrangement with a UK based fashion
company that supplies retailers at the volume, fashion forward end of the
market.

. South Africa - Traditionally, South Africa has manufactured a large
proportion of its own clothing requirements but with the reduction m tariffs
and the globalization of the apparel industry, retailers have only recently
started seriously focusing on China as a source of apparel. As a result,
mports are rising. Physico has an opportunity to become a significant player
in the South African market as it has already established relationships with
two major customers,

. United States - The reduction of import quotas in the US may result m
opportunities to supply more volume to US companies as they seek new
sources of supply.

. Australia - Whilst # 1s acknowledged that the wholesale market i Australia
1s becoming more competitive as a result of vertical integration,
opportunities for growth remain, particularly through participating i the
consolidation of the wholesahng mdustry through acquisiion. Biron is
prepared fo make further ‘bolt on’ acqusitions in the apparel wholesaling
mdustry, should attractive opportunities arise. Biron is also mvestigating
mnovative supply arrangements with other Austrahan wholesalers and
retailers.

Financial Informatioen

Funding

It 1s proposed that the payment and funding of the cash consideration, working
capital requirements and Transaction Fees m respect of the acquisitions of Ed Harry
and Physico will be sourced as follows:

The cash of $15 million (§9 miilion net of the Enbee Loan) payable at Completion
for Ed Harry together with up fo a further $25 million for working capital for the
Group will be contributed as to:

*» Up to $22 million by drawdown under the Senior Debt Facility of which §8

miliion will be available for drawdown at Completion. In advance of the
Company procuring the Senior Debt Facility, Investec had made commitments
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to the Company to provide financial accommodation m connection with the
Transaction. Those commitments are now replaced by the Senior Debt Facility.
Part of the fee payable to Investec 1n respect of the prior commitment it made to
the Company comprises the issue of the 72 cent Options. These are the
securities that are the subiect of paragraph (A)(a} viii} of Resolution 1;

» $9 miilion by the issue of 15,000,000 Shares at 60 cents per Share. These are
the securities that are the subject of paragraphs (AXa)(i) and (A)(a)(ii) of
Resolution 1. As at the date of this Explanatory Memorandum the Company 1s
negotiating with Tricom the terms of an underwriting in respect of the ssue of
6,660,667 of the Balance Capital Raising Shares to raise §4 million and, as
noted elsewhere m this Explanatory Memorandum, the Physico Vendors have
agreed with the Company that they will procure subscribers for between
833,333 and 3,333,333 of the Balance Capital Raising Shares at Completion;

*  Approximately $3 muilion by utilisation of the Company’s existing cash
reserves;

» It is proposed that the $6 million of Deferred Purchase Price will be met from
cash flow arising from the Groups® operations and/or funds from the Senior
Debt Facility;

» 2 muiilion Shares and 3 million 72 cent Options forming part of the Transaction
Fees will be issued at Completion. These are the securities referred to

paragraph (AYa)(iv) and (A){a)(viii} of Resolution 1.

» 56 miliion will be made available as from Completion under the Enbee Loan
Facility.

2.5.2 Pro Forma Financial Position

2.5.2.1 Proforma Consolidated Statement of Financial Position
Set out in the fabie below is the financial position of Biron Capital and Proforma
Consolidated Statement of Financial Position of the Group, as at 28 February 2005.

This mformation should be read in conjunction with the information provided
eisewhere m this Explanatory Memorandum.

25



$’000s Proforma Actual
Consolidated
Current Assets
{ash Assets 2,250 3,395
Receivables 0,321 -
Inventories 9,944 -
Other 592
Total Current Assets 19,1067 3,395
Non-Current Assets
Property, plant & equipment 6,343 17
Intangibies 24,420 -
Deferred Borrowing Costs 670
Other 128
Total Non-Current Assets 31,561 17
Total Assets 50,668 3412
Current Liabilities
Payables 8,122 31
Interest bearing habilities 8,000 -
Provisions 754 -
Total Current Liabilifies 16,876 3]
Nen-Current Liabilities
Interest bearing hiability 48
Deferred setflement 13,698 -
Provisions 205
Options reserve 270
Total Non-Current Liabilities 11,221 -
‘Total Liabilities 28,097 31
Net Assets 22,571 3,381
Equity
Contributed Equity 27,773 8,583
Accumulated losses (5,202} (5.202)
Net Equity 22,571 3,381
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Assumptions for the Preparation of the Proforma Consolidated Statement of
Financial Position

The Proforma Consolidated Statement of Financial Position of Biron Capital as at
28 February 2005 1s based on the actoal position of Biron Capital as at 28 February
2005, which has been extracted from the reviewed financial statements as at that
date, adjusted as if the following transactions had faken place as at 28 February 20035:

The acquisition of the Ed Harry Business payable as to $9 miilion in cash, the
1ssug of 3,333,333 ordinary shares in Biron Capital at 60 cents each $6 miiiion by
way of the Deferred Purchase Price, $6 million m vendor finance and 3,333,333
Performance Shares. The Deferred Purchase Price and the vendor finance are

shown 1n the Proforma Statement of Financial Posifion af their presenf value
estimated at $5,260,000 and $5,43%,000 respectively.

The Performance Shares are included in the Proforma Statement of Financial
Position at their estimated fair value of §$1,300,000.

The net assets of Ed Harry meluded in the Proforma Statement of Financial
Position are based on the actual net assets at 28 February 2005, and adjusted to
reflect only those net assets to be acquired by Biron Capital and the minimum net
tangible assets to be delivered to Biron Capital pursuant to the Ed Harmry
Acquisition Agreement, of $4.6 million.

The goodwiil arismg on this fransaction is estimated at $18.4 mziiion;

The acquisition of additional property, plant and equipment from the vendor of Ed
Harry , estimated at $950,000;

The acqusition of shares in the Physico Group. The consideration payable for
shares m the Physico Group is fo be satisfied by way of issue of 6 million shares m
Biron Capital at 60 cents each and & million Performance Shares. The
Performance Shares are inciuded in the Proforma Statement of Financial Position at
their estimated fair value of $3,120,000.

The net assets of the Physico Group meluded i the Proforma Statement of
Financial Position are based on the actual net assets as at 28 February 2003, and
adjusted to reflect the mimimum net tangible assets to be delivered to Biron Capital
pursuant to the Physico Acquisition Agreement of $3.6 miilion.

The goodwiil arising on this transaction is eshmated at $3.1 million.

The payment of mcidental costs (meluding stamp duty} associated with the
acquisitions of Ed Harry and Physico Group, estimated at §1,665,000. These
expenses have been capitalised as part of the cost of acquisitions;

The offer of Capital Raising Shares as outlined in the Prospectus being the 1ssue of
15,000,000 mitlion shares to raise gross proceeds of $9 million;

The payment of expenses associated with the Capital Raising, estimated at
$1,030,000. These expenses have been charged agamnst new equity raised;
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» The payment of expenses associated with the Senior Debt Facility, estimated at
$400,000. The expense s reflected m the Proforma Statement of Financial Position
as a deferred borrowing cost;

»  The repayment of PPC Loan of $3 million;
» Drawdown of the Senior Debt Facility fo settle the transactions described above;

» The issue of 2 million Shares in part payment of the Transaction Fees. These costs
have been capitalised as part of the cost of acquisifions; and

» The 1ssue of 3 million 72 cent options 1n part payment of the borrowmg costs.
Those options are reflected m the Proforma Statement of Fiancial Position, as a
deferred borrowing cost and a liability, at their estimated fair value of $270,000.

In preparing the Proforma Statement of Financial Position, regard has been had to
AASB 3 Business Combinations, being the Australian version of the International
Financial Reporting Standard (“IFRS”} number 3 Business Combinations, under
which consideration is to be given as to whether or not there has been a “reverse
takeover”, i this case by the Physico Vendors. In the opinion of the Biron
directors, control of Biron is achieved by Physico Vendors, only after the Physico
Vendors complete the Physico subscription m other words, the payment of cash for
the issue of the Biron Shares - and accordingly, the provisions of the Business
Combinations standard do not apply.  Alternatively, should the Business
Combinations standard 1n fact apply, there would be an immaterial adjustment to
the goodwill on consolidation, arising from the acquisition of Physico.

2.5.2.2 Financial Performance

Set out m the table below are the Summarised Proforma Consolidated Historical
and Forecast Statements of Financial Performance for Biron Capital and Ed Harry
and the Physico Group. This mformation should be read in conjunction with the
mformation provided elsewhere m this Explanatory Memorandum.

$°600s FY 2004 8 Months to FY 2005 >
28 Feb 2005

Revenue 119,601 95,056 121,135
EBITDA 5,478 6,048 6,343
Depreciation 842 739 853
EBIT 4,636 5,309 5,39¢
Number of EH Stores at end of 170 173 178
period

Notes

I, The Summarised Proforma Consolidation Historical Statement of Financial Performance for the financial
vear ended 30 June 2004 and eight months ended 28 February 20015 have been extracted from the Entities”
financial reports and normalised 1o exclude non-recurring items.
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In particudar, given that the principal activities of Biron consisting of the provision of secured mortgage
finance were discontinued during FY2003, the results of those activities for FY2004 and eight months
cnded 28 February 2005 have been excluded in preparing the Swmmarised Proforma Consolidated
Financial Performance. Listed public company costs of $500.060 and $404,0080 have however been
alfowed in the results for FY2004 and cight months 1o 28 February 2005 respoctively.

2. The Summarised Proforma Consolidated Forecast Statement of Performance for FY 2005 is derived from
the Proforma Consolidated Historical Financial Information for the eight months ended 28 February 20605
and Directors forecasts for the four months ending 34 June 2005 as if the Trading Entities were acquired as
at 1T July 2004, Listed publc company costs, estimated at S6(KL0080 per annum, have been included.
Expected synergy benefits and additional costs anising from aggregating the Trading Entities have not been
included.

3. The FY 2005 Seatutory Financial Results of Biron Capital will differ from the Summanised Proforma
Consohidated Forecast Statement as the acquigition of the Trading Entities will only be effective from 1
July 2003,

4. The Proforma Consolidated Forecast Financial Information is based on a number of best estimate
assumptions and proforma adjustments as described below.

Key Assumptions used in the Preparation of the Forecast Financial
Information

The followmg key Best Estimate Assumptions have been used m the preparation of
the Proforma Consolidated Forecasts. These Best Estimate Assumptions should be
read i conjunction with the risk factors outlined below.

General Assumptions

The foliowing General Assumptions have been made in preparing the Proforma
Consolidated Forecasts:

¢ There are no ssues of securities during the forecast periods apart from those
outlined in this Prospectus;

¢ There are no changes m the statutory, legal or regulatory requirements in the
markets m which the Trading Entities operate that would have a material effect
on the Trading Enfities operating resuits;

¢ There are no material beneficial or adverse effects arismg from changes m
industrial, political or economic conditions in the markets m which the Trading
Entities operate:

¢ The material contracts to which the Trading Entities and the Company are a
party fo remam m force and are not ferminated, rescinded or varied in a manner
which would have a material impact on the Trading Entities and the Company;

o  There are no material beneficial or adverse effects from changes i technology
or the actions of competitors;

¢ There will be no significant turnover of key execufives during the forecast
period;

¢ The Trading Entities and the Company’s accounting pelicies remain consistent
during the forecast period. It 1s also assumed that there will be no changes in
applicable accounting standards or the Corporations Act that will have a
material effect on the reporting of the Company’s resulits;
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¢ There will be no acquisitions of additional businesses during the forecast
period;

¢ The business models operated by each of the Trading Entities will remain
substantially unchanged during the forecast period.

Specific Assumptions

The forecast financial performance of each of the Trading Entities for FY 2005 has
been based on the actual results to 28 February 2005 and the Director forecasts for
the four months fo June 2005, which have been adjusted fo inciude actual results
achieved or reflected m the management accounts, where available.

Key assumptions include:
¢ FEd Harry

- Sales and margin for the period March to June 2005 are based on results
achieved;

- Expenses are based on actual results to May 2005 and estimate for June
2005.

¢ Physico Group

- Sales and margins for the period March fo June are based on orders on hand
at February 20035;

- Expenses are based on current monthly expenditure of Physico Group on a
stand-alone basis.

2.5.2.3 Capital Structure

At Completion the capital structure of the Company will, assuming none of the
Existing Options have been exercised and assuming all Resolutions are passed, be as

follows:

Ordinary Shares

Existing Shares 9,560,837
Shares ssued to Physico Vendors 6,000,000
Shares ssued to Suregroup 3,333,333
Shares 1ssued as part of Transaction Fees 2,000,000
Capital Raising Shares 6,666,667
Capital Raising Shares - Underwritten by Physico Vendors 8.333.333
35.894.170
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2.6

Performance Shares

Performance Share to be issued to Physico Vendors 8,000,000
Performance Shares to be issued to Suregroup 3,333,333
Options

Existing Options 9,778
60 cent Options 1,000,000
72 cent Options 3.600.000

Subject to ASX's satisfaction that the Company meets the “profit test” m Listing
Rule 1.2 1t is not expected that any of the 6 million Shares to be issued to the
Physico Vendors nor any of the 11,333,333 Shares that will result from the
Performance Share Conversion nor any of the 3,333,333 EH Consideration Shares
will be the subject of any restrictions on disposal mposed by ASX. As noted i
Section 1.2 above certain of the Physico Vendors have agreed to certam of their
Shares being voluntarily escrowed for twelve months from the Completion Date.

Background - The Acquisition of Ed Harry and Physico
Acquisition Agreements

On 7 March 2005 the Company announced that it had reached m principle
agreement to acquire:

. The Ed Harry mens” apparel retaif business; and

. The Physico Clothing Company Pty Ltd which operates a womens’ apparel
wholiesale business.

Set out below is a summary of the essential terms of the Acquisition Agreemenits.

2.6.1 Ed Harry

The Company entered into the Ed Harry Acquisition Agreement on 18 July 2005.

Under the Ed Harry Acquisition Agreement the Company has agreed to acquire the
Ed Harry Busmess from the Effective Date for a consideration comprising the
payment of §15 million m cash (subject to adjustment as described hereunder), the
issue of 3, 333, 333 Shares at an issue price of 60 cents each 3,333,333
Performance Shares at Completion, the payment of a Deferred Purchase Price of
$4 million m cash provided the EBIT Hurdles are achieved and the payment of a
Deferred Purchase Price of §2 mullion in cash provided the EBITDA Hurdle is
achieved.
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The EH Consideration Shares are the subject of paragraph (A)(a}v) of Resolution
l.

The 3,333,333 Performance Shares to be issued to Suregroup are the subject of
paragraph (A)(a)(vi) of Resolution 1.

The Ed Harry Acquisition Agreement mcludes provision for the payment by the
Company at Completion by way of a reimbursement to Suregroup of certaim capital
expenditure outlaid by Suregroup on the Ed Harry Busiess during the period from
I December 2004 to the Business Day mmmediately prior to the Compietion Date.
[t 1s currently estimated that his wil mvolve a payment of approxmately $950,000.

It 1s a requirement of the Ed Harry Acquisition Agreement that to the extent that the
net tangible assets of the Ed Harry Business at the Completion Date are less than
$4.6 miliion there will be an adjustment to the purchase price payable which will be
achieved by an appropriate reimbursement by Suregroup to the Company. The Ed
Harry Acquisition Agreement prescribes the method of calculation and composition
of net tangible assets for this purpose and, importantly, provides that the value of
stock of the Ed Harry Business on the Completion Date will, subject fo certain
qualifications, be calculated as the lower of Suregroup’s cost and its net realisable
value with a provise that the absolute maximum value attributable to stock on
Completion Date 1s to be §9 miilion.

It 1s a provision of the Ed Harry Acquisition Agreement that at Completion
Suregroup will procure that the Enbee Loan Facility is made available to the
Company.

It 1s a term of the Ed Harry Acquisition Agreement that as from Completion the
Company and Suregroup will enter mto the Suregroup Consultancy Agreement
pursuant to which Suregroup will procure that the services of Mr Brine are
provided to the Company as the chief executive officer of the Ed Harry Business on
a full time basis for 6 months from Completion, on a half time basis for the next 6
months thereafter m a senior capacity and on a quarter fime basis for the ensuing 6
months thereafter in a senior capacity.

The remuneration payable under the Suregroup Consuitancy Agreement 18 $100 per
hour for the initial 6 months and $94 per hour thereafter.

The Ed Harry Acquisition Agreement imposes “restraint of trade” restrictions in
respect of Suregroup and Mr Brine.

Mr Nei Brine has provided a imited gnarantee and mdemnity of and in respect of
the obligations of Suregroup under the Ed Harry Acquisition Agreement. The
amount recoverable under the gnarantee/indemnity 1s hmited fo $2.5 million.

Pursuant to the Ed Harry Acquisition Agreement the Lessor and EDH have entered
mto the Property Lease in respect of premises situated at 16 Nelson Street, Stepney
m South Australia from which head office functions (including warchouse,
admmistration, sales, marketing, buying and general management) of the Ed Harry
business will be operated.
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It 15 agreed under the Ed Harry Acquisition Agreement that the net cash movement
arismg pursuant to the conduct of the Ed Harry Business from 1 July 2005 is for the
account of Biron.

There are various other provisions of the Ed Harry Acquisition Agreement and the
other documents described above including extensive warranties that reflect the
arms length negotiations that preceded their execution.

2.6.2 Physico

Under the Physico Acquisition Agreement the Company has agreed to subscribe for
the Physico Shares and the Finwave Shares for a consideration comprising the issue
of 6 million Shares and the issue of 8 million Performance Shares to the Physico
Vendors m the Agreed Proportions.

The Physico Consideration Shares are the subject of paragraphs (A} a)(iii} and
(AXa)(vii) of Resolution 1.

At Completion the Existing Physico Shares and the Existing Finwave Shares will
be cancelled and as a result of this and the subscription by the Company for the
Physico Shares and the Finwave Shares the Physico Group will from the Effective
Date become 100% owned by the Company.

It is requirement of the Physico Acquisition Agreement that at Completion the
Physico Vendors procure that §5 million of application moneys is lodged with
Biron together with duly executed applications for 8,333,333 of the Capital Raising
Shares. Between 60% and 90% of these 8,333,333 Shares ie. between 5 million
and 7.5 million Shares will be subscribed for by the Physico Vendors Group. This
range of Shares is the subject of paragraph (A)(a}i) of Resolution 1.

In fulfilment of their obligations under the Physico Acquisiion Agreement the
Physico Vendors will be required to procure that non-associated third parties
subseribe for between 3,333,333 (maximum) and &33,333 (mmimum} of the
Balance Capital Raising Shares. These Shares will form part of the Balance Capital
Razsing Shares in paragraph (A)a}(ii) of Resolution 1.

It 15 also a provision of the Physico Acquisition Agreement that Biron will advance
the PCC Loan Sum to PCC on the condition that the PCC Loan Sum is used to
payout all Physico Shareholder Loans and all the PCC Loan.

The Physico Acquisition Agreement also contains provisions requiring that at
Completion Invertex enters mto a voluntary escrow agreement with the Company
under which one half of the total of 1,995,600 Shares to be allotted to Inverfex at
Completion (997,500 Shares) will be restricted from disposal for 12 months from
Completion and that Leantale and Rohald also execute voluntary escrow
agreementis i relation to all of the Shares allotted fo them at Completion (4 total of
2,295,000 Shares) for an escrow period of 12 months from Completion.

It is a requirement of the Physico Acquisition Agreement that to the extent that the
net tangible assets of the Physico Group at the Compietion Date are less than $3.6
million the Physico Shareholders must pay fo PCC, m the Agreed Proportions, the
shortfall amount within 5 Business Days after the date on which the final
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calculation of the net fangible asset position is determined. Conversely, if the net
tangible assets of the Physico Group at Completion exceed $3.6 miliion Biron must
pay the excess to the Physico Vendors.

The Physico Acquisition Agreement prescribes the method of calculation and
composition of net tangible assets for this purpose and provides for disputes fo be
resolved by reference fo an independent firm of chartered accountants.

The Physico Acquisition Agreement contains undertakings by the Physico
Indemnifiers that from Completion until 28 February 2007 none of the Physico
Indemnifiers will aliow any encumbrances to exist m respect of their respective
assets other than cerfain encumbrances agreed by Biron and that Invertex and
Leantale will mamtain net tangible assets of at least §1,050,000 each and that
Clothold will maintam net tangibie assets of at least $900,000. These undertakimgs
by the Physico Indemnifiers will in tum be supported by personal undertakings
respectively given by Mr Elterman (for Invertex) Mr Greenblo (for Leantale) and
Mr Gary Burg (a director of Clothold) (for Clothold) whereby they each undertake
to remain directors of the reievant companies that they respectively control untii 28
February 2007 and fo procure that the relevant companies comply with their
respective obligations in the terms described above.

It is a further term of the Physico Acquisition Agreement that as from Completion
the Rohald Services Agreement, the Greenblo Services Agreement and the
Elterman Services Agreement are entered into with the Company.

The premises i New South Wales which Physico occupies 18 leased by Physico
under a seven year lease which expires in May 2008 from Physico Property Pty Ltd
a company conirolied by Mr Elterman and Mr Greenblo. The current rental under
the lease i1s $480,000 per annum exclusive of GST and Physico pays outgoings,
rates and taxes, repairs and management fees.

There are various other provisions of the Physico Acquisition Agreement and the
other documenis described above mcluding extensive warrants and mdemnities that
reflect the arms fength negotiations that preceded thewr execution. There 15 a §3
million limit on the maximum aggregate amount an indemnified party may recover
against an indemnifying party.

The parties to the Physico Acquisition Agreement agree that subject to Completion
occurring the economic effect as between them will be as if Biron owned Physico
Group as from | July 2005,

The Ed Harry Acquisition Agreement is condifional upon Biren raising at east §9
million under the Prospectus and on the amount raised under the Prospectus
together with the amount of Senior Debt being sufficient to enabie the Company to
pay all amounts payable under the Acquisition Agreements.

Completion under each of the Acquisifion Agreements is conditional upon
Completion under both occurring and also upon the passage of Resolutions 1, 2, 3
and 4.
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2.7

Proposed New Directors / Senior Executives

Under the Acquisition Agreements it is proposed that as from Completion Mr
David Greenblo will be appomted as the chief executive officer of Biron, Mr Neil
Brine will become a director of Biron, Mr Sean Rohald will be appointed as the
chief executive officer of PCC and Mr Colin Elterman will be appointed as a
busimess development manager of Biron and that 1 of the Current Directors will
resign from the Board.

David Greenblo

David Greenble mmuigrated to Australia 1n 1980 after graduating with an Honours
Degree in Economices from The University of Cape Town, South Africa.

David was employed by Myer as a Graduate Tramee and afier graduating, held
various management positions m both buying and stores. David then went on to hold
General Management positions at Cue Design, a vertically mtegrated retailer and
Depict Fashions, a wholesale fashion supplier.

In 1987 David and Colin Elterman established a retail sporting goods chain which
they buiit to fen stores and then sold. In 1990 Physico Clothing Company was
established and David, as Managing Director, has been instrumental i the growth
and success of the business to date.

Neil Brine

Neil 1s celebrating his 40™ year in the clothing industry and has been the key
executive n the development of the Ed Harry business since 1990,

Prior his career involved 18 years with Sportscraft Group m roles inciuding Sales,
Marketing, Product Development leading to the directorship in the Consolidated
Company and the role as Managing Director for Sporiscraft’s Menswear
operations.

Over recent years Neil has assisted Business SA i the development of young
enfreprencurs 1n a mentoring rele and more recently taken up the challenge as a
grower to the SA Wine mdustry.

Mark Slattery

Mark has a great depth of experience within the fashion retail industry working m
key management positions of three major Australian fashion businesses over the
past 16 years. The experience most relevant to his current role was derived i his
first role, where he spent 13 years with the Sussan Group. Over this time, Mark
worked 1n a varety of roles, which allowed him to develop a complete
understanding of successful retailing. Mark was exposed at both a detailed
operational level and a high level senior management level. In the past 3 yearand a
half years, this experience has been complemented with 18 months at Gazal
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2.8

working on the mternational expansion of the Mambo division, and most recently
Mark has spent two years on the Oroton Group heading the group’s finance
department. Mark has developed a broad understanding of finance, accounting,
supply chain IT, merchandise planning, retail operations, and to a lesser extent
buying and marketing and sourcing.

Sean Reohald

Sean 18 responsible for the day to day running and contrel of the business. Sean s
an accountant and has 9 years of experience in the clothing mdustry. He was the
managing director of a company m South Africa, simifar i structure to that of
Physico.

Colin Elterman

Colin 1s an accountant who has run many busmesses both locally and
mternationally durmg his 30 year business career. Cohn is responsible for new
business development within the group.

Risks

Risk Factors

There are a number of risks, both company specific to Biron Capital and general
mvestment risks, which may materially and adversely affect the future operating
and financial performance and financial condition of Biron Capital and the value of
the Company.

While some of these risks can be mitigated by the use of appropriate safeguards and
systems, many of them are outside the control of the Company and its Directors.
There can be no guarantee Biron Capital will achieve ifs stated objectives or that
any forward-looking statements or forecasts will eventuate.

Specific Risks
Vertical Integration and Offshore Procurement

There has been a recent trend in Australia towards vertical integration. Vertical
mtegration occurs where a retail business and a wholesale business combine,
usually through a retail busmess acquirimg a wholesale busimess. Biron Capital’s
proposed acquisition of Ed Harry and Physico 1s an example of vertical infegration.
If any of Physico’s current wholesale customers decide fo vertically integrate,
Physico may lose some or ali of the revenue attributable to those customers.
Similarly, if any of Physico’s wholesale customers decide to source a some or all of
their product direct from offshore sources, Physico’s revenues and profitabifity may
be adversely impacted.
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Merger and Integration Risk

A key driver of Biron Capital’s future success is likely to be the success of the
mitegration between Ed Harry and Physico, the two businesses bemg acquired by
Biron Capital. The integration challenges include the consolidation of operating and
technology processes, the elimination of duplicate corporate expenses and
maximising cross seiiing opportunities. The ability of the newly combined group to
realise these challenges as soon as possible will impact the future profitability of
the Biron Capital group. For a variety of reasons, the mtegration process may not
proceed as expected and this may result 1n the profitability of Biron Capital being
adversely affected. There 1s also a risk that some of Physico’s current customers
perceive that the combination of Physico with Ed Harry will reduce Physico’s
refiance on external customers and therefore reduce the customers’ ability to
negotiate purchase pricimg and terms with Physico. This may cause existing
customers fo purchase iess volume from Physico. Biron Capital is committed to
ensuring Physico’s offering and service levels remain attractive to all customers
following its acquisition of Physico.

Key Customer Relationships

The apparel wholesaling mdustry is characterized by large, relatively low margin
orders. These orders are placed by the customer’s product buying managers. To the
extent that buyers with whom Physico has a strong relationship leave the retail
mdustry or become employed by customers unwillimg to source product from
Physico, Biron Capital’s revenues and profitability may decline.

Competitive Environment

The Australian specialty apparel retail markets are highly competitive with a large
number of market participants and few barriers to entry. Ed Harry’s coneepts
compete for both target customers and store locations with a wide range of retail
formats meluding local, national and mternational specialty apparel retail chains,
full service national department stores, discount department sfores and singie store
operations.

Although Ed Harry has demonstrated an ability to compete effectively in these
markets, there can be no assurance that the actions of existing or new competitors
or changes in consumer preferences will not have a material adverse effect on Biron
Capital’s performance.

Brand and Fashion

The apparel retail industry is subject to rapid and occasionally unpredictable
changes m customer preferences. Biron Capital’s success in each of its brands
depends upon the Company’s ability fo identify and respond fo movements m
fashion trends, and to develop appealing merchandise in popular sizes on a timely
basis. If Biron Capital misjudges consumer trends or fails to sell stock at
anticipated prices, lower sales and margins could resuit. In addition, customers’
perceptions that one or more of Biron Capital’s formats is no longer able to offer
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fashionable products and reasonabie prices, may also adversely mmpact the
reputation of Biron Capifal’s brands.

Supply Chain and Product Sourcing

Both Ed Harry and Physico have established an extensive and reliable supply chan
that aliows them to procure and deliver products to customers m a timely and
efficient manner. The efficiency of Biron Capital’s supply chain management
assists in managing working capital levels, m particular, mventory levels and the
reliability of delivery to customers. Disruption to any aspect of the Company’s
supply chain could have a material adverse effect on Biron Capital’s operational
and financial performance.

Ed Harry sources its product from wholesalers locally, however all of the products
purchased by Physico are presently sourced from China from a number of different
supphers located m different regions throughout China. This makes the Biron
Capital vulnerable to the political and economic environments in this country,
meluding movements i the Chmese yuan / United States dollar exchange rate,
which could have a material adverse effect on the Company’s ability to source
product at competitive prices.

Customer Concentration

By definition, retail businesses have low customer concentration. However,
wholesale busmesses generally have relatively high customer concentration.
Physice’s five largest customers account for approximately 60% of Physico’s sales
(30% of Biron Capital’s sales). The loss of any one of Physico’s largest customers
may resuit m an adverse ympact on the Company’s revenues and profitabiiity.

Relationship with Landlords

Ed Harry has 170 retail stores and | warehouse, all operated on a leasehold basis.
While feases are distributed across landlords, with no one landlord having greater
than 20% of leases, maintenance of strong relationships with landiords is an
mmportant aspect of the Company”s business.

Aithough the majority of the leases are governed by State and Territory Retail
Tenancy legisiation which obliges landiords to consent to assignments of lease to
financially sound parties with reasonable retail experience, (which Biron Capital
has through its Ed Harry and Physico personnel), certain of the leases require the
fandlords’ consent for Biron Capital to confinue as a tenant following a change of
control in the Company. If some or all of these consents are not provided, i may
have an adverse impact on the Company.

Given that the Company’s future growth prospects depend 1n part upon ifs abiiity to
merease sales at existing stores, refurbish existing stores, open new stores af new
locations, develop new concepts and continue fo operate stores on a profitable
basis, any adverse change in Biron Capital’s relationships with landlords couid
merease the Company’s costs or adversely mmpact the ability of the Company to
operate stores i preferred locations.

38



Whilist the Company generally enters into medium-term feases typically for a period
of five years, the Company can give no assurance that it will be abie to renew icases
on acceptable terms.

Failure to renew leases on acceptabie terms could result in the loss of revenue and
profitabiity.

Loss of Key Personnel

Biron Capital’s success depends fo a large extent on its key personnel who play an
mmportant role in the business, in particular the senior management team discussed
m Section 2.7.

Whiist efforts are made to retain the services of key employees, the loss of key
personnel could have a material adverse effect on Biron Capital’s earnings or
growth prospects. The Company may not be able fo recruif replacements within a
short timeframe.

Funding/Cost of Borrowing

It 15 possible that Biron Capital’s expansion as referred o below will be funded by
a combination of debt and equity. Biron Capital, as a borrower of money, is
potentially exposed to adverse interest rate movements that may imcrease the
financial risk inherent m its business. Whiist this risk may be partially reduced due
to mterest rate hedging, there remains residual exposure both now, and at the expiry
date of the existing interest rate swaps. Biron Capital’s ability to raise finance by
way of equity funding will be dependent on its own performance and the
performance of local and mternational stock markets and investor sentiment which
may be negative af any given time.

Expansion Plans

The continued growth of the Company, its revenue and profitability is to a certan
extent dependent upon opening new stores and upgrading existing ones. This
expansion 1s dependent upon the Company’s ability to successfuily identify suitable
sifes, negotiate acceptable lease terms and open new stores on time. Additionally,
although the Company employs strict financial criteria prior to committing to the
opening of new stores and the refurbishment of existing stores, there can be no
assurance that these stores will meet established targets.

Seasonality

Biron Capital’s sales are subject to some seasonal fluctuations. There is typically
mereased demand i the period leading up to Christmas and the Company
experiences a peak m sales and profitability in December. Any significant decrease
m sales during this period could have a material adverse effect on the Company’s
fimancial performance.
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Intellectual Property Conflicts

The designs used 1n Biron Capital’s branded products may be similar to the designs
of other designers and retailers. On occasion, other designers and retatlers have
alleged that Biron Capital’s products infringe on their inteliectual property rights.

Biron Capital cannot guarantee that claims will not be brought agamst the Company
m the future. In the event that the Company is unable fo satisfy or defend any such
clam, the financial position of the Company may be adversely affected.

Information Technology

Biron Capital has invested significantly m the development of information systems
designed to assist the Company 1n monitoring and maximising profits, whilst
aliowing loss-makmg situations to be identified and rectified. While the Company
will make every effort fo ensure that these systems are maintamed and improved to
best meet the demands of the market, system failures may negatively impact on the
Company’s performance.

GENERAL RISKS
Macroeconomic Factors

Biron Capital, like most other retailers and wholesalers, is affected by general
business cycles and economi¢c conditions includmg interest rates, inflation,
disposable mecome levels, consumer sentiment, popuiation growth and population
demographics.

Changes i general macroeconomic factors may resuit m consumers changing
spending patterns or their level of consumption, which may have a material adverse
mmpact on Biron Capital and its earnings.

Stock Market Fluctuations

The price of the Biron Capital shares on ASX may nise or fall due to numerocus
factors, inciuding:

» general economic condifions, including mflation rates and interest rates;

» variations i the local and global market for listed stocks, in general, or for
mdustrial, textile and clothing or retail stocks, in particular;

» changes fo government policy, legislation or reguiation;

» nclusion or removal from mator market indices;

» the nature of competition m the markets mm which Biron Capital operates;
and

» general operational and business risks.

Ia particular, the share prices for many companies have in recent fimes been subject

to wide fluctuations, which m many cases may reflect a diverse range of non-
company specific mfluences such as global hostilities and tensions, acts of
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terrorism and the general state of the economy. Such market fluctuations may
materially adversely affect the market price of Biron Capital shares.

No assurances can be made that the Company’s market performance will not be
adversely affected by any such market fluctuations or factors. None of Biron
Capital, 1ts Directors or any other person guarantees Biron Capital’s market
performance.

Liguidity and Realisation

There can be no guarantee that an active market m Biron Capital shares will
develop or that the price of the shares will mcrease. There may be relatively few
potential buyers or seliers of the shares on ASX at any time. This may increase the
volatility of the market price of the shares. It may also affect the prevaiiing market
price af which Sharcholders are able to sell their shares. This may resuit in
Shareholders receiving a market price for their Shares that 1s less or more than the
price that Shareholders paid.

Taxation

Any change to the current rate of company income tax in jurisdictions where Biron
Capital operates will impact on Shareholder returns, Any changes to the current
rates of mcome tax applying to individuals and trusts will similarly mmpact on
Shareholder returns. In addition, any change 1n tax arrangements between Australia
and other jurisdictions could have an adverse impact on future NPAT of the
Company and the level of dividend franking.

Regulatory Requirements

Corporations Act — Part 6.1

Section 606 of the Corporations Act prohibits a person, from acquiring a “relevant
mierest” (defined m the Corporations Law as holding or coatrolling the vote
attached to or the disposal of a security) in issued voting shares 1n a company where
as a result of that acquisition that person’s or some other person’s voting power i
the company mereases fo in excess of 20%s.

A person’s “voting power” for these purposes is defined as the total number of
votes attached to voting shares in the company i which that person or his associate
has a relevant interest expressed as a percentage of the total number of votes
attached to all voting shares i the relevant company.

At Completion 6 miilion Shares and 8 million Performance Shares will be 1ssued to
the Physico Vendors as consideration for Physico and the Physico Vendors will
procure subscriptions for 8,333,333 of the Capital Raising Shares for $5 million in
cash.

Of these 8,333,333 Shares between 5 million Shares and 7,500,000 Shares wili be
acquired by the Physico Vendors Group.

41



At the same time as these securities are issued to the Physico Vendors and the
Physico Vendors Group the Balance Capital Raising Shares, the EH Consideration
Shares and 3, 333, 333 Performance Shares will be issued.

The issued capital of the Company will immediately upon Completion occurring.
assuming none of the Existing Options have been exercised, mclude 35,894,170
1ssued voting Shares.

It is assumed that as at Completion the Physico Vendors and the other members of
the Physico Vendors Group are associated with each other.

Immediately upon the issue of the Physico Consideration Shares to the Physico
Vendors and the Physico Cash Shares to the Physico Vendors Group on the
Completion Date, therefore, the voting power of each of the Physico Vendors
Group will become between approximately 30.6% and 37.6% namely between 11
million votes and 3.5 million votes out of a fofal of 35,894,170 votes.

As at the date hereof and, it is anticipated, immediately prior to the Completion
Date the Physico Vendors Group, wili have a “voting power™ of nil votes attaching
to voting Shares in the Company.

At the time of the Performance Shares Conversion, the “voting power” of the
Physico Vendors Group will become between approxmmately 40.2% and 45.5%to
namely between 19 million votes and 21.5 million votes out of a total of
47,227,503 votes ~ depending on how many of the Physico Cash Shares are
subscribed by the Physico Vendors Group and assuming that no other voting shares
have been issued by the Company between Completion and the date of the
Performance Shares Conversion.

Section 606 of the Corporations Act also prohibits an acquisition of “relevant
mterest” m issued voting shares which resulfs in a persons voting power increasing
form a starting point that is above 209 and below 90%.

Section 611 Item 7 of the Corporations Act exciudes from the prohibition in
Section 606 an acquisition of relevant interests in voting shares in a company if the
company has approved of the aliotment by a resolution passed at a general meeting
at which no votes were cast in relation to the resolution m respect of any shares
held by, or by an associate of, the person to whom the first mentioned shares were
to be allotted.

Section 611 of the Corporations Act provides that the followmg mformation must
be provided to Shareholders in connection with a vote on a resolution designed to
satisfy its reguirements:

The members of the company must be given all information known to the person

proposing to make the acquisition or their associates, or known to the company,
that was material to the decision on how to vote on the resolution, including:
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2.9.1.1 the identity of the person proposing to make the acguisition and their
associates; and

2.9.1.2 the maximum extent of the increase in that person’s voting power in the
company that would result from the acquisition, and

2.9.1.3 the voting power that person would have as a result of the acquisition,
and

2.9.1.4 the maximum extent of the increase in the voting power of each of that
person’s associates that would result from the acguisition; and

2.9.1.5 the voting power that each of that person’s associates would have as a
result of the acquisition.

Resoiution 1 1s, therefore, designed fo fulfil the requirements of Section 611 of the
Corporations Act m relation to the acquisition of the 6 miliion Shares and 8 million
Performance Shares to be issued to the Physico Vendors at Complietion and m
relation to the Physico Cash Shares to be issued to the Physico Vendors Group at
Completion and in relation to the 8 million Shares that will be acquired by the
Physico Vendors on the conversion of the Performance Shares.

The calculation of voting share entitlements of the Physico Vendors Group set out
above also assumes that no Shares are acquired or disposed of by the Physico
Vendors Group between the Completion Date and the date of the Performance
Shares Conversion.

ASC Policy Statement

The ASC (the predecessor to the ASIC) issued a Policy Statement (No. 74) which
sets out the mformation which the ASC considered should be provided fo the
shareholders of the relevant company in relation to resolutions put for the purpose
of Section 623 of the Corporations Law (as it then was). [t 15 assumed that the
ASIC has adopted the same policy and that it will apply to Section 611 of the
Corporations Act.  The mformation set out below 1s miended to fulfil the
requirements of ASC Policy Statement No. 74 and Section 611 of the Corporations
Act:

(a) the identity of the allottee and any person who wiil have a relevant interest
m the Shares to be allotted.

The allottees of the Physico Consideration Shares are the Physico
Vendors in the Agreed Proportions namely:

Leantale ~ 1,995,000 Shares and 2,660,000 Performance Shares (which will
Convert to 2,660,000 Shares on Conversion)

Invertex ~ 1,995,000 Shares and 2,660,000 Performance Shares (which will
Convert to 2,660,000 Shares on Conversion)

Ciothold ~ 1,710,000 Shares and 2,280,000 of the Performance Shares
(which wiil Convert o 2,280,000 Shares on Conversion)
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(b)

Rohalid — 300,000 Shares and 400,000 of the Performance Shares (which
will Convert to 400,000 Shares on Conversion}

The proposed allottees of the Physico Cash Shares are the Physice
Vendors Group.

The persons who will have a relevant interest in the Shares to be
allotted to:

Leantale — Mr David Greenblo

Invertex — Mr Colin Elterman

Clothold - Clothold is 2 subsidiary of a public company registered in
Ireland which has a range of shareholders

Rohald — Mr Rohald alone will have a relevant interest in any Shares
he acquires

The associates of the Physico Vendors who are known as at the date of
this Explanatory Memorandum are:

As at the date of this Explanatery Memorandum it is anticipated that
out of the Physico Cash Shares to be subscribed for by the Physico
Vendors Group a minimum of 2.5 million Shares will be subscribed for
by Clothold or by one or more entities which may or may not be
associated with Clothold and a minimum of 2.5 million Shares will be
subscribed for by Invertex. The precise identities of the other
associates of the Physico Vendors who will subscribe the balance of the
Physico Cash Shares is at the date of this Explanatory Memorandum
unknown. It is possible, but unlikely, that Invertex or Clothold or a
combination thereof will subscribe for some or all of the balance of the
Physico Cash Shares,

The persons who will have a relevant interest in the Shares to be
allotted to the above known associates of the Physico Vendors are:

Invertex — Mr Colin Elterman
Clothold - Clothold is a subsidiary of a public company registered in
Ireland which has a range of shareholders

all particuiars (inciuding both the number and percentage} of the Shares m
the Company to which the aliottee will be “entitled” immediately before
and after the proposed acguisifion:

It is expected that the Physico Vendors Group will have nil “voting
power” in the Company immediately prior to the Completion Date.

On the above assumptions the Physico Vendors Group will have the
“voting power” of between 11 million Shares and 13.5 million votes
attaching to voting shares in the Company (constituting between
approximately 30.6% and 37.6% of the then voting power)
immediately after the Completion Date and between 19 million Shares
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and 21.5 million Shares (constituting between approximately 40.2%
and 45.5% of the then voting power} immediately after the date of the
Performance Shares Conversion.

These percentages are based on the assumptions noted in Section 2.9.1
above that the Physico Vendors Group do not otherwise acquire or
dispose of any other voting shares in the Company.

the identity, associations with the allottee and with any of their associates
and qualifications of the persons who it 1s mtended will become Directors if
Sharcholders agree to the aliotment:

Mr David Greenblo — Mr Greenbloe controls Leantale which is one of
the Physico Vendors

Mr Neil Brine - Mr Brine is not associated with the Physico Vendors
Group

a statement of the allottee's intentions regarding the future of the Company
if Shareholders agree to the allotment and in particular:

2921 any intention to change the business of the Company.

2922 any intention to infect further capital into the Company, and
if so how.

2823 the future emplovment of the present emplovees of the
Company.
2924 any proposal whereby any property will be transferved

between the Company and the allottee or any person
associated with any of them.

2925 any intention to otherwise re-deploy the fixed assets of the
Company.

The Physico Vendors intend that as from Coempletion the Company will
focus its attention and resources on the operation and development of
the Ed Harry and Physico businesses. At the present time the
Company has no operations or employees, other than the Current
Directors and the current company secretary. As noted above it is
intended that 1 of the Current Directors will retire at Completion. It is
intended that the services of the current Company Secretary will be
retained for the immediate future.

Other than through their procuring the contribution of §5 million for
the Physico Underwritten Shares at Completion the Physico Vendors
do not presently have any intention to inject further capital into the
Company. Other than the acquisition of Physico the Physico Vendors
do not propose that any property will be transferred between them (or
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(h)

any associates) and the Company. The Company doees not presently
have any fixed assets of any significance.

particulars of the terms of the proposed allotment and any other contract or
proposed contract between the allottee and the Company or any of their
assoclates which 1s conditional upon or directly or mdirectly dependant
upon sharehoiders’ agreement to the allotment;

As described elsewhere in this Explanatory Memorandum.
when the allotment s to be made;

It is proposed that the allotment of the 6 million Shares and the 8
million Performance Shares to the Physico Vendors and the allotment
of the Physico Cash Shares to the Physico Vendors Group
contemplated by Resolution I will be on the Completion Date. The
Conversion of the 8 million Performance Shares to 8 million Shares will
occur if and when the Performance Hurdles are met.

an explanation of the reasons for any proposed allotment;

The reasons are fully dealt with elsewhere in this Explanatory
Menorandum.

the mterests of the Directors in the Resolution numbered 1.
The Current Directors of the Company have no interest in Resoclution
numbered 1 other than as the holders of securities in the Company and

other than as detailed in Section 2.9.5 below.

in the case of a listed company any additional information that the Listing
Rules require fo be disclosed.

All such information is disclosed elsewhere in this Explanatory
Memorandum.

Policy Statement 74 also provides that shareholders of the Company should be
provided with:

(A)

the wlenfity of the Directors who approved or vofed agamst the proposal to
put the resolution to Shareholders and the relevant explanatory
memorandum to Shareholders:

All Directors of the Company voted in favour of the relevant
resolution. Details of the Directors are set out below:

My John Corr

Mr Gavin Argyle
Mr Jeremy Shervington
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(B)  the recommendation or otherwise of each Director as to whether non-
assocrated shareholders shouid agree to the acquisition and the reason for
that recommendation or otherwise;

The Directors recommend that Shareholders vote for the Resolution
because the acquisition of the 6 million Shares, the Physico Cash
Shares, the 8 million Performance Shares and the 8 million Shares
resulting from the Performance Shares Conversion are fundamental to
the Acquisition Agreements and the Directors consider that the
implementation of the Acquisition Agreements is in the best interests of
Shareholders.

(C)  any intention of the allottee to change significantly the financial or dividend
policies of the Company.

The financial policies of the Company will alter because at the present
time the Company has no operations and is simply seeking out business
opportunities. After Completion the financial policies of the Company
will be guided by the intentions of all parties concerned, including the
Physico Vendors to operate and develop Ed Harry and Physico. There
are currently no dividend policies in place in respect of the Company.

(D)  an analysis of whether the proposal 1s fair and reasonablie when considered
m the context of the interests of, the sharcholders other than those involved
m the proposed allotment or associated with such persons.

Policy Statement 74 provides that the directors of a company may
satisfy their obligation to provide shareholders with an analysis of a
“Section 623” proposal by those directors not associated with the
proposal commissioning an independent expert's report. Attached to
this Explanatory Memorandum is a report prepared by Heorwath
Investment Services Pty Led.

Policy Statement 74 also provides that regardless of whether an
independent expert's report is provided shareholders should be
informed of the particulars of how the proposal was examined and
evaluated as well as the results of the examination and evaluation. The
Directors have independently formed the view that the transactions
contemplated by the Acquisition Agreements will improve the financial
prospects of the Company.

Policy Statement 74 requires that the Notice of Meeting and
information memorandum should be despatched to sharcholders not
less than 21 days before the meeting. This requirement has been met
by the Notice of Meeting.

2.9.3 Chapter 11 — Listing Rules

Under Rule 11.1 of the Listing Rules if 18 provided that if an entity proposes to
make a significant change, either directly or indirectly, to the nature or scale of its
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activities, 1f must provide full details to ASX as soon as 1s practicable. It must do
so 1n any event before making the change.

Rule 11.1.1 specificaily requires that an entity must give ASX information
regarding the change and its effect on future potential eamings and any information
that ASX asks for.

The proposed acquisition of Ed Harry and Physico m the terms contemplated by the
Acquisifion Agreements constifutes a change of the nature contemplated by Rule
11.1.

The announcement made by the Company to ASX on 7 March 2005 and
subsequent announcements together with the contents of the Notice and of this
Explanatory Memorandum are mtended to fulfil the above requirements of Rule
11.1

Further, Rule 11.1.2 of the Listing Rules provides that in the case of a change of the
nature contemplated by Rule 11.1, if ASX requires, the entity must get the approval
of hoiders of its ordmary securities and must comply with any requirements of ASX
m relation to the relevant notice of meeting.

By despatching the Notice and this Explanatory Memorandum and by proposing
Resoiutions 1, 2 and 3 the Company also fulfils this requirement, subject to the
passage of Resolutions 1, 2, 3 and 4.

Farther, Rule 11.1.3 of the Listing Rules provides that if ASX requires, the relevant
entify must meet the requirements of Chapters 1 and 2 of the Listing Rules as if the
entify were applying for admission to the Official List.

The Company proposes (but at this stage there 1s no guarantee that it will -
however, Completion wiil not proceed uniess it does) to meet the requirements of
Rule 11.1.3 viz:

. The Company will ensure that on or before Completion the “spread
requirements” of Listing Rule 1.1 are met namely:

(1) that the Company has at least 400 Shareholders each having a parcel
of Shares with a value (based on 60 cents each) of at least $2,000
excluding “restricted securities”; and

(11) that persons who are not related parties of the Company hold more
than 25% of the i1ssued Shares (excluding “restricted securities™);

To the extent that Biron’s existing shareholder base does not enabie this
requirement to be satisfied, the Company will endeavour to ensure that the
subscriptions under the Prospectus are such that this requirement is met at
the time of Completion.

. The Company’s Constitution 1s consistent with the Listing Rules;
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The Company will issue the Prospectus;

There 1s a requirement that Shares m the Company trade at or above or are
issued af a price at or above 20 cents prior to Completion. This wiil be
achieved via the Prospectus;

The Company will comply with Listmg Rule 1.1 (Condition 11} by reason
that the Existing Options, the 60 cent Options and the 72 cent Options have
an exercise price m excess of 20 cents.

Biron will issue a Prospectus which will be lodged with ASIC m respect of
the Capital Raising 1.e. an issue of 15 million Shares at 60 cents per Share
(as well as m respect of the other securities to be ssued m connection with
the Transaction). 1t i1s anticipated that this will be lodged and issued
between the date of despatch of the Notice of Meeting and the date of the
Meeting.

It 1s proposed that completion of the Transaction will oceur on or before 31
August 2005 with effect from the Effective Date.

At the time of Completion of the Transaction the Company will meet the
requirements of Listing Rule 1.3 in that 1f will have a market capitahisation
(based on the issue price of 60¢ per share under the Prospectus) of
approximately $21.5m. (or $28.3m if all the Performance Shares are treated
as Shares) and less than half of the Company’s total tangible assets (after the
costs of the Transaction) will be in cash or m a form readily convertibie to
cash.

The Prospectus will inciude a statement that the Company has sufficient
working capital to carry out its stated objectives and the Company’s
working capital, as at Completion, will be at Ieast $1.5 milion (or would be
at feast $1.5 million if the Company’s budgeted revenue for the first full
financial year that ends after Completion was included in the working
capital calculation).

Prior to Completion Biron will satisfy Listing Rule 1.3.5(a) by giving to
ASX any accounts in respect of Biron, Ed Harry and Physico together with
any audit report or review:

» For the last three full financial years {or shorter period of ASX agrees):
and

» For the last half year (or longer period if available} from the end of the
last full financial year.

Biron has included a reviewed pro forma consolidated balance sheet of
Biron (based on Completion having occurred) in this Explanatory
Memorandum in satisfaction of Listing Rale 1.3.5(¢c}. A simiar pro forma
will be included in the Prospectus.
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" Within seven days of the issue of the Prospectus the Company will apply for
quotation of the securities to be 1ssued under the Prospectus. On or before
Completion the Company will also seek quotation of any other ordmary
shares to be issued as part of the Transaction.  This will meet the
requirements of Listing Rule 2.4,

" To the extent that ASX classifies any of the securities to be 1ssued as part of
the Transaction as “restricted securities” the Company wili be required to
obtam executed restriction agreements from the relevant holders and give
them to ASX - 1t is planned that this will occur on or before Compietion.

If shareholders approve of the Transaction at the Meeting trading in the Company’s
securifies will be suspended until the requirements of Chapters | and 2 of the
Listing Rules have been satisfied. Biron will request a trading halt for the day of
the Meeting.

So long as any of the requirements of Chapters 1 and 2 are still outstanding trading
m the Company’s securities will not start again before those requirements are
satisfied. It 1s expected that this will occur immedsiately following Completion.

The Acquisition Agreements are condifional upon the Company meeting all of the
above requirements in relation to Rule 11.1.3 at or prior fo Completion.

Chapter 7 — Listing Rules

Under Chapter 7 of the Listing Rules there are limitations on the capacity of a
company to enlarge ifs capital by the issue of equity securities m any 12 month
period. The hmitation is to 15%.

The issue of the Shares, the Performance Shares and the 72 cent Options the subject
of Resolution 1, when combined with the 60 cent Options fo be issued pursuant to
Resolutions 6, 7 and 8 would exceed that lim:t.

Accordingly one of the purposes of Resolution 1 1s to meet the requirement of Rule
7.1 of the Listing Rules that an issue of securities ¢an exceed the 15% threshoeld if
the issue receives the prior approval of the holders or ordinary securities m the
Company by ordinary resolution.

The creation of the 11,333,333 Shares as a resulf of the Performance Shares
Conversion will be permitted under Rule 7.1 because the Performance Shares are in
effect “convertible securities” as defined i the Listing Rules and Exception 4 in
Listing Rule 7.2 applies because approval is being obtained for the issue of the
Performance Shares in accordance with the Listing Rules.

Rule 7.3 of the Listing Rules confains certain requirements as to the contents of a

notice sent to Sharcholders for the purposes of Rule 7.1 and the following
mformation is included in this Explanatory Memorandum for that purpose:
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The maximum number of securities to be i1ssued pursuant to Reseolution 1 18
26,333,333 Shares, the 11,333,333 Performance Shares and the 3 mullion 72
cent Options;

The Shares, the 11,333,333 Performance Shares and the 72 cent Options wiil be
issued on the Completion Date, no later than one month after the Meeting;

The issue price of the Shares, the Physico Consideration Shares, the
Performance Shares and the EH Consideration Shares 1s 60 cents each. In the
case of the Physico Consideration Shares, the Performance Shares and the 8
miilion Shares to be i1ssued to the Physico Vendors resulting from the
Performance Share Conversion the issue price 1s to be satisfied by the issue of
the Physico Shares and the Finwave Shares to the Company. The EH
Consideration Shares and 3,333,333 Performance Shares are being issued as
part of the consideration for Ed Harry. In the case of the remainder of the
Shares the issue price 1s payable m cash other than the 2 million Shares m
paragraph (A)}a)av) of Resolution 1 being issued fo Investec which are to be
issued in payment of Transaction Fees;

No cash 1s being paid for the 72 cent Options;

The names of the allottees of the Shares - The proposed allottees are the
Physico Vendors (6 miilion Shares and 8 miilion of the Performance Shares),
the Physico Vendors Group m respect of the Physico Cash Shares, (it is
currently anticipated that Invertex and Clothold (or possibly one or more
enfities which may be associated with Clothold) will each subscribe for at least
2.5 miilion of the Physico Cash Shares) Suregroup in respect of the EH
Consideration Shares and 3,333,333 Performance Shares, unassociated persons
who the Physico Vendors procure to subscribe for between 833,333 and
3,333,333 of the Balance Capital Raising Shares, the Current Directors
respect of up to 1,666,666 Shares, Investec as fo 2 million of the Shares  and
those other Cash Subscribers who subscribe to the remainder of the Balance
Capital Raising Shares bemg, it 18 expected, various unassociated chents of any
Underwriter:

The aliottee of the 72 cent Options is Investec;

The terms of issue of the Shares: the Shares that will be issued pursuant to
Resolution 1 will be issued on the same terms and conditions as the Existing
Shares and will from the date of issue rank equally m all respects with all of the
Existing Shares meluding the right to participate in any dividends paid or
declared after the date of 1ssue;

the terms of issue of the Performance Shares are defined in Section 9. It is
noted that the Conversion of the Performance Shares to Shares will oceur
automatically upon the occurrence of the events in either paragraphs (a) or (b)
of the definition of “Conversion Date” m Section 9 and that there s no vesting
period or expiry date i respect of the Conversion Date;
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The intended use of the funds raised: — as noted above the Physico
Consideration Shares, the EH Consideration Shares and 3,333,333
Performance Shares will be 1ssued as part consideration for the acquisition of
the Physico Shares and Ed Harry respectively and, therefore, no funds will
become directly available from the issue; The 2 million Shares in paragraph
(A)a)iv} of Resolution 1 are issued as consideration for Transaction Fees. The
cash raised from the issue of the Capital Raising Shares will be used to pay part
of the consideration under the Acqusition Agreements and fo suppiement the
working capifal of the Company inciudmg for the costs of the Transaction;

The terms of issue of the 72 cent Options are as follows:

(a)

(b)

(c)
(d)
(e)

(f

(h)

(1)

each Option is exercisabie between 18 months after the Completion
Date and 5 years after the Completion Date;

The Options held by each holder can be exercised in whole or m
part, and if exercised in part muitiples of 5,000 must be exercised on
each occasion;

The exercise price 18 72 cenis in cash;
The Options can be transferred;

The Optionhoider will be permitted to participate 1n any new pro-
rata issue of securities of the Company on prior exercise of the
Options in which case the Optionholder will be afforded the period
of at least 9 Business Days prior fo and mclusive of the record date
o determine entitiements to the issue fo exercise the Options;

The Options do not confer on the holder any right to participate in
dividends until Shares are aliotted pursuant to the exercise of the
Options;

In the event of a reorganisation of the 1ssued capital of the Company,
the Options will be reorganised in accordance with the Listmg Rules
(3f applicable} and m any case in & manner which will nof result m
any benefits being conferred on Optionholders which are not
conferred on Shareholders;

The number of Shares to be i1ssued pursuant to the exercise of
Options will be adjusted for bonus issues made prior fo exercise of
the Options so that, upon exercise of the Options the number of
Shares received by the Optionholder will include the number of
bonus Shares that would have been issued if the Options had been
exercised prior fo the record date for the bonus ssues.  The exercise
price of the Options shall not change as a resulf of any such bonus
1ssues;

At any time during the period that the 72 cent Options are
exercisabie the holder of all of the 72 cent Options can by 30 days
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written notice to the Company elect to forfert all of the 72 cent
Options and in that event at the end of the 30 day notice period the
Company will cancel all the 72 cent Options and pay the holder of
all of the 72 cent Options $500,000 in exchange for the dehvery of
the certificate or holding statement in respect of all of the 72 cent
Options.

() No application wiil be made for the 72 cent Options to be granted
quotation by ASX.

» The Shares, the Performance Shares and Options the subject of Resolution 1
will all be issued simuitaneously at Completion;

» The relevant notice 1s required to mclude a voting exclusion statement - this
1s meluded in the Notice.

2.9.5 Corporations Act - Chapter 2E

Chapter 2E of the Corporations Act prohibits a public company from giving a
financial benefit to a related party. Because it 1s proposed, pursuant to the
Acquisition Agreements, that each of them will become a director of the Company
at Completion, Messrs D Greenblo and N Brine are each a related party of the
Company pursuant to Subsection 228(6) of the Corporations Act.

Pursuant fo Subsection 228(4) of the Corporations Act any entity controiled by
Messrs D Greenblo or N Brine is each a related party of the Company.

Messrs C Elterman and S Rohald, Invertex and Clothold are regarded as acting in
concert with Mr D Greenblo and, therefore, pursuant to Subsection 228(7) of the
Corporations Act each of Messrs C Elterman and S Rohald, Invertex and Clothold
18 a related party of the Company.

Pursuant to Subsection 228(2) of the Corporations Act each of Messrs | Corr, G
Argyle and J Shervington as directors of the Company are related parties to the
Company as are entities that they respectively controi.

The definition of what constitutes giving a financial benefit is broad and does not
necessarily mvolve paying money. It includes buying or seliing of assets, ssuing
securifies and granting options. It includes giving a financial benefit indirectly, for
example, through | or more interposed entities.

Paragraph 229(1)(c) of the Corporations Act provides that in deciding whether a
financial benefit 1s given any consideration that is or may be given for the benefif i1s

to be disregarded, even if 1t 1s adequate.

Various aspects of the Transaction, therefore, contemplated by Resolution |
constitute the Company giving a financial benefit o a related party namely:

. The acquisition of Ed Harry from Suregroup (which is controlled by Mr N
Brine}) m the terms provided for in the Ed Harry Acquisition Agreement;
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The issue of the EH Consideration Shares and 3,333,333 Performance Shares
to Suregroup as part of the consideration under the Ed Harry Acquisition
Agreement;

The Company entering mto the Property Lease with the Lessor which 1
controiied by My N Brine;

The acquisition of Physico from the Physico Vendors m the terms provided
for in the Physico Acquisition Agreement and the issue of the Physico
Considerafion Securities to them;

The subscription by any of the Physico Vendors for any of the Physico Cash
Shares (if being currently anticipated that Clothold and Invertex will each
subscribe for a mmimum of 2.5 mitlion of the Physico Cash Shares).

The participation of the Current Directors (or entities respectively controiied
by them) in the Capital Raising as follows. The number of Shares that the
Current Directors may subscribe for in fotal is 1,666,666 and the allocation of
that total number of Shares between the Current Directors remains fo be
determined as at the date of this Explanatory Memorandum. Accordingly,
the maximum participation of each of the Current Directors (which assumes
m each case that the other 2 Current Directors do not participate in the
Capital Raising at all} is as follows:

Mr J Corr - the subscription for up to 1,666,666 of the Capital Raising
Shares;

Mr G Argyle - the subscription for up to 1,666,666 of the Capital Raising
Shares;

The subscription by Panga Pty Ltd (controlled by Mr J Shervington) - for up
to 1,666,666 Shares in the Capital Raising;

The Company entering into the Suregroup Consultancy Agreement;
The Company entering into the Elterman Services Agreement;

The Company entering into the Greenbio Services Agreement;

The Company entering into the Rohald Services Agreement;

The Company entering mio the Enbee Loan Facility with Enbee Holdings i
relation to the advance of $6 million;

The Cost Sharing Arrangements and the performance thereof;

The Company providing the benefits to Physico Property Pty Ltd (controlied
by Messrs Elterman and Greenblo) under the Alexandria Lease;

Section 208 of the Corporations Act provided an exemption from the prohibition
contained in Chapter 2E and provides that a public company may give a financial
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benefit to a related party if a resolution of the shareholders of the public company
permits the benefit fo be given, and the resolution was passed at a general meeting
of the public company held within 15 months before the public company gives the
benefit and if the conditions prescribed by Division 3 of Part 2E.1 of the
Corporations Act have been satisfied in relation to the resolution.

Resolution 1 1s therefore, miended to safisfy these requirements in relation to the
“related party™ aspects of the Transaction that fall within Resolution 1.

The requirements of Section 219 of the Corporations Act m relation to the
Explanatory Memorandum to accompany a notice of meeting for these purposes are
as follows. The Explanatory Memorandum must set out:

(a)

(b)

the related parties to whom the proposed resolution would permit financial
benefits to be given. The related parties are:

(1) Suregroup and Mr Brine;

(11) The Lessor controlled by Mr Brine;

(111) The Physico Vendors;

(iv) The Current Directors;

(v} Messrs Greenbio, Elterman and Rohald;

(vi}Enbee Holdings controiled by Mr Brine;

the nature of the financial benefits: The financial benefits are in summary:

(1) Suregroup - the mifial cash consideration of $15 miilion and the
Deferred Purchase Price bemg provided for the purchase of Ed Harry
and the reimbursement of certain capital expenditure as provided for in
the Ed Harry Acquisition Agreement;

(11) Suregroup - the issue of the Ed Harmry Consideration Securities and
3,333,333 Performance Shares as part of the consideration under the Ed
Harry Acquisition Agreement;

(i11) The Lessor - the benefits to the Lessor that will accrue under the
Property Lease;

(iv} The Physico Vendors - the issue of the Physico Consideration
Securities and the payment of the PCC Loan Sum being the
consideration o be given for the purchase of Physico as provided for in
the Physico Acquisifion Agreement; and

(v} The Physico Vendors -

the issue of up fo 7.5 million of the Physico Cash Shares for 60 cents
per Share in cash;
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(vi} Suregroup - the benefits under the Suregroup Consuitancy
Agreement;

(vii} Messrs (Greenbio, Elterman and Rohald - the benefits under
respectively the Greenblo Services Agreement, the Elterman Services
Agreement and the Rohald Services Agreement;

(viii} Enbee Holdings ~ the benefits under the Enbee Loan Facility and the
Enbee Bocumentation;

(ix) The Physico Vendors — the Cost Sharing Arrangements under which
up to $75,000 may be paid by Biron m connection with expenses
mcurred by the Physico Vendors m relation to the Transaction;

(x) The Current Directors — the 1ssue of up to a total of 1,666,666 of the
Capital Raising Shares for 60 cents per Share;

(xt) Messrs Greenblo and Eiterman — the benefits that may flow indirectly
to them under the Alexandria Lease as controilers of Physico Property
Pty Led;

and any advantages thereby conferred which can only be gauged by
reference to, amongst other things, the consideration being provided and
received at Completion or fo be provided and received after Completion m
cach case being cash, various assets and services and shares and the other
rights and benefits m the various contracts described above, the price of the
Company’s Shares from time to fime and the number of Shares and other
securities on issue in the Company from time fo fime.

m relation to each Director of the Company:

(1) if the Director wanted to make a recommendation fo members about the
proposed resolution - the recommendation and his or her reasons for if;
or

(1t) if not why not? or

(111) if the Director was not available to consider the proposed resolution -
why not?

The Drrectors unanimously recommend that Sharcholders vote for
Resolution 1 because its passage 1s an integral part of the Acqusition
Agreements the implementation of which will in the Directors’ view see an
merease m the value of the Existing Shares and also m view of the
conclusions arrived at by Horwath (NSW) Pty Ltd in its Report which forms
part of this Explanatory Memorandum. This recommendation 18 made
notwithstanding that the Current Directors may receive a “financial benefit”
m the form of the issue of a portion of the Capital Raising Shares, account
being taken of the fact that if these Shares are subscribed for they will be
subscribed for at the same price and on identical terms fo arms length
imrelated parties.
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2.9.6

(d) In relation to each such director whether the director had an interest in the
outcome of the proposed resolution:

None of the Directors has a personal interest in the outcome of the proposed
Resolution save as referred to below.

The Caurrent Directors hold Shares and will if Resolutions 6, 7 and 8 are
passed hold Options and may, if Resolution 1 15 passed choose fo participate
m the Capital Raising.

Although 1t s not a direct mterest or benefit, Fearis Salter Power
Shervington, a legal firm of which Mr Shervington i1s a partner, will on
Completion be paid professional fees (estimated at approximately $50,000)
out of the Company’s cash reserves as supplemented by the Capital Raising
Funds m respect of legal work m connection with this Notice of Meeting,
the Prospectus and the Transaction generally.

Mr Corr i1s a party to an executive service agreement with the Company
under which he will, subject to Completion occurring, act in a corporate
planning and development role for the Company for a minimum of 20 hours
per week for a term of 1 year from the Commencement Date for a
remuneration package comprismg $240,000 per annum plus remmbursement
for 2.5 days per week of office rental costs plus reimbursement of certan
communication costs.

(e} All other information that is reasonably required by members m order to
decide whether or not 1t 15 in the Company’s iaterest to pass the proposed
Resolutions and is known to the Company or any of its directors.

Other than as set out 1n this Explanatory Memorandum, there 15 no such further
mformation considered by the Directors to be relevant.

Listing Rules - Chapter 10

Chapter 10 of the Listing Rules contams certain provisions 1n relation to
transactions between a company and “persons m a position of mfluence” which
melades “related parties” as defined m the Corporations Act. One of the
exceptions to the Rule is a transaction between a company and a person who 18 a
related party by reason only of the fransaction and the application to # of Section
228(6) of the Corporations Act. (Please refer to Section 2.9.5 sbove for a
description of this Section.} Accordingly, those aspects of the transaction which
mvoelve “related parties™ connected with Suregroup and the Physico Vendors fall
within this exemption. However, Rule 10.11 provides that a company must not
1ssue equity securities to a “related party” (or a person whose relationship with a
related party 1s, m ASX’s opinion, such that shareholder approval should be
obtaimned) without the approval of the holders of ordinary securities by ordmary
resolution. As noted above the Current Directors are “related parties”™.  Approval
18, therefore, sought under Resolution | for the purposes of fulfilling the
requirements of Listing Rule 10,11 in relation to the participation of the Current
Directors in the Capital Raising.
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The followmg mformation is included m this Explanatory Memorandum for the
purposes of Listing Rule 10.13:

» the number of securities to be issued if any one or more of the Current
Directors elect to participate m the Capital Raising 1s a fotal of 1,666,666
Shares to be distributed i proportions yet to be determined between Mr J
Corr or his nominee, Mr G Argyle or his nominee and Panga Pty Lid
(associated with My J Shervington):

» The Shares are to be issued at 60 cents each;

o The allottecs of the Shares will be the Current Directors and associates as
shown above;

» The ferms of issue of the Shares the Shares will rank equally in all respects
with Existing Shares;

» The intended use of the funds raised ~ as noted above the funds wiil form
part of the Capital Raising Shares and no funds will become directly
availabie;

» The Shares will ali be issued simuitaneously at Completion within a month
of the Meeting;

» The relevant notice 1s required to mclude a voting exclusion statement - this
15 meluded in the Notice.

SPECIAL RESOLUTION 2

The Corporations Act provides in paragraph 260A(1)b) that a company may
financially assist a person to acquire shares m the company only if, amongst other
things, the assistance is approved by shareholders of the company under Section
260B of the Corporations Act.

It 1s suggested by Suregroup’s advisers that the connection between the issue of the
EH Coensideration Shares and the Company entering into and performing the Enbee
Documentation may constitute the Company financially assisting Suregroup to
acquire shares in the Company 1e. the EH Consideration Shares and 3,333,333
Performance Shares. Accordmgly, approval is being sought under Special
Resolution 2 for the purpose of meeting the requirements of Section 260B of the
Corporations Act.

Sub-section 260B(5) of the Corporations Act requires that before a notice of
meeting 1s sent out for the purposes of sub-section 260A(1} of the Corporations Act
the relevant company must lodge with ASIC a copy of the notice and any document
relating to the financial assistance that will accompany the notice of the meeting
send to the members. This has occurred in respect of this Notice and Explanatory
Memorandum.
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Sub-section 260B(6) of the Corporations Act provides that the relevant company
must lodge with ASIC at feast 14 days before giving the financial assistance a
notice in the prescribed form stating that the assistance has been approved under
Section 260B. This will occur immediately following the Meeting.

Sub-section 260B(4) of the Corporations Act provides that a company that calls a
meeting for the purposes of sub-section 260B(1} must include with the notice of the
meeting a statement setting out all the information known to the company that is
material to the decision on how to vote on the resolution.

Essentially Resolution 2 will allow the Company to issue the EH Consideration
Shares and 3,333,333 Performance Shares which form part of the consideration for
the acquisition of Ed Harry and fo enter mto and perform the Enbee Documentation
under which Enbee Holdings will provide the Enbee Loan Facility of $6 miliion to
the Company and the Company will provide security to Enbee Holdings m the form
of charges over is assets to secure the repayment of all moneys owing to Enbee
Holdings which security will be subordinated to the securities that will be held by
the Senior Debt Provider under the Senior Debt Documentation.

The impact of the Company borrowing funds under and providing security n
respect of the Enbee Loan Facility is reflected in the pro-forma balance sheet of the
Company m Section 2.5.2 and as further described i the final paragraph of Section
4 hereunder and eisewhere in this Explanatory Memorandum.

SPECIAL RESOLUTION 3

As noted above, the Corporations Act provides in paragraph 260A(1)b) that a
company may financially assist a person to acquire shares in the company only if,
amongst other things, the assistance is approved by shareholders of the company
under Section 260B of the Corporations Act.

At Completion each member of the Physico Group and the Company will enter into
the Senior Debt Documentation with the Senior Debt Provider to secure the
obiigations of the Company and the Physico Group to the Senior Debt Provider
under the Senior Debt Factiity and the Senior Debt Documentation.  The provision
of the Senior Debt and the securities and covenants given under the Senior Debt
Documentation will assist the Company in acquiring the shares m the Physico
Group, both directly and mdirectly, by assisting the Company to meet its
commifments under the Ed Harry Acquisition Agreement {on which the Physico
Acquisifion Agreement is conditional) by assisting the Company to pay the PCC
Loan and by providing the Company with funds to pay Transaction costs and for
working capital. Under the Physico Acquisition Agreement the Physico Vendors
covenant to procure that resolutions are passed by each member of the Physico
Group that fuifil the requirements of Section 260B(1) in respect of each such
company. This will occur before the Meeting.

Under Section 260B(2) of the Corporations Act, because each of the Physico Group
companies will become a subsidiary of Biron immediately after the acquisition of
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the Physico Shares by Biron, the financial assistance must also be approved by a
special resolution passed at a general meeting of Biron.

Sub-section 260B(5) of the Corporations Act requires that before a notice of
meeting is sent out for the purposes of sub-section 260A(1} of the Corporations Act
the relevant company must lodge with ASIC a copy of the notice and any document
relafing to the financial assistance that will accompany the notice of the meeting
sent to the members. This has oceurred m respect of each member of the Physico
Group and in respect of this Notice and Explanatory Memorandum.

Sub-section 260B(6) of the Corporations Act provides that the relevant company
must lodge with ASIC at least 14 days before giving the financial assistance a
notice in the prescribed form stating that the assistance has been approved under
Section 260B.  This will occur in respect of Biron mmediately followmg the
Meeting and prior to the Meeting in respect of the meetings of the Physico Group
member companies.

Sub-section 260B(4) of the Corporations Act provides that a company that calis a
meeting for the purposes of sub-section 260B(1) must include with the notice of the
meeting a statement setting ouwt all the mformation known to the company that is
material to the decision on how fo vote on the resolution.

Set out above 1s a summary description of the nature of the financial assistance to
be provided by Biren and the Physico Group. Its mmpact on Biron wiil be that at
Completion Biron will have acquired Ed Harry and Physico, its capital structure
wiil have altered to that set out m Section 2.5.2.3, its financial position will have
altered by the borrowing and utiisation of the Senior Debt as illustrated 1n the pro
forma balance sheet in Section 2.5.2 and its overall circumstances and prospects
wiil have altered as described throughout this Explanatory Memorandum.

SPECIAL RESOLUTION 4

Piease refer to Sections 3 and 4 above for a description of Secthion 260B of the
Corporations Act.

Under the Physico Acquisition Agreement the Company will:

(a) repay the Physico Shareholder Loans; and
(b) pay the PCC Loan Sum in repayment of the PCC Loan.

Under the Cost Sharing Arrangements, up to $75,000 may be paid to the Physico
Vendors at Completion in connection with Transaction related expenses.

Pursuant to the Physico Acquisition Agreement the Company will acquire Physico
which is a party to the Alexandria Fease.

As noted elsewhere m this Explanatory Memorandum the Physico Vendors Group

wiil subscribe for between 5 miffion and 7.5 million of the Physico Underwritten
Shares. As at the date of this Explanatory Memorandum it 1s anticipated that
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7.1

Invertex and Clothold (or one or more entities which may be associated with
Clothold} will each subscribe for 2.5 miflion of the Physico Cash Shares and it 1s
possible that some or all of the other Physico Vendors may subscribe for some of
the Physico Cash Shares also.

To the extent that any of the Physico Vendors subscribe for any of the Physico
Cash Shares and to the extent that they receive cash under the Physico Acquisition
Agreement, the Cost Sharing Arrangements or the Alexandria Lease, the Company
wiil have financially assisted them m the acquisition of those Shares.

Similarly, to the extent that the payment of the PCC Loan reheves any of the
Physico Vendors from any financial obligations (contingent or actual} in
connection with the affairs of the Physico Group then the Company may, to that
extent, have financially assisted any of those Physico Vendors who may subscribe
for any of the Physico Cash Shares to acquire those Shares.

The mpact of the financial assistance described above on Biren 1s tiustrated in the
pro forma balance sheet in Section 2.5.2 and its overall circumstances and
prospects will have altered as described throughout this Explanatory Memorandum.

SPECIAL RESOLUTION 5

The proposed change of name 15 fo reflect the proposed new focus of the Company.
RESOLUTIONS 6,7 & 8

Background

Resolutions 6, 7 and 8 seek Shareholder approval for the grant of 1,000,000
Options - 600,000 to Mr J Corr, 200,000 to Mr G Argyle and 200,000 to Mr J
Shervington {(or their respective nominees} on the terms and conditions set out in
Section 7.5.

On 17 February 2005 Directors resolved to issue the 60 cent Options and to put the
1ssue of the Options to Shareholders for approval.

The primary purpose of the grant of 60 cent Options was to supplement the
remuneration package of the Directors given the Board’s desire to preserve the
Company’s cash reserves in advance of the Board succeeding in its efforts at that
time 1n pursuit of opportunities that would enhance the Company’s earnings profile
thereby providing an incentive to assist in retaining appropriately qualified Board
members for the Company.

In determining the number of Options that are proposed to be granted to Directors,
the Board has considered several matters, including the number and terms of
Existing Options on 1ssue and the fact that the exercise price of the 60 cent Options
18 approximately 35% higher than the weighted average trading price of the
Company’s Shares m the 8 week period prior to the Board’s decision to grant the
Options, thus providing what was considered an appropriate level of incentive to
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7.2

7.3

the Directors fo further the Board’s objective of sourcing and consummating a
transaction to enhance the Company’s earnings and growth profife. It concluded
that the number of Options proposed to be issued and the value that would be
attributed to them under a valuation along the lines of the valuation referred to m
Section 7.4 taking mto account the sbove factors offered a reasonable level of
suppiemental remunerafion and incentive.

Key Details of the Options to be Granted
Key details of the 60 cent Options are set out below:

Director No. of Offer Price Exercise Details

Options  per Option
600,000  No

Expiry
Date
Mr I Corr Each Option has an 5 years
consideration exercise  price  of from the
1s payable m $0.60 (60 cents) and date of
respect of the 1s exercisable from the
1ssue of the date of the grant Meeting
Options untii the expiry date
200,000 No Each Option has an

consideration exercise  price  of

Mr G Argyle 5 years
from the

date of

My J Shervington

200,000

1s payabie m
respect of the
Issue of
Options

No

$0.60 (60 cents) and
18 exercisable from
the date of the grant
untii the expiry date

Each Option has an

the
Meeting

5 years

consideration exercise  price  of from the
1s payable m $0.60 (60 cents) and date of
respect of the 1s exercisable from the

1ssue of the date of the grant Meeting

Options untii the expiry date

A summary of the other terms and conditions of the 60 cent Options 1s set ouf
Section 7.5.

Chapter 2E of the Corporations Act

As noted above m Section 2.9.5 Chapter 2E of the Corporations Act prohibits the
Company from giving a financial benefit to a related party of the Company unless
gither:

(a} the giving of the financial benefit falls within one of the nominated
exceptions fo the provisions; or

{b} prior Shareholder approval is obtained to the giving of the benefit.

Each Director and each entity controlled by a Director i1s a related party of the
Company.
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The proposed grant of Options to the Directors or their respective nominees
mvolves the provision of a financial benefit fo a related party of the Company and,
therefore, requires Shareholder approval. In accordance with the requirements of
Chapter 2E and in particular, section 219 of the Carporations Act, the following
mformation is provided to allow Sharehoiders fo assess the proposed grant of 60
cent Options in Resolutions 6, 7 and 8:

(a) Mr J Corr, Mr G Argyle and Mr J Shervington (or their respective
nominees) are the related parties of the Company to whom Resolutions 6, 7
and 8 would respectively permit the financial benefit to be given;

(b} The proposed financial benefits fo be given to the Current Directors are the
grant of 1,00,000 60 cent Options and the advantages thereby conferred
which can only be gauged by reference to the consideration provided (being
nil cash consideration} the underlying assets of the Company, the market
price of the Company’s Shares from time to time and the number of Shares
and Options and other securities on issue in the Company from time to time;

(c) Resolutions 6, 7 and 8 are imferconditional. As at the date of this
Explanatory Memorandum, the issued capital of the Company 15 9,560,837
Shares and 9,778 Options. [If the 60 cent Options are issued and the
Directors exercised all the 1 milion Options (assuming no Existing Options
were exercised and that no other securifies were 1ssued by the Company m
the meantime) the issued capital of the Company would mcrease from
9,560,837 to 10,560,837 Shares.

[n that event the exercise of the Options would resulf in a dilution of all other
Sharchoiders’ holdings i the Company and the 1 million Shares issued upon
exercise would represent approximately 9.5% of the then issued capital (based on
the number of Shares on 1ssue on the date of this Notice of Meeting).

If Resolutions 1, 2, 3 and 4 are passed and Completion occurs the 1 million Shares
would, if the Options were exercised and no other Options were exercised and no
securifies other than those contemplated by Resolutions 1, 2, 3 and 4 had been
issued and that the Performance Share Conversion had not occurred comprise 1
million out of 36,894,170 Shares or approximately 2.7% of the then issued ordinary
capital. On those same assumptions but on the basis that the Performance Share
Conversion had occurred that 1 million Shares would represent approximately 2.1%
of the then issued Shares.

To the extent that the exercise price of the | million 60 cent Options may be below
the market price of the Company’s Shares at the time(s) those Options are exercised
the Company will have foregone the opportunity of issuing the relevant Shares at a
price higher than the 60 cent exercise price and closer to the relevant market price
at that time.

None of the Current Directors wish to make any recommendation fo Shareholders
about proposed Resolutions 6, 7 or 8 because each has a material mterest in the
outcome of the Resolution that relates to him and the three Resolutions are
mferdependent.
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7.4

Assuming that Resolutions 6, 7 and 8 are approved, the Current Directors will m
the absence of any participation in the Capital Raising be entitied to the following
securities in the Company:

Director Shares currently held directly or 60 cent Options
indirectly

Mr J Corr 600,000 600,000

Mr G Argyle 30,000 200,000

Mr J Shervington Nil 200,000

The 60 cent Options will be granted for no consideration and otherwise on the
terms set out in Seetion 7.5,

Details of the Current Directors current monthly remuneration is as follows:

Director Base Fee
Mr J Corr 40,000
Mr G Argyle 40,000

My J Shervington 44,000
Statutory superannuation payments are made m addition to the above base fee.

Each Director 1s entitled to charge a daily rate of §2,000 for executive time spent on
behalf of the Company outside of the ordinary course of Director’s duties.

Piease refer to Section 2.9.5(d) above for a description of legal fees payabie to a
firm of which Mr Shervington is a partner and to the executive services agreement
to which Mr Corr is & party.

The value attributable to each Option to be granted is calculated to be m a range of
between $0.23 and $0.28 with a “preferred value” of $0.26 (please refer to the
Option pricing methodology which 1s set out in Section 7.6};

During the fast 12 months, the Company’s Shares have traded on ASX m the price
range between 20.3 cents on 20 July 2004 and 70 cents on 15 March 20035,
However, account needs to be taken of the fact that during that 12 month period
there has been a capital retum by the Company which was approved by
Shareholders on § October 2004 of 28 cents per Share together with a concurrent |
for 4 consolidation of the Company’s capital; and

Other than the information specified above, the Board believes that there 1s no other
mformation that would be reasonably required by Shareholders 1n order to decide
whether if is in the best interest of the Company to pass Resolutions 6, 7and 8 .

Listing Rule Disclosures

As noted m Section 1.7.6 Listing Rule 10.11 provides, m essence, that a listed
company may not issue securities (including options to subscribe for shares} to any
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7.5

Director or Director controlled entity without the approval of ordinary sharchoiders
by ordinary resoiution:

One other reason for seeking Sharcholder approval for Resolutions 6, 7 and 8 |
therefore, i1s pursuant fo Listing Rule 10.11.

The followmg mformation is meluded m this Explanatory Memorandum to comply
with the requirements of Listing Rule 10.13:

(a)
(b)

(¢

(d)

(e

(f)

the maximum number of Options to be granted is 1,000,000;

the Options will be issued no later than one month after the date of the
Meeting {or such later date as permitted by any ASX waiver or modification
of the ASX Listmg Rules) and it 1s anticipated that the Options will be
1ssued simultaneously on one date;

the Options which are to be 1ssued pursuant to Resolutions 6, 7 and 8, are
being issued for nif consideration and, consequently, no funds will be raised
by the grant of the Options;

the purpose of the issue of the Options is as outline above, to assist the
Company m retaining directors with appropriate expertise and experience.
The Company acknowledges the issue of options to non-executive directors
1s contrary to recommendation 9.3 of the ASX Principles of Good
Corporate Governance and Best Practice Recommendations. However, the
Board considers the grant of the 60 cent Options to be reasonable in the
circumstances given the Company’s size and nature of its operations and
the necessity to retamn experienced professionals in the role, whilst
maimntaining the Company’s cash reserves;

the proposed allottees of the 60 cent Options are Messrs J Corr (600,000),
G Argyle (200,000} and Pangas Pty Lid (200,000} or their respective

aommees; and

the terms and conditions of the Options are set out in Section 7.5.

Under Exception 14 to Rule 7.1 approval is not required under that Rule in order to
1ssue the 1 million Options if approval is obtained under Listing Rule 10.11 and a
statement to that effect is included in this Explanatory Memorandum.

Terms and Conditions of 60 cent Options

The material terms and conditions of the 60 cent Options to be issued pursuant to
Resolutions 6, 7 and 8 are as follows:

(a)

Each Option entitles the holder to subseribe for and be allotted one Share m
the capital of the Company when exercised. The Options will not be
quoted on ASX;
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7.6

(b)

(c)
(d)

(e)

(f)

(h)

(1)

The Options are exercisable at any time on or before 5.00pm Perth time 5
vears from the date of the Meeting;

The exercise price of each of the Options is $0.60 (60 cents});

Subject fo the Corporations Act, the Constitution and the Listing Rules, the
Options are transferable;

The Options are exercisable by delivering to the registered office of the
Company a notfice in writing stating the intenfion of the Option hoider to
exercise a specified number of Options, accompanied by an Option
certificate, if applicable, and a cheque made payable to the Company for the
subscription monies due, subject to the funds bemg duly cleared funds. The
exercise of only a portion of the Options does not affect the hoiders” right to
exercise the balance of any Options remaining;

All Shares i1ssued upon exercise of the Options will rank pari passa m all
respects with the Company’s then existing fully paid ordinary shares. The
Company will apply for admission o quotation by ASX of all Shares 1ssued
upon the exercise of Options within 3 business days after the date of the
aliotment of those Shares;

There are no participating rights or entitlements inherent in the Options and
holders will not be entitled to participate m new issues of securties to
shareholders during the currency of the Options. However, the Company
will ensure that, for the purpose of determining entitlements to any issue,
Option holders will be nofified of the proposed issue at Ieast seven (7)
business days before the record date of any proposed issue. This will given
Option holders the opportunity to exercise the Options prior fo the date for
determining entitlements fo participate in any such issue;

In the event of any reorganisation (inciuding consolidation, subdivision,,
reduction or return of capital) of the issued capital of the Company on or
prior to the expiry date of the Options, the rights of the Optionholder will be
varied to the exfent necessary to comply with the applicable Listing Rules at
the time of the reorganisation;

The number of Shares to be issued pursuant to the exercise of Options will
be adjusted for bonus issues made prior fo the exercise of the Options so
that, upon exercise of the Options the number of Shares received by the
Optionholder will include the number of bonus Shares that would have been
1ssued if the Options have been exercised prior to the books closing date for
the bonus issues. The exercise price of the Options shall not change as a
resuit of any such bonus issues.

Valuation of the 60 cent Options

In accordance with a policy requirement of ASIC, the Company having taken
appropriate advice, 1n light of that policy notes the Company attributes a fotal value
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of between $0.23 and $0.28 (with a “preferred value” of $0.26) in respect of the
1,000,000 60 cent Options fo be issued pursuant to Resolutions 6, 7 and 8 on the
basis of an hypothetical current share price value of 54 cents for each Share. The
Current Directors will receive a financial benefit, based on this valuation, as
follows:

Director Number of Options Range of Value ($)
Mr J Corr 600,000 138,000 to 168,000
Mr G Argyle 200,000 46,000 to 56,000
Mr J Shervington 200,000 46,000 to 56,000

This value has been derived using the “Black and Scholes™ valuation method and 1s
based upon the following inputs and assumptions:

(a) the hypothetical price of the Company’s Shares i1s 54 cents, being the price
of trading in the Company’s Shares on ASX at 5 May 2005;

(b} an exercise price of $0.60 per Option;
(c} a nisk free rate of 5.15% per annum;
(d} a volatility factor of 80%:;

(e} an expected life of 2.5 years on the basis that for unhisted options the
contracted Iife is rarely the effective life; and

(f) dividend yield of nii;

(2} ali the other terms and conditions of the 60 cent Options as outlined m
Section 7.5.

RESOLUTIONS 9 & 10

Messrs Corr and Shervington were appointed to the Board on 20 January 2005 and
18 February 2005 respectively. Pursuant to the Listing Rules Directors appointed
to fili casual vacancies may hold office only untif the next annual general meeting
and then may be re-elected. The Company has elected to meet this requirement at
the Meeting rather than at the next annual general meeting as the policy of the
Listing Rules will thereby be met and greater certainfy of continuity of Board
composition post Completion is, subject to the passage of the relevant Resolutions,
thereby assured.

DEFINITIONS

“Acquisition Agreements” means the Ed Harry Acquisifion Agreement and the
Physico Acquisifion Agreement;

“Agreed Proportions” means:

Leantsle — 33.25%
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Invertex — 33.23%
Clothold - 28.5%
Rohaid — 5%

“Alexandria Lease” means the lease of 7,00{)1112 premises at 32 Ralph Street,
Alexandria, New South Wales which Physico 1s the lessee of as described in
Section 2.6;

“ASC” means the Australian Securities Commission;

“ASIC” means the Australian Securities & Investments Commission;

“ASX” means Australian Stock Exchange Limited (ACN 008 624 691 3;
“ASX Business Day” means a “busiess day” as defined in the Listing Rules;

“Balance Capital Raising Shares” means the Capital Raising Shares minus the
Physico Cash Shares;

“Biron EBITDA” means the statutory audifed and reported “earnings before
mierest, tax, depreciation and amortisation” of the Biron Group;

“Biron Group” means Biron and its Related Bodies Corporate;
“Board” means the Directors of the Company from fime to time;

“Business Day” means a day that is not a Saturday, Sunday or any other day which
18 & public holiday or a bank hofiday m the place where an act 15 to be performed or
a payment is to be made;

“Capital Raising” means an issue of 15 million Shares at 60 cents each (in cash})
to raise $9 million m cash and “Capital Raising Shares™ and “Capital Raising
Funds” each has a corresponding meaning;

“Cash Subscribers” means those entifies that subscribe cash to the Capital
Raising;

“Change of Control Event” means:

(a) the Company entering mto a scheme of arrangement with its creditors or
members or any class thereof pursuant to section 411 of the Corporations
Act; or

(b} a Successful Takeover Offer:; or
(c} a person or a group of associated persons having a relevant inferest

subsequent to Completion 1n sufficient Shares to give it or them the ability,
m a general meefing, to replace all or a majority of the Board
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circumstances where such abifity was not already held at Completion by a
person associated with such person or group of associated persons.;

“Clotheld” means Clothold Pty Ltd ACN 083 113 455 a company which is a
subsidiary of an Irish registered public company;

“Company” and “Biron” and “Biren Capital” means Biron Capital Limited ACN
009 087 469 and where the contexf requires includes ifs wholly owned subsidiary
EDH which is the purchaser under the Ed Harry Acquisition Agreement and the
iessee under the Property Lease;

“Completion” means completion of the Transaction under and contemplated by
the Acquisition Agreements in accordance with the terms thereof

“Completion Date” means the date Completion occurs which is intended to be on
or before 31 August 2005;

“Conversion” means the automatic conversion of the Performance Shares to
11,333,333 Shares upon the Performance Hurdles bemg achieved;

“Conversion Date®” means the earlier of:

(a) subject to paragraph (f) of the definition of “Performance Shares™, the date
which is 5 ASX Business Days after the earliest date on which the Biron
EBITDA for any of the followmg periods is not less than $7,000,000:

(i) the financial year ending 30 June 2007;

(11) the financial year ending 30 June 2008;
(111)  the financial year ending 30 June 2009; or
(ivy  the financial year ending 30 June 2010; and

(b} the date a Change of Control Event occurs;

“Cost Sharing Arrangements” means arrangements agreed fo between the
Company and the Physico Vendors whereby subject to Completion the Company
wiil remmburse up to $75,000 of the advisory costs incurred by the Physico Vendors
m connection with the Physico Acquisition Agreement where a benefit has been
derived by Biron agamst production of appropriate mvoices;

“Current Directors™ means Messrs J Corr, G Argyle and J Shervington;

“Deferred Purchase Price” means:

(a) the sum of $4 million m cash payable by the Company to Suregroup m
accordance with the terms of the Ed Harry Acquisition Agreement on the

First Deferred Purchase Price Payment Date m the event that the EBIT
Hurdies are achieved; and
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(b) the sum of $2 muilion in cash payable by the Company to Suregroup i
accordance with the terms of the Ed Harry Acquisition Agreement on the
Second Deferred Purchase Price Payment Date in the event that the
EBITDA Hurdie is achieved;

“Directors” means each of the persons who acts as directors of the Company;

“EBIT” means the eamings before interest and tax of the Ed Harry Business
calculated for the purpose of determining whether the EBIT Hurdles are achieved
m accordance with the provisions of the Ed Harry Acquisition Agreement;

“EBI'TDA™ means the earnings before interest, tax, depreciation and amortisation
of the Biron Group calculated for the purpose of determining whether the EBITDA
Hurdle s achieved m accordance with the provisions of the Ed Harry Acquisition
Agreement;

“EBI'TDA Hurdle” means the EBITDA bemg no less than $7 million m the
financial year ending 30 June 2007;

“EBIT Hurdles” means the EBIT being no less than $4 milhon m each of the
financial years ended 30 June 2005 and ending 30 June 2006;

“EDH” means EDH Pty Ltd ABN 97 113 520 853;

“Ed Harry Acquisition Agreement” means an agreement dated 18 July 2005
between Suregroup, EDH, the Company and Mr Ned Brine and includes all
variations thereto:

“Ed Harry Business” and “Ed Harry” means the mens clothing apparel business
owned and operated by Suregroup and the assets and liabilities of that business
acquired by EDH pursuant to the Ed Harry Acquisition Agreement;

“EDH” means EDH Pty Ltd ACN 113 520 853 a 100% owned subsidiary of the
Company;

“Effective Date” means | July 2005;

“EH Consideration Shares” and “EH Consideration Securities” means the
3,333,333 Shares 1n paragraph(A)a)v) of Resolution | to be 1ssued to Suregroup
as part of the consideration for Ed Harry;

“Elterman Services Agreement” means an agreement between the Company and
Mr Colin Elterman under which the Company agrees to employ Mr Elterman as
“"Business Development Manager™ for an mifial ferm of 1 year from the Completion
Date for 30 hours per week in consideration of a remuneration package amounting
to a total cost to the Company of §300,000 per annum;

“Enbee Deed of Priority” means a deed fo be entered into between Enbee, the
Company, the borrower under the Enbee Loan Facility, the Security Providers, the
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Enbee Security Providers and the Senior Debt Provider in a form acceptable to
Enbee Holdings which wili include:

(a} confirmation of the Senior Debt Provider’s consent to the Enbee Loan
Faciiity and the Enbee Securities;

(b} provisions governing the order of ranking of security i favour of Enbee
Holdmgs; and

{(c} provisions governing the order or repayment of all amounts owing to Enbee
Holdings;

“Enbee Documentation” means all the documentation that is required by Enbee
Holdings to be entered mto in connection with the Enbee Loan Facihity including
the Enbee Securifies;

“Enbee Finance Documents” includes the following:

(a) loan agreement between Enbee Holdings and the borrower in respect of the
Enbee Loan;

(b} Senior Debt Facility agreement;
(c) Enbee Deed of Priority;

(d} Senior Debt Securities;

(e) Enbee Securities;

“Enbee Holdings” means Enbee Holdings Pty Ltd ACN 092 822 690 and mcludes
its nominee in respect of the Enbee Loan Facihity;

“Enbee Loan™ means the financial accommodation of $6 mitlion to be made
available under the Enbee Loan Facility;

“Enbee Loan Facility” means the term loan facility for the Enbee Loan to be
made availabie to the Company by Enbee Hoidings or its nominee on the following
terms:

(a) The borrower is to be Biron or a wholly owned subsidiary of Biron and must
be the same entity as the borrower under the Senior Debt Facility. If the
borrower 1s not Biron, Biron will be required to guarantee the obligations of
the borrower, and to be a party to the relevant loan agreement (and the
Enbee Deed of Priority) in that capacity.

(b} The Senior Debt Facility is to be a secured term loan facility for an amount
of not less than A$10,000,000 and not more than A$16,000,000 and on
terms accepiabie to Enbee Holdings.

(c) The Senior Debt Provider is to be Westpac Banking Corporation or Investec
Bank {Australia) Limited or another lender approved by Enbee Holdings.
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(d)

(e)

(h)

(1)

)

(k)

The availability of the Enbee Loan Facility is to be conditional on the
simulfaneous entry into the Enbee Deed of Priority, on terms acceptable to
Enbee Holdings.

Facility proceeds are to be used only for the purpose of partially funding the
acquisition of the Ed Harry Business and of funding the borrower's working
capital requirements (including capital expenditure on the Ed Harry
Business) in the ordinary course of its busmess. The Enbee Loan Facility
must not be used to make any payment, prepayment or repayment under the
Senior Debt Faciiity. The Enbee Loan Facility must not be used to fund any
distributions (includmg dividends, share buy-backs, capital retums,
payments on shareholder loans and management fees, payments of principal,
mterest and other amounts to any shareholder or director or officer of the
borrower or any group member, deposits or redemptions of any redeemable
preference shares) to shareholders or related bodies corporate of, or
providers of subordinated debt to, the borrower or any group member.

The term of the loan -~ Commencing on the Completion Date and
terminating on 30 June 2008.

No interest will accrue from the commencement of the term unti and
meluding 30 June 2006. On and from 1 July 2006, in each quarter mterest
wiil acerue on the then outstanding balance on a daily basis, on the basis of
a 365 day year at the rate of interest equal to the Commonwealth Bank of
Australia Business Overdraft Monthly Index Rate which applies on the first
day of the relevant quarter. Interest will be compounded on the last day of
each quarter.

Default Interest - The mterest rate stated above for the quarter in which a
nonpayment or an under-payment occurs, plus 2%.

Security for the Enbee Loan Facility will be a full fixed and floating charge
over the whole of the assets of Biron, meluding the shares held m its whoily
owned subsidiaries, ranking second to the Senior Debt Provider m respect of
its full fixed and floating charge. If the Senior Debt Provider holds any
direct security from any group members (other than Biron), Enbee Holdings
wiil be entitled to the benefit of the same type of security, save that the
security of Enbee Holdings will be second ranking.

The Enbee Loan Facility will be availabie to be drawn down from
Compiletion until 30 June 2006.

Repayment terms will be - No repayments of mterest or principal until |
July 2006, After 1| July 2006, repayments of capialised mterest and
principal are to be made quarterly in arrears on the last day of each quarter
[September, December, March, June]. Repayments of principal are to be
made in 8 equal mstalments for the period 1 July 2006 to the end of the term
of the Facility on 30 June 2008. On each date for repayment of principal,
the capitalised interest accrued m the preceding quarter will also be payable
m full.
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(H Financial Covenants - The borrower must comply with the financial
covenants set out in the Senior Debt Facility Documentation.

(m}  Default - The events of defaunlt and the potential events of default
(howsoever described} set out in the Senior Debt Facility Documentation
wiil apply.

(n} All Enbee Finance Documents must be to the satisfaction of Enbee
Holdmgs.

(0)

“Enbee Securities” means the securities required by Enbee Holdings to be given

A4

by the Biron Group as set out in the above definition of “Enbee Loan Facility

“Enbee Security Providers™ means Biron, EDH, the Physico Group and any other
subsidiary of Biron;

“Existing Finwave Shares” means 10,000 ordinary fully paid shares i the capital
of Finwave;

“Existing Options” means the 9,778 Options 1ssued by the Company as at the date
hereot each exercisabie at a price of $2.40 prior to31 May 2006;

“Existing Physico Shares” means 10,000 ordinary shares and 10,000 “dividend
(E} Shares™ mn the capital of Physico;

“Existing Shares” means the 9,560,837 ordinary fully paid shares in the capital of
the Company issued as at the date hereof;

“Finwave” means Finwave Pty Ltd ACN 068 987 §24;

“Finwave Shares” means 100 ordinary fully paid shares in the capital of Finwave;
“First Deferred Purchase Price Payment Date” means the later of 30 September
2006 and 3 Business Days after the final determination of the EBIT for the 2006
financial year in accordance with the Ed Harry Acquisition Agreement;

“Greenblo Services Agreement” means an agreement between the Company and
Mr DPavid Greenblo under which the Company agrees to appoint Mr Greenblo as
Managing Director of Biron for an mitial term of 3 years from the Completion Date
with a remuneration package amounting fo a total cost to the Company of §450,000

per annun;

“Imvertex” means Invertex Pty Ltd ACN 003 187 184 a company controlled by Mr
Colin Elterman;

“Investec” means Investec Bank (Austraha) Limited ACN 071 292 594;
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“Leantale” means Leantale Pty Ltd ACN 003 332 821 a company controiied by Mr
David Greenbio:

“Lessor” means Endostar Pty Ltd ACN 006 964 192 an entity controiled by Mr
Neii Brine, a Proposed Director n its capacity as fessor under the Property Lease;

“Listing Rules™ means the official listing rules of ASX;

“Meeting” and “Shareholders’ Meeting™ means the meeting of Sharehoiders
convened by the Notice;

“Notice” means the notice of meeting fo which this Explanatory Memorandum 1s
attached;

“Option” means an opfion to subscribe for and be issued a Share;
“PCC Loan™ means a loan owed by PCC to Scottish Pacific;

“PCC Loan Sum” means the amount owing in respect of the PCC Loan as at the
Completion Date estimated as being approximately $3 million as at the date of this
Explanatory Memorandum and estimated by Physico as bemg approximately §2
million as at 30 June 2003;

“Performance Shares Conversion” means the automatic conversion of the
Performance Shares mto 11,333,333 Shares mmmediately upon the Performance
Hurdles occurring;

“Performance Hurdles” means the occurrence of the “Conversion Date™;

“Performance Shares” means 11,333,333 fixed shares in the capifal of Biron with
the following rights attached to them:

(a) Repayment of capital
Unless and untii the Performance Shares are Converted into Shares, no

Performance Share will entitle its holder fo any repayment of capifal made
by the Company;

(b} Participation in surplus assets and profits

Unless and untii the Performance Shares are Converted into Shares, no
Performance Share will entitie #ts holder to any right fo participate n
surplus assets or profits of the Company;

(c) Dividends and other distributions

Unless and unfii Performance Shares are Converted iato Shares, no
Performance Share will entitle its holder to receive dividends or any other
distributions of capital from the Company;
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(d)

(e)

(f)

Voting

Unless and untii Performance Shares are Converted into Shares, no
Performance Share will entitie its holder fo any right to cast any vote at any
meeting of the members of the Company, other than in respect of any
question, proposal or resolution which relates fo the rights attaching to that
Performance Share in which event each Performance Share will entitie its
holder to 1 vote:

Conversion

On the Conversion Date, each Performance Share will Convert, subject to
paragraph (f), to one Share, which Share will, at the time of Conversion and
without any further act, have the same rights as, and rank equally with, other
Shares on issue. The Company will apply for the quotation of each such
Share within the time frame specified i the Listing Rules;

Changes in circumstances

(1) Reconstruction

If any reorganisation of the issued capital of the Company fakes place
before the Conversion Date, the number of Shares iato which the
Performance Shares will Convert will be reorganised as follows:

(1} m a consolidation of capital - the number of Shares must be
consolidated in the same rafio as all other Shares;

(2} m a sub-division of capital - the number of Shares must be sub-
divided m the same rafio as all other Shares;

(3} m a return of capital ~ the number of Shares must remain the
same;

(4) m a reduction of capital by a cancellation of paid up capital that
18 lost or not represented by availabie assets where Shares are
cancelled — the number of Shares must remain unaltered;

(5} m a pro-rata cancellation of capital - the number of Shares must
be reduced in the same ratio as all Shares;

(6} m any other case - the number of Shares must be reorganised so
that the hoiders of Performance Shares will not receive a benefit
that holders of Shares do not receive (this does not prevent a
roundimg up of the number of Shares to be received if the
roundmg up 1s approved at the Shareholders meeting which
approves the reorganisationy; and

m all other respects the terms relating to the Conversion of the
Performance Shares will remain unchanged;

(i1) Bonus issue

[f prior to the Conversion Date, there is a bonus 1ssue to the holders of
Shares, the aumber of Shares into which the Performance Shares will
Convert will be increased by the number of Shares which the holders
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of Performance Shares would have received if they had been issued
the Shares before the record date for the bonus issue:

(ii1) New issues

Subject to the Listing Rules, the holders of Performance Shares may
only participate m & new issue of Shares or other Securities if the
Performance Shares have Converted to Shares on or before the date
for determining entitiements to the issue. The Company must ensure
that for the purposes of determining entitiements to any such issue, the
record date m respect of that issue will be at least 10 ASX Business
Days after the issue is announced;

“Physice” and “PCC” means Physico Clothing Company Pty Ltd ACN 003 279
543 and includes the wholesale clothing business conducted by Physico and
Finwave;

“Physico Acquisition Agreement” means an agreement dated on or about 20 July
2005 between the Company and the Physico Vendors and includes all vanations
thereto:

“Physico Cash Shares” means between 5 miliion and 7.5 miliion of the Physico
Underwritten Shares that are to be subscribed for by the Physico Vendors Group;

“Physico China” means Physico Clothing Company (China) Pty Limited ACN
091 861 451;

“Physico Consideration Shares™ and “Physico Consideration Securities” means
the 6 milhion Shares and the 8 million Performance Shares to be issued to the
Physico Vendors and where the context allows includes either of those 6 million
Shares or those 8 million Performance Shares;

“Physico Group” means each of :
(a) Physico;
(b} Finwave and each of its subsidiaries, Physico China, Physico Infima and

Popstar;

“Physico Indemnifiers” means Leantale, Invertex and Clothold and excludes
Rohald;

“Physico Intima”™ means Physico Intima Pty Limited ACN 068 494 226;

“Physico Shareholder Loans™ means the following amounis owing by the Physico
Group:

$1,500,000 to Invertex;
$1,653,000 to Clothold;
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“Physico Shares™ means the 100 ordmary fully paid shares m the capital of
Physico;

“Physico Underwritten Shares” means the 8,333,333 Shares out of the Capital
Razsing Shares that the Physico Vendors are obliged to procure subscriptions for
pursuant fo the Physico Acquisition Agreement;

“Physico Vendors” means Leantale, Invertex, Clothold and Rohald;

“Physico Vendors Group” means Clothold and Invertex and those as yet
unascerfained entities within the Physico Vendors and certain as yet unascertained
associates of the Physico Vendors who the Physico Vendors will procure to
subscribe for between 5 milion Shares (33 million) and 7.5 miflion Shares (34.5
million} out of the Physico Underwritten Shares;

“Popstar” means Popstar Pty Ltd ACN 076 005 733;

“Property Lease™ means a lease between EDH and the Lessor for the lease of
premises at 16 Nelson Street, Stepney, South Australia, comprisig a total land area
of approximately 2,200 m” and an office and warehouse buiiding with a combined
area of approximately 1,100m* for an initial term of 3 years commencing on the
Completion Date at an initial rental of $92,610 p.a.;

“Proposed Director” means each of Messrs D Greenblo and Mr N Brine;

“Prospectus” means a prospectus to be issued by the Company under the
Corporations Act in respect of, amongst other things, the Capital Raising;

“Related Body Corporate” has the meaning given to that ferm m Section 9 of the
Corporations Act;

“Resolutions” means the resolutions sef out in the Notice and the term inclades
special resolutions where applicable;

“Reohald” means Mr Sean Rohald;

“Rohald Services Agreement” means an agreement between the Company and Mr
Sean Rohald for the appomtment of Mr Rohald as ”Chief Executive Officer” for an
mitial term of 3 years from the Completion Date with a remuneration package

amountimg to a total cost to the Company of $250,000 per annum;

“60 cent Option™ means an Option exercisable at 60 cents on the ferms set out in
Section 7.5;

“72 cent Option™ means an Option exercisable at 72 cents on the terms set out m
Section 2.9.4;

77



“Second Deferred Purchase Price Payment Date” means the earlier of 30
September 2007 and 3 Business Days after the final determination of EBITDA for
the 2007 financial year in accordance with the Ed Harry Acquisifion Agreement;

“Security” has the meaning given in the Listing Rules;

“Security Providers™ means Biron, EDH, each of the Physico Group and any other
subsidiary of Biron;

“Senior Debt” means the financial accommodation of up to $22 million to be
made available to the Company pursuant to the Senior Debt Facility;

“Senior Debt Documentation” means all of the documents that will be required
by the Senior Debt Provider to be entered into by the Security Providers m
connection with the Senior Debt Facility meluding, without limiting the generality
of the foregoing, the Senior Debt Securities;;

“Sentor Debt Facility” means the various components of the financial
accommodation comprising the Senior Debt which it 1s expected will comprise the
foliowing:

¢ A revolving working capital amortising term debt facility of §8 miilion;

¢ An amortising term loan of $4 million for payment of $4 million of the
Deferred Purchase Price payabie on or around 30 September 2006

¢ An amortising term loan of $2 million for payment of $2 million of the
Deferred Purchase Price payable on or around 30 September 2007

¢ A seasonal working capital facility of $4 million; and

o A4 million leasing facility;

“Senior Debt Provider” means Westpac Banking Corporation or any other entity
that the Company procures to provide the Senior Debt;

“Senior Debt Securities” means all securities which are required by the Senior
Debt Provider to be entered into by the Security Providers m connection with the

Senior Debt Facility which will include but not necessarily be hmited to:

(a) Unlimited interlocking cross guarantees and indemnities between Biron and
the other Security Providers;

(b) First rankig registered mortgages over all current real property assets (if
any) of the Security Providers;

(c) First rankimg fixed and floatmg charges over the current and future assets
and undertakings of the Security Providers;

“Shares” means ordinary fully paid shares in the capital of the Company and
“Sharecholders” has a corresponding meaning;
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“Successful Takeover Offer” means, as a result of a fakeover bid to all
Shareholders for their Shares:

(a} 50% of Biron’s Shares being held by the bidder at the close of the fakeover
offer period; and

(b) there being a change of control of the Board;

“Suregroup” means Suregroup Pty Ltd ACN 050 020 981 a company controiied
by Mr Neil Brine m its capacity as trustee of the Brine Family Trust;

“Suregroup Consultancy Agreement” means an agreement between EDH and
Suregroup under which Suregroup agrees to procure that the services of Mr Neil
Brine are provided to EDH from the Completion Date on the terms summarised in
Section 2.6.1;

“Trading Entities” means Biron, the Physico Group and Ed Harry;
“Transaction” means the acquisition of Ed Harry and Physico under the

Acquisition Agreements and all associated transactions;

“Transaction Agreements” means all mstruments entered into by the Company in
connection with the acquisition of Ed Harry and Physico prior fo the date hereof;

“Transaction Fees” means an estimated total of $3 miilion comprising:

(1} acquisttion costs (including stamp duty and professional fees) of
approximately §1.6 miihion;

(i1} Capital Raising costs - approximately $1 mitlion;
(i1}  Borrowing costs - approximately $400,000,

payabie m connection with the Transaction together with the 2 million Shares to be
1ssued to Investee and the 3 million 72 cent Options o be 1ssued to Investec;

“Tricom™ means Tricom Equities Limited ABN 92 067 161 755;

“Underwriter” means Tricom or any other eatity with which the Company enters
mto underwrifing arrangements in connection with the Capital Raismg.

References herein to Sections are to Sections of this Explanatory Memorandum.

To the extent that any of the Transaction Agreemecnts are summarised or
paraphrased m this Explanatory Memorandum the purpose is solely to assist
Sharchoiders m gaming a succinet summary of the terms thereof and nothing will
affect the full legal terms of the Transaction Agreements.
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Biron Capital Limited Proxy Form n

ABN 58 009 087 468 All correspondence fo:
Computershare Investor Services Pty Limited
GFO Box 1903 Adelzide

Sauth Australia 5001 Acstralia

Erouiries (within Austrafia} 1300 556 161
(outside Austrafial 61 3 8415 4000
Facsimile 5% 8 8236 2305

Wy computershase com

Mgk 1805 Doy with an 0 E you Bave mads gny ohanges 1o your address detalls {see roverse)

%39001 LU L T L

MR JOHN SMITH 1

LT

SAMPLEVILLE VIC 3030
Appointment of Proxy [ 1234567890 IND

1V being & membens of Biron Capitat Limited 2nd entifled 1o sttend 2nd vole hereby appoint

the Chairman

Securityholder Reference Number {SRN}

{f you are not appointing the Chairman of the Meefing as

- your proxy please wiite here the full name of the individual or -
of the heefing OR body corporate {excluding the registered Securityholder) vou

(mark with an X) are appointing a8 your proxy.

he individual or bady corparate named, of if ne individuat or body corporate s samed, the Chainman of the Megting, as myfour pragy 1o acl gereraily at the masting on mylour behalf and to vote in

aooordansce with te following directions {or # no direstions have been given, as Be proxy sees it) at fe Ceneral Meeting of Biron Capital Limited to be held 81 48 Grd Streel, West Perth, Western Australia on §
September 2005 2t 0.30am and at any adiousment of that meating.

IPORTANY: FOR ITEMS 1,67 AND 8 BELOW

H the Chaigman of the Masting is your nominated peosy or may be appointed by defaull and you have nol directed your prowy how 10 vote on Hems 18,7 and 8 below please place
a rmark i this b By marking this b you scknowledge thatl tee Chairman of the Meating may exercise your proxy eves i he Bas an intarest in the autcorme of Sose dems and
Wit votes cast by ki other than g proy holdar woold be disrggardad because of that inferest. # you do not mark this box and you have not direcled your prosy kow to vote the
Chairraan of the Mesting witl nod cast your votes on llerns 1, 6 ¥ and & and your votes will not be counted in computing the sequired majorty if 8 poll is called on Sese lems, The
Chairraan of the Mesting intersds fo vole undirected pros 0! gems 187 and §.The

Voting directions to your proxy - please mark to indicate your directions

1. Acquisition of Ed Harry and tasue of 600,000 Options fo
Physico Mr John Corr

2. Execution of Enbee tssue of 200,000 Options to
Documentation Mr Gavin Argyle

3 Entering into Senior Debt tssue of 200,000 Options to
Documentation Panga Pty Lid

4, Approve Financial Assistance Re-glection of Wr John Corr

as a director of the company
B Change of Company name to Re-elaction of Mr Jeremy

Shervington as a director
of the Company

Biron Apparef Limited

The Chabrman of the Meeting intends to vote in favour of 2 other resolutions.

* i you mark the Abstain box for & particutar #em, you are directing your proxy not to vote on your behaif o a show of hands or on a poll and your votes wilt not be counted in
cormplting the required majority on & poll.

PLEASE SIGN HERE  This section must be signed in accordance with the instructions overieaf to enable your directions to be implemented.

individual or Securityholder 1 Securityholder 2 Securityholder 3

Sole Bzrector ami Birector DlrectoriComparzy Secn-:-tary
Sole Company Secretary
In addition to signing the Proxy form in the above box{es) please provide #he information helow in case we need to contact you.

Contact Name Contact Daytime Telephone Date

.BEC 19PR +

B WIP_ § 547 HEA00001 08600 14



How to complete the Proxy Form

1  Your Address

This Is your address as il appears on the company’s share register. If this information is incorrec!, please mark the box and make the comrection on the
form. Securifvholders sponsored by a broker {in which case your reference number overleal will commence with an "'} should advise your broker of any
changes. Please note, you cannot change ownership of your securities using this form.

2  Appointment of a Proxy
{f yous wish to appoin the Chairman of the Meefing as your proxy, mark the box. i the individual or body corporate vou wish to appoint as your proxy s
someone other than the Chairman of the Meeting please write the full name of that individual or body corporate in the space provided. If you leave this
section blank, or vour named proxy does not attend the meeting, the Chairman of the Meefing will be your proxy. A proxy need nof be a securityholder of
the company. Do not write the name of the issuer company or the regisiered securityholder in the space.

3  Votes on ltems of Business
You may direct your proxy how to vole by placing a mark in one of the three boxes opposite each item of business. All your securities will be voted in
accordance with such a direction unless you indicale only a portion of voling rights are fo be voted on any item by inserfing the percentage or number of
securities you wish fo vote in the appropriate box or boxes. H you do not mark any of the boxes on a given Hem, your proxy may vote as he or she
chooses. If you mark more than one box on an item your vole on that ilem will be invalid.

4  Appointment of a Second Proxy
You are entified to appoint up fo bwo proxies fo aflend the meefing and vole on a poll. If you wish fo appoint a second proxy, an additional Proxy Form
may be obiained by telephoning the company's share registry or you may copy this form.

To appoint a second proxy you must:

{a} o each of the first Proxy Form and the second Proxy Form state the percentage of your voling rights or number of securiies applicable o that
form. H the appointments do not specify the percentage or number of votes that each proxy may exercise, each proxy may exercise half your
votes. Fractions of votes will be disregarded.

by refumn both forms logether in the same envelope.

5 Signing Instructions

You must sign this form as follows in the spaces provided:

Individual: where the holding is in one name, the holder must sign.
Joint Holding: where the holding is in more than one name, all of the securityholders should sign.
Power of Atforney: fo sign under Power of Altorney, you must have already lodged this document with the regisfry. I you have not

previously lodged this document for notation, please attach a certified photocopy of the Power of Attornay o this form
when you refum it

Companigs; where the company has a Sole Direclor who is also the Sole Company Secrefary, this form must be signed by that
person. ifthe company (pursuant to section 2044 of the Corporations Act 2001} does not have a Company Secretary, a
Sole Director can also sign alone. Gtherwise this form must be signed by a Director jointly with either another Direclor
or a Company Secrefary. Please indicale the office held by signing in the appropriate place.

if a represeniative of a corporate Securityholder or proxy Is fo atlend the meeting the appropriate "Certificate of Appointment of Corporate
Representative” should be produced prior to admission. A form of the certificate may be obiained from the company's share regisiry or a
www.computershare.com.

Lodgement of a Proxy

This Proxy Form {and any Power of Atformey under which it is signed} must be received af an address given below no iater than 48 hours before the
commencement of the meeting at 9.30am on 8 September 2005. Any Proxy Form received after that time will not be valid for the scheduled mesting.

Documents may be lodged:

IN PERSON Share Registry - Computershare Investor Services Ply Limited, Level 5, 115 Grenfell Street, Adelaide SA 5000 Australia
BY MALL Share Registry - Computershare Investor Services Ply Limited, GPO Box 1326, Adelaide SA 5001 Australia

BY FAX 8188236 2305
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Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

FINANCIAL SERVICES GUIDE

Horwath Investment Services Pty Limited ABN 63 003 326 189 ("Horwath”) has been engaged to issue general
financial preduct advice in the form of a report to be provided to you.

Financial Services Guide

The Corporations Act 2601 requires Horwath to provide this Financial Services Guide ("FSG”) in connection with
its provision of a report ("Report”} that is induded in a document {“Disclosure BPocument”) provided to
mernbers of the company to whomn this Report is addressed (the "Company”) for which Horwath prepared the
Report. The £SG is designed to help retail clients make a dedsion as to thelr use of the general finandial product
advice and to ensure that we comply with our obligations as a financial services licensee.

The matters covered by the FSG include:

. who Horwath is and how to contact Horwath;

. what services Horwath is authorised to provide;

. how Horwath, staff and associates are remunerated in relation to general finandal product advice;
. any relevant associations or relationships; and

. Horwath's cornplaints handling procedares and how you may access them.

The financial services Horwath is licensed to provide

Horwath holds Australian Financial Services Licence No. 239588 authorising it to provide financial product advice
to wholesale and retail clients on securities and interests in rmanaged investrnents schernes.

Horwath provides general finandial product advice by virtue of an engagement to issue the Report in connection
with a financial product of another entity. The Report includes a description of the terms and circumstances of
our engagerment and identifies the entity that has engaged us. You have not engaged us directly but you will be
provided with a copy of the Report as a security holder of the entity as a result of the circumstances surrounding
Horwath's engagernent to preduce the Report.

Horwath provides the Report as a financial services licensee authorised to provide the financial product advice
contained in the Report.

General financial product advice

Horwath’s Report provides only general financial product advice. Horwath's Report does not provide personal
financial product advice, because it has been prepared without taking into account your personal objectives,
financial situation or needs,

Before you act on this general advice you should consider the appropriateness of the advice having regard to
your own objectives, financial sitoation and needs. Where the advice relates to the acquisition or possible
acquisition of a finandial product, you should alse obtain a product disclosure statement relating to the preduct
and consider that statement before making any decision about whether to acquire the product.

Payments to Horwath for services provided

Horwath charges fees for providing reports. The fees are agreed on either a fixed fee or time cost basis with, the
entity that engages us to provide a report and paid by that entity.

Except for the fees referred to above, neither Horwath, nor any of its directors, employees or related entities
receive any pecuniaty or other benefit, directly or indirectly, for or in connection with the provision of a report.
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Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

Remuneration or other benefits received by our employees

All Horwath employees and directors receive salaries, bonuses and other benefits from Horwath. Any bonuses
paid by Horwath to employees are based on overall productivity and are not directly connected with any
engagement for the provision of a report.

Referrals

Horwath does not pay commissions or provide any other benefits to any person for referring clients to us in
relation to the reports that we are licensed to provide.

Associations and relationships

Horwath is wholly owned by, and operates as part of the professional advisory and accounting practice of,
Horwath (NSW) Pty Limited. Horwath directors may be partners in the Horwath Sydney Partnership.

From time to tirne, Horwath and/or its related entities may provide professional services, including audit, taxation
and financial advisory services, to financial product issuers in the ordinary course of business,

Independence

Horwath is independent of the entity that engages it to provide a report. The guidelines for independence in the
preparation of reports are set out in Practice Note 42 issued by the Australian Securities Commission (the
predecessor to the Australian Securities & nvestments Commission) on 8 Decernber 1993,

Horwath operates independently of the interstate members of Horwath International in Australia.  Horwath's
liability is limited by the Accountants’ Scheme, approved under the Professional Standards Act 1994 (NSW).

Complaints resolution

As the holder of an Aastralian Finandial Services Licence, Horwath I8 required to operate a systerm for handling
complaints from persons to whom Horwath provides financial product advice. Any complaints can be made, in
writing, addressed to The Human Resources Manager, Horwath (NSW) Pty Limited, PO Box 1455, Sydney NSW
2600.

Upon receipt of a written complaint the rnatters raised will be investigated and as soon as practicable the
complainant will be advised in writing of Horwath's determination.

A complainant not satisfied with the outcomne of the above process, or Horwath's determination, has the right to
refer the matter to the Financial industry Complaints Service Limited ("FECS"). FICS i3 an independent company
established to provide free advice and assistance to consumers to help in reselving complaints refating to the
financial services industry.

Further details about FICS are available at the FICS website www.fics.asnou or by contacting FICS directly at the
address set out below:

Financiat Industry Complaints Service Limited

PG Box 579

Collins Street West

Melbourne VIC 8007

Horwath contact details

Telephone: 9372 G777 Street address: Level 10, 1 Market Street
Facsimile: 9372 06606 Sydney NSW 2000
E-mail: sydney@horwath.com.au Postal address: PG Box 1455 Sydney NSW 2000
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Horwath Investment Services Pty Limited

ABN 63 003 320 189

Austrafiar Finarcial Services Licerice No: 239588
1 Market Street Sydney NIW 2000

GPO Box 1455 Sydney NSW 2001

DX 13004 Sydney Market Street

{02y 9372 0777 Main

{02) 9372 0606 Fax

sydneyv@horwath.com.au

19 July 2005

The Diractors

Biron Capital Limited
52 Ord Street

WEST PERTH

Dear Sirs

INDEPENDENT EXPERT'S REPORT IN RELATION TO PROPOSED ACQUISITION OF PHYSICO CLOTHING €O AND ED
HARRY

1 INTRODUCTION

1.1 Birons Capital Limited (“Biron™} is a public company listed on the Australian Stock £xchange
{"ASX"). Biron's principal activity was providing finance to property owners or developers
that was secured by a second mortgage over commercial property. Horwath understands
that Biron has now ceased this business and is assets comprise mainly cash on depaosit.

1.2 On 7 March 2005, Biron announced that it had reached agreements to acquire the Ed Harry
{"Ed Harry”) men’s apparel retail business; and Physico Clothing Company Pty Ltd
{"Physico™), which operates a women’s apparel wholesale business,

1.3 For the purposes of this report, the combination of Biron, the Ed Harry business and Physico is
referred to as the “Merged Entity”.

1.4 Horwath notes that acquisition agreements between Biron and £d Harry and Physico have
been entered into.

1.5 Horwath also noles that the acquisition of Physico (“Physico Acquisition”), including the
issue of Biron shares to the existing Physice shareholders (refer to paragraph 2 below),
together with the acquisition of Ed Harry (“EH Acquisition”} and other fransactions listed in
paragraph 2 below, are interdependent. Accordingly, they need to be considered in their
entirety {the "Transaction”). Subject to the Transaction being approved by the Biron
shareholders not associated with the Transaction {“Non Assodiated Shareholders™), it is
expected that the Transaction will be completed around mid August 2005 {"Completion
Date”).

1.6 Biron has engaged Horwath to prepare an Independent Expert’s Report ("IER”) in relation to
the Physico Acquisition together with the proposed issue of Biron shares to Physico’s
shareholders {refer to paragraph 2 below) {the “Proposal”).

Horwath tnvestment Services Pty Limited aperates indeperdently of the interstete members of Hornwath intemational in Austrafic.
Liability is firmited by the Accountants’ Scheme, approved under the Professional Standards Act 1984 (NSW)



Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

2.1

2.2

2.3

OVERVIEW OF THE TRANSACTION
Physico Acquisition

Pursuant to the Physico Acquisition agreement (“Physico Agreement”), Biron is to acquire
100% of Physico for a consideration comprised as follows:

() the issue of 6 million Biron fully paid ordinary shares (“Biron Shares”) to the vendors
of Physico, being the existing Physico shareholders {“Physico Vendors”) at a
deemed issue price of 60 cents {$3.6 million) (“Physico Consideration”) and these
shares are to be issued on the Completion Date; and

() the issue of 8 miillion Performance Shares to the Physico Vendors {refer to paragragh
2.11 below for further detaiis of the terms of the Performance Shares). Horwath
understands that the parties have for the purposes of assessing the Physico
Acquisition, placed a value of up to $6.60 cents each on the Performance Shares.

The terms of the Physico Agreement provide for Physico having a mindmum level of net
tangible assets as at 30 June 2005 of $3.6 million. It is noted that the minimum level of net
tangible assets is determined after deducting shareholder loans of $3.1 million and external
loans of $32.0 million. Horwath notes that in the event that Physico has net tangible assets
greater than $3.6 million, then that excess amount will be payable by Biron to the Physico
Vendoss.

£H Acquisition

Pursuant to the td Harry Acquisition agreement ("EH Agreement”), the consideration for the
acquisition of 100% of Ed Haryy is comprised as follows:

{ a cash payment of $% million, payable on the Completion Date;

(D $6 million cash is to be vendor financed ("Vendor Finance™), such that the amount
is payable in equal quarterly instalments over three years, the first payment is due
fifteen months from the Completion Date. The Vendor Finance loan will be interest
free until 1 July 2006 and thereafter will incur interest at an annual rate equal to the
Commonwealth Bank of Australia Limited “Business Overdraft Monthly Index Rate”;

{ih the issue of 3,333,333 Biron Shares to the vendors of Ed Harry {“EH Vendors”) at a
deemed issue price of 60 cents per share {or §2 million in total) ("Consideration
Shares”} on the Completion Date; and

{iv) an amount of $4 millier, which is conditionally payabie in cash fifteen months from
the Completion Date ("Deferred Consideration No.17). The Deferred
Consideration No.1 is payvable on the following terms:

{a) in the event that the earnings before interest, taxes, depreciation and
amortisation: ("EBITDA™) of Ed Harry in each of the financial years ending
30 June 2065 and 30 June 2006 is not less than $4,000,000, the Deferred
Considerations No.1 is to be paid on the payment date, which is expected
to be 30 September 2006;

(b irs the event that the Ed Harry EBITDA for either or both of the years ending
3G June 2005 and 30 June 2006 is less than $4 miillion, then no part of the
Deferred Consideration No.? is payable; and
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2.4

2.5

2.6

v

{vi}

{) once the Deferred Consideration No.1 has been confirmed as payabie, it
may be used to offset any amounts due and payable by the EH Vendors in
respect of any claim against them; and

a further payment of $2 million in cash ("Deferred Consideration No.2"), which is
conditionally payable on 30 September 2007 upon Biron’s EBITDA for the year
ending 30 June 2007 exceeding $7 miillion. In the event that the Biron EBITDA for
the year ending 3G June 2007 is less than $7 million, then no part of the Deferred
Consideration No.2 is payable; and

the issue of 3,333,333 million Performance Shares to the EMH Vendors {(“EH
Performance Shares”) {refer to paragraph 2.11 below, for further details of the
terms of the Performance Shares). Horwath understands that the parties have for
the purposes of assessing the EH Acquisition, placed a value of up to $6.60 cents
each on the Performance Shares.

The terms of the EH Agreement provide for Ed Harry having a minimum level of net tangible
assets as at 30 June 2005 of $4.6 million. Horwath notes that in the event that Ed Harry has
ret tangible assets greater than $4.6 million, then that excess amount will not be payable by
Biron to the EM Vendors.

In sumimary, the consideration payabile for the Physico Acquisition and the EH Acquisition is as

follows:
Beferred Deferred
Vendor Consideration Consideration Biron Performance
Acquisition Cash finance No.1 Ne.2 Shares Shares
$ 3 $ $ number number
Physico Acgquisition 6,000,000 8,000,000

EH Acquisition 9,000,000 6,000,000 4,000,000 2,000,000 3,333,333 3,333,333

Total

9,000,000 6,000,000 4,000,000 2,000,000 9,333,333 11,333,333

Surmmary of cash amounts payable and funding

Horwath understands that at the completion of the Transaction, Biron will have an immediate
reguirement for approximately $18.145 million cash to finance the Transaction, which is
comprised of:

@
(i)

$9.0 million cash payment to the EH Vendors;

$3.695 million costs in relation to implementing the Transaction {(“Transaction
Costs"y, comprised as follows:

{a) capital raising costs, including Tricom underwriting fee, legal and
accounting fees relating to the prospectus to be issued - $1.030 million;

{b) Banking Fadility -~ $400,000; and

{) Ed Harry and Physico acquisition costs, including stamp duty, legal and
accounting fees - $1.665 million;
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(i) refinancing Physico shareholder and third party loans {refer to paragragh 2.2 above -
$5.%1 million; and

{v) re-imbursement of an estimated 3$950,000 of capital expenditure of Ed Harry
incurred since the announcement of the acquisition of Ed Harry {"Special Capex”).

2.7 In additicn to the above, overall Transaction management fees of $1.2 miillion will be paid to
advisers, which will be funded by the issue of 2 million Biron Shares, deemed to be fully paid
te $6.60 each.

2.8 In summary, the cash required by Biron immediately upon the completion of the Transaction
and its sources is estimated to be as follows:

Cash required immediately upon the completion of the Transaction

Payroent to EH Vendors 9,000,000
Transaction Costs 3,095,000
Repayrnent of shareholder and third party loans to Physico 5,100,000
Redmbursement of estirmated Ed Harry Spedial Capex 950,000
Cash required 18,145,000

Sources of cash

Banking Facility 8,000,000
New issue Biron Shares (Physico Subscription and Public) 9,000,000
Biron's existing cash reserves 3,385,000
Cash sources 23,395,000
Cash balance - on hand/{deficiency) - {refer Appendix 8} 2,250,000

2.9 Horwath understands that the funding of the cash consideration and working capital
recuirements {refer paragraph 2.8 above) will be sourced as follows:

) $8 million by draw down under a facility ("Banking Facility”} to be provided, or
arranged, by Investec Bank (Austradia) Limdted (“Investec”). Horwath understands
that in addition to the drawn amount of $8 miillion, the Banking Facility will also
provide an additional amount of up to $3 million as a working capital facility to be
drawn as required to fund working capital fluctuations;

() 32 million by the issue of 15.0 million Biron Shares at 60 cents per share. Biron is
currently in negotiations with Tricom, an Australian stock broking and investment
banking house to underwrite the issue of 6,666,667 Biron Shares that are to be
offered for subscription to the general public ("Public"), to raise $4 million. The
terms of the underwriting agreement are expected to be finalised prior to or shortly
after the release of the Notice of Meeting, Explanatory Memorandum and this
report. I addition, the Physico Vendors have agreed to subscribe 1o and/or
underwrite the balance of the §,333,333 Biron Shares at 60 cents per share
{"Physico Subscription”); and

(i) utilisation of existing cash reserves of Birorn.
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2.10

2.1

2.12

2.13

Fees payable by Biron in relation to the Transaction include:

) Investec is an advisor to Biron regarding the Transactions. As part of the fee payable
to Investec, Investec will be issued 3,000,000 options over unissued Biron shares at
ar exercise price of 72 cents each, {"Investec Options”). The Investec Options will
be exercisable at any time between 18 meonths and 5 years after the Completion
Date; and

(it} Investec will receive 2,000,000 newly issued Biron Shares deemed to be fully paid to
$0.60 each {(“Transaction Shares”) in relation 1o underwriting the Banking Facility.

As noted in paragraphs 2,10} and 2.3{vi) above, part of the consideration payabie to the
Physico Vendors and £H Vendors is to be in the form of Performance Shares that will be “Class
A Converting Shares” newly issued by Biron. The Performance Shares will be convertible into
Biror Shares on the following basis:

{H at anytime after any financial year ending 30 June 2067 to 30 June 2010 (both
inclusive), in which Biron achieves an EBITDA of at least $7.0 million. I the event
that Biron does not achieve the above EBITDA in any of the stipulated financiat years,
the Performance Shares will lapse; or

(i at anytime after a change of control of Biron occcurs; and

(i) upon conversion, no amount is payable by the Performance Shareholders.

Set out below is a summary of the rights of the Performance Shares:

) repayment of capital - they are not entitled to repayment of their capital and they
are only convertible into Biron Shares;

() participation in dividends and surplus assets and profits ~ they will not be
entitled to dividends or to participate in surplus assets or profits of Byon; and

(i) voting - they will not be entitled to cast any vote at any meeting of the members of
Biron, other than in respect of any question, proposal or resolution, which relates to
the rights attaching to that share,

Messrs | Corr, G Argyle and | Shervington (directors of Biron) are to receive a total of

1,000,000 options over unissued Biron Shares ("Directors’ Options™) that will have an
exercise price of 60 cents each, and will be exercisable at any time between the date of the
meeting to approve the Transaction and five years thereafter. For the purposes of this report,
Horwath has assumed that the date of grant will be the Completion Date. Morwath notes that
the granting of these options and the elements of the Transaction are not interdependent.
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214  Implementing the Transaction and issuing the Directors’ Options will resuit in the following
Biron capital structure:

% of
% of  Total Excluding

; ; Total shares - Performance Shares
Biron shareholdings after Expanded Expanded Fully Excluding and Investec &
implementing the Transaction capital  capital diluted Performance Shares  Existing Options
Existing Biron Shareholders # 9,560,837 19.82% 18.66% 9,560,837 240% 9,560,837 259%
EH Consideration # 3,333,333 6.91% 6.51% 3,333,333 8.4% 3,333,333 9.06%
Physico Consideration # 6,000,600 12.44% 11.71% 6,600,600 15.1% 8,000,000 16.3%
Pubiic {ex capital raising} # 6,666,667 13.82% 13.01% 6,606,667 16.7% 6,666,667 18.1%
Physico Subscription # 8,333,333 17.28% 16.26% 8,333,333 299% 8,333,333 22.6%
Transaction Shares # 2,600,086 4.15% 3.90% 2,000,600 50% 2,600,000 54%
Total ordinary shares 35,894,176 74.43% 70.05% 35,894,170 90.0% 35,894,170 97.3%
Directors' Options # 1,006,000 207% 1.95% 1,600,006 2.5% 1,006,600 2.7%
EH Performance Shares 3,333,333 6.91% 6.51% - 0.0% - 0.0%
Physice Performance Shares 8,000,006 16.59% 15.61% - G.0% - 0.0%
Total Expanded capital 48,227,503 100.00% 94.13% 36,894,170 92.5% 36,894,170 100.0%
Investec Options # 3,006,080 5.86% 3,000,006 7.5% - 0.0%
Existing Options 9,778 0.02% 9,778 G.02% - 0.0%
Total shares - Fully diluted 51,237,281 100.00% 39,903,948100.0% 36,894,170100.0%

Physico Vendors - total potential shareholding:

- all Performance Shares,

Existing,

Directors' and Investec Options

exercised. 43.6%

- Performance Shares not

exercised;

all Existing, Directors' and

Investec Options exercised. 35.9%

- Performance Shares not

exercised;

Directors' Options exercised,

all Existing and investec

Options not exercised. 38.8%

# Collectively referred to herein as "Ordinary Shares™: 39,894,170 Biron Shares (induding Investec Cptions)
{refer paragraph 3.11(i)(e) below).
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2.15

2.16

2.17

As will be noted from the above table, assuming that the criteria for the issue of the
Performance Shares are mef, which would also result in the Directors” Options and investec
Oplions being “in the money”, the Physico Vendors would have approximately 44% of the
fully diluted Biron Shares {comprising Physico Censideration, Physico Subscription and Physico
Performance Shares divided by the total number of Biron Shares), assuming that the existing,
Birectors’ and Investec Options will be exercised.

in the event that the criteria for the Performance Shares are not met, the Physico Vendors
would own approximately 39% of the fully diluted Biron Shares (comprising Physico
Corssiderations and Physico Subscription divided by the total number of Biron Shares,
{including the Directors’ Options, as at issue they will be “at the money™) and excluding the
Existing and investec Options and Performance Shares).

Based on the above and given the fact that the Biron's remaining shareholdings will be fairly
widely spread assuming that the Transaction is approved, in Horwath’s opinion, the Physico
Vendors will be in a position to cortrol Biron.
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3.1

3.2

3.3

3.4

3.5

3.6

3.7

3.8

REGULATORY REQUIREMENTS OF THE TRANSACTION

Horwath understands that the Proposal requires shareholder approval under the Corporations
Act 2001 {Cth) ("Act”} and may require approval under ASX Listing Rules and consequently,
an [ER is required in the circumstances discussed below.

As noted in paragraph 1.6 above, the directors of Biron have engaged Horwath to prepare an
[ER to report on the Proposal so as to deal with the matters sel out in paragraphs 3.3 and 3.4
below.

Sections 606 and 611 of the Act

Section 606 of the Act provides a general prohibition to any person with a relevant voting
interest in a company of 20% or below from increasing thelr interest to more than 20%,
subject to certain exemptions. One exception operates under Section 811 ltem 7 of the Act
whereby such an acquisition is permitted if a majority of a company’s non-associated
shareholders pass an ordinary resolution at a general meeting to approve the acquisition.

Horwath understands that the Proposal involves taking advantage of the foregoing exception
to Section 606 of the Act in relation to the issue of Biron Shares under the Physico
Conssidesation and the Physico Subscription.

Horwath also understands that, if the Transaction is implemented, the conversion of all the
Physico Performance Shares and EH Performance Shares into Biron Shares, (should the
conversion conditions be satisfied {refer paragraph 2.11 above)), {but not the issue of the
Physico Performance Shares, as they are “non voting shares” for the purposes of the takeover
provisions of the Act) would result it a person (and associates) (e the Physico Vendors and EH
Vendors) with a relevant voting interest in a company (ie Biron} of over 20%, increasing their
interest by more than 3% every 6 months. Accordingly, the Proposal also inveolves taking
advantage of the foregoing exception to Section 606 of the Actin respect of the conversion of
ali the Physico Performance Shares and EH Performance Shares into Biron Shares.

Requirements of Horwath

Australian Securities and Investment Commissicn ("ASIC™} Policy Statement 74 touches upon
the concept of “fair and reasonable” but does not seek o define or explain the tern: or its
component parts. ASIC Policy Statement 74 treats the term "fair and reasonable” as a single
corept.  According to ASIC Policy Statement 74, what is fair and reasonable for non-
associated shareholders should be judged in terms of all the circumstances of a proposal. The
analysis must compare the likely advantages and disadvantages for the non-associated
shareholders if a proposal is agreed to, with the likely advantages and disadvantages to those
shareholders if the proposal does not proceed. Comparing the value of the shares 1o be
acquired under a proposal and the value of the consideration to be paid for them is only one
element of this assessment.

in contrast 1o ASIC Policy Statement 74, ASIC Policy Statement 75, relating to the assessment
of takeover offers, treats the term “fair and reasonable” as a two separate concepts.
According to ASIC Policy Statement 75, an offer is “fair” if the value of the offer price or
consideration is at least equal to the value of the securities the subject of the offer. ASIC Policy
Statement 75 considers that an offer is “reasonable” if it is “fair” and it may aiso be
“reasonable” if, despite not being “fair”, security holders should, after considering other
significant factoss, accept the offer in the absence of a higher offer.

In Horwath's opinion, ASIC Policy Statement 74 applies to the Proposal. Accordingly, this
repost contains an opinion as to whether the relevant Proposal is “fair and reasonable to the
rion associated shareholders” in the sense described in paragraph 3.6 above.
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3.9 Based on the conclusion reached in paragraph 3.8 above, in Horwath’s opinion, a transaction
will be “fair and reasonable” to the Non Associated Shareholders i they are more advardaged
by implementing the Proposal, than if it is not implemented. The Proposal will be judged in
terms of its overall effect on Non Associated Shareholders. It is not meaningful to base the
opinion on the individual elements separately.

ASX Listing Rule Number 11

3.16  Horwath understands that the Transaction alse may trigger ASX Listing Rule 11 that comes
into operation where there is a proposed change of control or nature or scale of the business
activity of a listed company. Under ASX Listing Rule 11, at its discretion the ASX may require
shareholders to approve the Transaction and comply with any requirements of the ASX in
relations to the notice of meeting. In regard to this Listing Rule, Horwath is unaware of the
requirements of the ASX and assurnies that nothing further is required of it.

Basis of evaluation
Fairness

3,11 In forming Horwath's opinion on whether or not the Proposal is fair and reasonable under
Policy Statement 74, we have undertaken the following:

6] arr assessment by Horwath of the current fair value of each Biron Share on the basis
of a pro-rata allocation of the assessed fair value of Biron determined on a stand-
alone basis, prior to implementing the Transaction. It is understood that the Biron
Shares, while listed on the ASX, may have been illiquid and market-trading prices
may not fully reflect their fair value. Accordingly, Horwath has not relied on share
market trading in order to value the Biron Shares.

As set out in paragraph 2.14 above, if the Transaction is implemented, the Physico
Vendors will own between approximately 39% and 44% of Biron's issued capital,
depending upon the scenario that unfolds. Given the difference in the size of the
Biron shareholding of the Physico Vendors compared to the other Biron
sharehoiders, in Horwath's opindon, for the purposes of assessing the Proposal, the
vaiue of Biron is to be assessed on a control basis.

This value is described herein as the “Existing Value”.

(i arx assessment by Horwath of the fair value of each Biron Share assuming that the
Transaction is approved, determined as follows:

{ay Horwath's assessment of the enterprise vaiue of Physico, Ed Harry and
Biron companies and businesses. In arriving at Horwath's value for each
respective company/business, namely, Physico, Ed Harry and to a lesser
extent Biron, regard will be had to forecasts and internal management
budgets for the years ending 30 June 2665 and 2006. Horwath notes that
the 30 June 2006 forecasts are for management purposes and have not
been disclosed in this report or the EM. Moreover, Horwath has valued
Physicoe and £d Harry together with the reguired corporate structure of a
combined entity;

{b) add 6 (a) above, the value of any surplus assets, such as cash remaining
after all Transaction payments required at Completion Date;

{) items (&) and (b) have then been added together, giving the gross value of
assets;
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{d) deduct from () above, the sum of the following:
2 the Transaction Costs;
i the amount of the Banking Facility;
Z the assessed market value of the Vendor Finance loan;

a  the assessed market value of the Deferred Consideration No.1 and
Deferred Consideration No.2; and

I the assessed market value of the Performance Shares, determined
by reference to an appropriate method of option valuation;

{e) the difference between {¢} and (d) would therefore become the assessed
equity value of the Merged Entity and the equity value per Biron Share
assuming the Transaction is implemented would then be determined after
dividing the equity value of the Merged Entity by the Ordinary Shares (refer
to the definition in the table in paragraph 2.14 above).

This value is described hereir as the "Transaction Value”.

3.12  Horwath then compared the Existing Value with the Transaction Value. In the event that the
Transaction Value exceeds the Existing Value, the Transaction, (which includes the Proposal)
would be considered to be “fair” and vice versa.

Reasonableness

3.13  In addition to the comparison of the Existing Value per Biron Share with the Transaction Value
per Biron Share assuming the Transaction is implemented, as set out in sub-paragraph 3.11
above, Horwath has also reviewed the reasonableness {ie the qualitative aspects) of the
Proposal {which forms part of the Transaction} from the viewpoint of Biron Non Associated
Shareholders. This includes, amongst other things, a consideration of the:

{H liquidity of Biron’s Shares;

(i likelihood of an alternative proposal;

(i) the advantages and disadvantages of owning shares in the Merged Entity;

{iv) the consequences for Birory's Non Associated Shareholders of the Transaction not

taking place; and

v) any other factors that should be considered by Biron’s Non Associated Shareholders
in ferming their opinion as to the reasonableness of the Proposal.
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4.1

4.2

4.3

4.4

4.5

4.6

4.7

SUMMARY OF OPINION
Opinion
In Hoswath's opinion, the Proposal is “fair and reasonable” to Non Associated Shareholders.

In forming its opinion, Horwath notes that all the elements of the Transaction, including the
Proposal, are interdependent with each other. Whilst the primary scope of Horwath's report is
to comment upen the Proposal, {being the acquisition of Physico, together with the Physico
Subscription}, given the relationship between ali of the above transactions, Horwath's
assessment takes into consideration all aspects of the Transaction.

Discussion

Non Associated Shareholders are in effect being presented with the choice of either voting for
or against implementing the Transaction, or abstaining from voting. There is no other choice
available, such as another set of proposals to acquire or sell assets or to wind up the company.
Accordingly, it is important for the Non Associated Shareholders to become fully conversant
with the terms of the Transaction and fully understand the impact of voting to approve it as
compared to voting to not approve it and the consequences that may occur under either
scenario.

i arriving at Birory's Existing Value, Horwath has had regard to its underlying assets, namely
cash, as well as implying some value for its listed status. As noted in paragraph 9.1 below
Horwath notes that prior to being suspended from the ASX, the Biron Share price was
approximately 55 cents per share. In Horwath’s opinion, this price takes intc account the
impact of the Transaction. As a consequence, Non Associated Shareholders will need to be
aware that ¥ the Transaction is not approved, in Horwath's opinion, this will fikely result in the
Biror: Share price failing from such leveis.

Summary of considerations

Set out below is a summary of the considerations underlying Horwath's opinion:

Value aspects

As all elements of the Proposal are summarised in paragraph 2 above are interdependent,
Horwath has assessed the fairness aspect of the Proposal by comparing the respective values

of the equity of each of Biron (as a stand alone entity) and the Merged Entity (otherwise
referred to as the Transaction Value) as follows:

Paragraph Low High
Security Reference value value
Cents per share
Existing Value 1435 38.5 40.6
Transaction Value 17.3 56.5 63.3

Based on the above, it is clear that the Biron Non Associated Shareholders will be more
advantaged by implementing the Transaction, of which the Proposal forms part.
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4.8

4.9

4.16

4.12

4.14

4.15

In arriving at Horwath's opinion of the Transaction Value, Horwath has valued the Merged
Entity {that is, Ed Harry and Physico businesses, less an allowance for corporate overheads),
taking into account a premium for control for the acquisition of 100% of those businesses.
Equally, as noted in paragraph 2.17 above, given that the Physico shareholders will achieve
control of Biron assuming that the Transaction is approved, Horwath has valued Biron on a
control basis, and as such, reflected a premium for control in the stand alone value of Biron.

Horwath notes that the Merged Entity will represent a vertically integrated business of retail
and wholesale clothing products. Horwath notes that it has valued the Merged Entity using
the capitalisation of maintainabie earnings method of valuation. In arriving at the
maintainable earnings of the Merged Entity, Horwath notes that there has been ne allowance
for synergy benefits that may arise from the consolidation of the businesses. Paragraph 15.4
below details the key poterdtial merger synergies that may arise from the consolidation of the
two businesses. Due to the insufficient level of information available to Horwath at the date of
this report in relation to potential merger benefits, Horwath has reflected in its capitalisation
rate a premium for control, which in part, reflects the potential synergy benefits that may
arise. In Horwath's opinion, it is likely that its selected premium for control is appropriate for
the purposes of valuing the Merged Entity. Howaever, should this not be the case, the effect
would be to increase the Transaction Value, resulting in the Proposal being considered more
favourable to the Non Associated Sharehoiders.

Non Associated Shareholders should also be aware of the risk factors of achieving the merger
benefits, together with other aspects of the Proposal/Transaction, as set out in paragraph 19
below.

Advantages and disadvantages

In addition to reviewing the fairness criteria, Horwath has also considered various identified
advantages and disadvantages associated with implementing o7 not implementing the

Proposal.

Set out below is a summary of Horwath's opinion as to the key advantages and disadvantages
surrounding the Proposal:

Advantages

impact on earnings per share (YEPS™)

It is estimated that the Transaction will result in the £PS increasing from a negative amount to
8.2 cents per Ordinary Share.

Dividends

Horwath has been advised that no formal dividend policy has been implemented by Biron
directors. However, it is expected that when such a policy is implemented, the dividend
payout ratic is likely to be between 60% and 70% of after tax profits. Non Associated
Sharehoiders will benefit from future dividends.

Avaid potential delisting

In the medium o longer term, Biron risks the ASX making a decision to suspend quotation of
Biron in the event that it dees not acquire a suitable active business. The acquisition of Ed
Harry and Physico businesses avoids this issue.
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4.16

4.18

4.19

4.26

Potential additional synergy benefits

As noted in paragraph 4.9 above, Horwath's valuation assessments may not take into account
the full effects of the merger synergy benefits; that is, the selected level of maintainable
earnings excludes any synergy benefits, whilst the capitalisation rate includes an allowance for
the potential synergy benefits. Whilst there are risks that merger synergies are either
overstated or not achieved, in Horwath's opinion, significant synergies are expected to arise
from the merger of Ed Harry and Physico. As noted above, Horwath’s valuation assessment
via the selection of the capitalisation multiple takes into account some of the obvious
synergies that are likely to arise from the merger of Physico and &d Harry. However, there is
no doubt that more benefits may in fact be available than that allowed for in the selected
capitalisation multiple.

Improved liguidity

An erdarged Biron will improve the potential for improved liquidity of Biron’s shares and assist
in contributing to the long-term value of the Biron Shares.

Counter current cash burn

As the status of Biron is effectively one of a “cash box”, # runs the risk that unless a
worthwhile business can be developed or acquired, the cash reserves of Biron will be
exhausted by overhead costs.

Potential ongoing costs

Horwath believes that the potential major disadvantages of not implementing the Proposal is
that Biron will be:

) a small listed company, with likely #ttle demand for its shares; and

() exposed to ongoing costs of maintaining the corporate structure (such as premises
rental and staffing) and listing {(ASX fisting fees and audit costs).

Disadvantages

Adverse impact on net tangible assets ("NTA™) and gearing

Set out below is the estimated negative impact on gearing and net tangible assets per
Ordinary Share. The estimated impact on net assets per Ordinary Share is positive.

Ratie Biron  Proforma
- at present

Net assets per share {cents) 35.4 56.6

Net tangible assets per share {cents) 35.4 {3.8}

Gearing

- Interest-bearing Debt: Total assets (%6} 0.0% 15.9%

- Interest-bearing Debt: Total tangible assets (%) 0.0% 30.7%

Working capital ratio {current assets: current habilities)
- includding cash (times) 109.5 1.9

- excluding cash {tirmes) na 1.7
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4.21

4.22

4.23

4.24

4.25

Petential further dilution in swnership

The Transaction will result in a substantial dilution of Non Associated Shareholders
shareholding in Biron from 100% to between approximately 19.8% and 25.9%.

Remain open to new business acguisition opportunities

Biron is a listed vehicle with the majority of its assets in cash or near cash assets. Should the
Transaction not proceed, there might be a more favourable business for Biron to acquire in
the future. However, if Biron continues in its current form it will continue to face the risk of
delisting and consuming its funds.

Other comments

As an alternative to the Transaction, Non Associated Shareholders could vote to wind up the
company and return the assets, largely cash and deposits, to themselves. However, this
alternative is not presently before shareholders to consider.

As noted in Appendix 8, the Transaction will sesult in a substantial amount of intangibles
being capitalised in Biron's balance sheet.  As discussed in this report, under the revised
Australian Accounting Standards, goodwill no longer needs to be amortised on an annual
basis, but rather, is subject to an annual review to ensure that it does not exceed its fair
matket value. The deprediable amount of an intangible asset (other than goodwill) with a
finite useful life shall be allocated on a systemnatic basis over its useful #fe. An intangible asset
{other than goodwill) with an indefinite useful life shall not be amortised. Accordingly, on the
basis that most of the intangibles relate to indefinite life assets, there should be no adverse
affect on Biron's reported profits and ability to pay dividends arising from amortisation of such
assets. Neither Horwath nor Biron has reviewed the aliocation of the intangibles and it is
possible that upon examination of this item there will be certain assets such as intellectual
property, copyright and brandnames, which would require amortisation. Non Assoclated
Shareholders should be aware that accounting standards are constantly under review and that
any reversal of the new standard will have an adverse affect on Biron's profitability and
consequently, may impact upon future dividends payable.

This summary should be read in cordunction with the balance of this report.
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5.1

5.2

5.3

5.4

SCOPE AND LIMITATIONS
Use of report

This report is to be used only for the purpose set out in paragraph 3.2 above and may not be
published or used for any other purpose without Horwath's written consent,

Assumiptions

Set out below are various assumiptions made by Horwath in forming its conclusions:

) the Banking Facility will be provided on normal conymercial terms;
(i) thare are no material adverse foreign currency issues;
{ih in relation to the Ed Harry business, where there are store leases requiring landiord

consent to transfer to Biron, that such consent will be provided;

{v) the capital raising arising from the Public and the Physico Subscription will be fully
subscribed;
v) the Physico Subscription will be subscribed to by parties who are associates with the

Physico Vendors, giving rise to the Physico Vendors having control over Biron;
{vi) the Australian economy will continue to operate as per paragraph 6 below;
{vii} all key staff of Biron, £d Harry and Physico wifl be retained;

(i) there will be no loss of key Physico customers, as a resuit of the merger of £d Harry
and Physico;

{ix) Ed Harry’'s planned new stose openings programune will continue;

() key suppiers are retained;

(xi) there will be no material movement in interest rates; and

(xii) any oplions that are “in the money” will not be exercised until they reach their

exercise date.
Sources of information

Appendix 1 identifies informaticn referred to, and relied upon, by Horwath during the course
of preparing this report.

Reliance on information and opinion date

Horwath has considered and relied upon the information identified in paragraph 5.3 above
and does not accept responsibility or liability to any party for the consequences of mistakes,
omissions or errors contained therein. The information was evaluated through analysis,
inquiry and review for the purpose of forming an opinion as to whether or not the Proposal is
“fair and reasonable”.
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5.5

5.6

5.7

5.8

5.9

5.10

Horwath believes the non-public information provided by Biron, Physico and Ed Harry upon
which it has relied to be rellable, complete and not misleading, and has no reason to believe
that any material facts have been withheld. An important part of the information base used in
forming an opinion of the kind required is the opinions and judgement of management. To
the extent practical, Hoswath has evaluated information provided by Biron, Physico and Ed
Harry through analysis, inquiry and review. However, certain aspects of the information
provided are incapable of external verification or validation. Estimates of future events in
relation to the Transaction are inherently uncertain, being based on predictions of future
avents, and we accept no responsibility for their eventual cutcome,

This report is based upon market, economic, financial and other conditions prevailing, and on
information provided by the parties or obtained by Horwath from varicus sources as indicated
in Appendix 1 up to Friday 8 July 2005 and Horwath's opinion is given as at Friday 8 July
2005, However, Horwath has reviewed relevant market information up to the date of this
report and is satisfied the conclusions reached using the market information as at 8 July 2005
are still appropriate. Other than as required by law, Horwath accepts no responsibility for any
changes in any information that may occur after the date of this report.

Biron has agreed to indemnify Horwath, its affifated companies and their respective officers,
amnployees, associates and agents against any losses or claims arising out of the preparation of
this report and which arise from:

) reliance on information provided by Biron, Physico and £d Harry or their advisers
which Biron should have known was incomglete, false or misleading; or

() the failure to provide material information within the possession of Biren, Physico
and Ed Harry or their advisers which Biron or its advisers should have known to be
material.

The directors of Biron have advised that the accounting infermation relating te Biron provided
to Horwath is accurate, complete, free of material omissions and not misleading and was
prepared in accordance with generally accepled accounting principles and, except where
noted, prepared in a manner consistent with the method of accounting used by the company
in previous accounting periods.

In relation to information relating to Physico and Ed Harry, the directors of Biron have advised
that, to the best of the Directors” knowledge and belief and after making due enguiry with
Physico and Bd Harry, the historical financial, accounting and other information relating to
Physico and Ed Harry made available to Horwath, is accurate, complete, free of material
omissions and not misleading and was prepared in accordance with generally accepted
accounting principles and, except where noted, prepared in a manner consistent with the
method of accounting used by each company in previous accounting periods.

In preparing this report, Horwath has assumed that all existing documents are enforceable
according to their terms and that any agreements entered into to implement the Transaction
(it is implemented) will be enforceabie and act to bring into effect the terms of the
Transaction as set out herein. Horwath provides no warranty or guarantee as 1o the
adequacy, effectiveness and/or completeness of any such documentation and agreements.

It was not Horwath's role to undestake, and Horwath has not undertaken, any commercial,
technical, financial, legal, taxation or other due diligence or other similar investigative
activities of the Transaction. However, refer to paragraph 20.4 below for an explanation of
the role undertaken by associates of Horwath. Horwath provides no warranty or guarantee as
1o the existence, extent, adequacy, effectiveness and/or completeness of any due diligence or
other similar investigative activities by Biron and/or its advisers.
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512

5.14

5.15

5.16

Horwath does not warrant that its enquiries have identified or verified alf of the matters which
an audit, extensive examination or “due diligence” investigation might disclose. Iy any event,
an opinion as to whether a fransaction is “fair and reasonable” is in the nature of an overall
opinion rather than an audit or detailed investigation. Preparation of this report does not
imply that Horwath has in any way audited the financial accounts or other records of Biron,
Physice and Ed Harry or any investment held by either.

It shouid be noted that Horwath's engagement was to review the Proposal 1o be presented to
Non Associated Shareholders. [t is outside of Horwath’s scope to canvass potential alternative
proposals and/or analyse whether or not the structure of the Transaction is the best
arrangement that might be achieved by Biron and/or Non Associated Shareholders. Horwath
is not aware of any proposals involving Biron aiternative to the Transaction discussed in this
report.

Investor circumstances

This report ondy provides general information. It does not take into account a Non Associated
Shareholder’s individual situation, objectives and needs. It is not intended to replace
professional advice obtained by Non Associated Shareholders. Non Associated Shareholders
should consider whether this report is appropriate for the Nonr Associated Shareholder’s
circumstances, having regard to the Non Associated Shareholder's situation, obiectives and
needs before relying on or taking action based on this report. This repost does not consider
the taxation position of Non Associated Shareholders, which depends upon thelr own
individual circumistances. Non Associated Shareholders should seek their own professional
advice.

Whether or not individual Nons Associated Sharehclders should vote to implement or not
implement the Proposal depends upon an investos’s situation, objectives and needs, as well as
each investor's views as to the advantages and disadvaniages associated with either
implementing or not implementing the Proposal.

Use of prospective information
in preparing this report, Horwath has had regard to:

® forecasts for the year ended 30 june 2005 ("FYZ2005 Forecast”) prepared by each of
Ed Harry and Physico approved by the board of directors of the respective
companies. The FY2005 forecast estimate is based on actual results to 31 May
2005, plus an estimate for the month of June 2005;

(i internal budgets for the year ending 30 june 2006 ("FY2006 Budget”) prepared by
the management teams of each of Ed Harry and Physico. The FY2006 Budgets have
been prepared for internal management purposes and do not include any synergy
benefits that may arise from the Transaction; and

(i) historical financial information prepared by Ed Harry and Physico that has been
subject to due diligence review by Horwath’s parent entity, Horwath {NSW} Pty
Limited.

Horwath understands that the respective prospective information takes account of the
respective operating businesses” current earnings and market position, assessments of revenue
growth in 2ach sector in which the respective businesses operate and estimates of operating
costs, based on both historical costs and assessed future needs. Accordingly, Horwath
understands that the prospective information has been based on “best estimates”
assumptions at the time it was prepared. However, due to the difficulties in assessing the
extent of synergies that may arise from the Transaction, Horwath has not disclosed the
internal management £Y2006 Budget for eithes Ed Harry, Physico or the Merged Entity.

Ko 1084 200405V PHYSICOY IERY Draft Report - 20 July 2005 doc

Page 21 of 131

Horwath




Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

5.18

5.19

5.20

5.21

5.22

5.23

5.24

Horwath has had regard to various ASIC Policy Statements relating to the use of prospective
financial information, including Policy Statement 170 ("PS 176"). Horwath notes that PS 170
relates to the use of prospective financial irdormation in disclosure documents and Product
Disclosure Statements and is not relevant in the present circumstances. Horwath notes ASIC’s
policy that any use of prospective financial irdormation in reports to shareholders prepared by
independent experts should clearly set ocut the scope of the work undertaken by the expert in
reviewing that information and the expert’s opinion on the prospective finandial information,
based on the review undertaken.

Australian Auditing Standard AUS 804 ("AUS 804"} classifies prospective financial information’
as either forecasts’ or projections’. According to AUS 804, a forecast is based solely on best-
estimate assumptions, that is, assumptions as to future events that management expects to
take place and actions management expecls to take as of the date the information is
prepared.

On the other hand, according to AUS 804, projections are based partly or wholly on
hypothetical assumptions, that is, assumptions about future events and management actions
which are not necessarily expected to take place, such as when an entity is in a start-up phase
or is considering a major change in the nature of operations.

While each of Biron, Physico and Ed Harry management have experience in the operation of
their respective businesses, the prospective financial informaticn provided to Horwath has
been prepared using a mixture of assumptions that the various managements expect to take
place ("best-estimate assumptions”) and hypothetical assumptions, based on past operations
and expected future operations, at the time that the prospective financial information was
prepared.

Horwath has not been engaged to undertake, and has not undertaken, an independent
review of any prospective financial information. In particular, Horwath has not been engaged
1o review the prospective financial information in accordance with AUS 804. Accordingly,
Horwath does not express an opirdon on the reasonableness of the assumplions underiying
the prospective financial infermation, or its achievability.

However, Horwath has considered, as far as is possible in the circumstances, the prospects of
each of Biron, Physico and Ed Harry, for the purpose of undertaking the valuation of each of
Birors, and Physico/Ed Harry, in the context of assessing the value aspect of the Proposal.

During the course of considering its opinion, Horwath has undertaken a limited review of the
psospective financial information. The scope of Horwath's work in this regard comprised of
the following:

"prospective finandal information” for the purposes of the standard means financial information of a
predictive character based on assumptions about events that may occur in the future and on possible
actions by an entity.

"forecast” for the purposes of the standard means prospective financial information prepared on the
basis of assumptions as to future events which management expects to take place and the actions
managernent expects to take as of the date the information is prepared (“best-estirnate assumptions”).

"projection” for the purposes of the standard means prospective finandal information prepared on the

basis of:

(@) hypothetical assumptions about future events and managerment actions which are not necessarily
expected to take place; or

(b)Y a mixture of assumptions management expects to take place and hypothetical assumptions.
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) obtaining details of the prospective financial infermation;

() discussions with management regarding the basis on which the prospective financial
informations has been formulated and where possible, undertaking some form of
evaluation of such information, by reference to either past trading performance
and/or other documentation and/or explanations provided by Physico andfor £d
Harry; and

() consideration of economic and industry analysis.

5.25 Based on the limited scope of work undertakeny by Horwath, as cutlined in paragraph 5.24
above, and in particular, the fact that Horwath has not been engaged to undertake an
independent review of the prospective financial information, Horwath expresses no opinion as
to the overall accuracy and seliability of the prospective financial information and does not
warrant or guarantee the achievability of the outcomes indicated in the prospective financial
information. Horwath assumes that the prospective financial information, as provided by each
of Biron, Physico and Ed Harry management has been prepared on a reasonable basis and is
based on the information available to the respective management at the time, and within the
practical constraints and limitations of preparing such prospective financial information.
Horwath assumes that the prospective financial information does not reflect any material bias
or "management stretch” target.

5.26  Horwath notes that based on the review carried out, as described at paragraph 5.24 above,
Horwath has been able to reach a degree of comfort in relation to the level of the expected
earrings of Physico and Ed Harry for the year ended 36 June 2005.
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&1

6.2

6.3

6.4

GENERAL ECONOMIC CONDITIONS

In arriving at #s opirdon, Horwath has had regard to the outlook for the international and
domestic economy as well as the relevant industry in which Ed Harry and Physico operates. A
summary of our understanding of the position of the international and domestic economy is
set out below.

The international economy

The global economic upswing experienced in the 2004 calendar year {("CY") has continued in
2005, Growth in the world economy for Y2004 was 4.9%, which was close to the strongest
figure for the last 30 years. The expansicn remains geographically uneven with disappointing
growth in the Eurc area and Japan being offset by strength elsewhere, particularly in major
economic regions such as the USA, China, india and the smaller east Asian countries. A
notable feature is that Latin America, India, the Middle East, Eastern Europe, and the former
Soviet Unicn have grown strongly. Overall, despite these regional divergences, the world
economy has expanded at above-average rates over the past few years providing a very
favorable backdrop to the Australian economy. Consensus forecasts for 2005 and 2006 are
aiso for above-trend growth, although somewhat lower thar fast year.

The recent performance and outlook for world regions is indicated in the table below:

2005 2006

2004 Consensus Consensus

GDP growth rates (CY) Estimate  Forecast  Forecast

% %o L

United States 4 4 4

Euro area 2 2 2

|apan 3 1 2

China 10 g 8

Other east Asia 6 5 5

Australia’s trading partners 5 4 4

World 5 4 4
Source: RBA.

Some of the key drivers for the continued growth of the world economy appear to be:

] the continued growth of the USA economy. Real GDP increased by 0.8% in the
March quarter to be 3.6% higher over the year to March. Employment is growing at
a solid pace and weekly figures on new jobless claims, retail sales and manufacturing
production have been strong in the early part of 2005;

() the high levels of growth in the Chinese economy, which have previously accounted
for approximately a quarter of the overall growth in the wosld economy and in
global trade. In order to combat the potential overheating of the domestic
economy, various measures such as credit controis have been implemented since
late 2003. Despite the authorities’ continuing efforts to moderate and rebalance
growth, real GBP grew by 9.5% over the year to the March quarter, the seventh
consecutive quarter of above 9% growth; and
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)

expansionary monetary policy and, to a lesser extent, fiscal policy in a number of
countries. Despite increases in some countries, policy interest rates remain very low,
and long-term interest rates have also been at historically low levels. The
combination of healthy economic ocutcomes and low interest rates has had a
significant effect on financial markets and borrowing decisions. investment risk has
been regarded as low andfor priced fairly (as indicated in global bond and equity
prices).

6.5 Some of the key risks to the continued recovery in the world economy appear to be:

@

(i

)

the upward pressure on commodity prices, particularly crude oil prices that have
recently escalated to their highest level in more than two decades. The surge in oil
prices has been driven by the biggest yearly (20604) increase in demand since 1976
and a significant slowdown in oil supply growth from non-OPEC" countries where
the growth has been relatively flat since 2000. Much of the additional demand is
coming from the Asian region (particularly from China and India), resulting in
traditional big users of oil in developed countries having to compete for resources in
a way in which they have not typically been accustomed.

Set out below is a graphicat representation in the growth in o# demand since in 1980:

QOil Demand

Milion barrels per day
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bpd | bpd

75 - S 75
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Souwce: Intemational Enengy Agency

As a result of continual supply issues and demand pressures from Asia, analysts have

forecast that oil prices are likely to remain at high levels for at least another two years.

This is expected to have a negative effect on global growth based on the recent

astimation by The International Monetary Fund (“IMF”) that for every $5/barrel
increase in ¢il prices that persist for a year, global growth will decrease by 0.3%;’

the continued decline in the USA dollar (*USD")} {which is around its lowest levels
against the Euro {("EUR”) and Yen (“Yen”) in the past decade). In relation to the
USD, the USA Federal Reserve has continued the tightening path it commenced in
June 2004, raising the federal funds rate by 25 basis points at both its March 2005
and May 2005 meetings. However, recently, markets have scaled back their
tightening expectations due to concerns that the USA economy may be slowing;

continued geopoiitical tensions such as the "war on terrorism”; and

" OPEC is an acronym for “The Organization of the Petroleum Exporting Countries” which, according to OPEC, is
a permanent, intergovernmental organization seeking to co-ordinate and unify petroleurn policies among
Member Countries; create an efficient, economic and regular supply of petroleum to consuming nations; and
provide a fair return on capital to those investing in the industry.
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6.6

6.7

6.8

6.9

{iv) as a result of the Asian tsunami disaster, short-term growth is expected to be
reduced in tourism intensive countries such as indonesia and Thailand as well as in
some smaller economies on the Indian Ocean rim. However, on aggregate, the
impact on GDP from the tsunami disaster in the Asian region is expected to be
lirited as the major population and industrial centres were largely undamaged.

One of the key global economic forces in CY2006 is expected to be the slowdown in
spending by the USA consumer, as rising bond rates also affect the current beom in housing
activity and prices. A slowing USA consumer will weigh heavily on China’s export industries
that are already facing problems of over-capacity. That externally driven slowdown in Chinese
demand is expected to herald the turning point in commodity demand and this could result
in a sharp reversal in commodity prices.

Notwithstanding the key risks mentioned above, most analysts forecast the growth in the
world economy, though not as strong as last year, to continue in CY2005 and CY2006 at an
above-average pace.

The Australian economy
Outlook

National accounts released recently have indicated a continuation of the recent paitern of
slower GDP growth and continued strength in domestic demand. This seems at odds with
general perceptions as most economic indicators suggest ongoing momentum in economic
growth for the Australian economy.

Some of the key factors expected to altribute to positive growth in CY2005 are:

)] the continued improvement of terms of trade, which increased by approximately
10% dusing CY2004, and a boost in the real purchasing power of domaestic income
as a resuit of:

{ay strong growth in commedity prices, particularly for mineral resources.
World prices of Australia’s base metals exports are currently up by more
than 40% over the past two years. For irorr ore and coal, substantial
increases in contract prices are set to take effect after the sharp rises
regotiated in 2004; and

{b) falls in import prices.

The rising terms of trade wili boost demand and activity through a number of
channels, including by providing ongoing encouragement to investment activity in
the resources sector;

(i the continued boom in the domestic labour market with employment posting
further large increases well above the trend growth, growing by 3.4% in the year to
March 2005, As illustrated below, unemployment has fallen to its lowest level since
the 1970's remaining stable at 5.1% between December 2004 and March 2005.
Solid emiploymient demand is expect to continue based on reports indicating the
ongeing issues such as unsatisfied demand due to labour shortages and the difficuity
in finding suitable fabour.
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)

(v}

v

{vi}

Set out below is an overview of the historical trend of labour demand:

Employment Growth and Unemployment
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as ilustrated below, consumer sentiment according to the Westpac-Melbourne
Institute survey declined sharply in March 2005 and showed only a slight pick-up in
April 2005. However, the RBA states that consumer sentiment is stili above average
as a result of increases in households” net wealth, Australian share prices and

incomes. Set out below is an overview of the histerical trend in consumer
sentiment:
Consumer Sentirmesst
Longeran Mesrage = 380
Iz | g

]

ol

the continued rapid rise in the Australian share market in the early part of CY2005.
By 21 March 2005, when the market reached its recent peak, the market was up
25% from a year earlier and almost 66% from its low point in early 2003, However,
more recently, a change in sentiment has been evident, with the market failing by
around 79%. This is broadly in line with international equity markets, which in tusn
have been particularly sensitive to economic news from the USA;

the positive cutlock for investment given there was good growth in investnment in
the December 2004 quarter, favourable financing conditiens and high corporate
profitabiiity. This should further contribute to increases in capital spending;

househoid credit growth has recently been steady at around 1% per month, or an
annual rate of around 13%. This rate of growth is strong by historical standards
although, down from the peak reached in CY2003. Business credit growth has also
been graduaily strengthening in recent times;
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(vii)

(viit)

x)

retail sales showed a recovery in the recent March quarter and other indicators of
consumer demand such as motor vehide sales and imports of consumer goods were
up strongly in the quarter. However, in the |une 2005 quarter there were indications
of slowing reta#l demand with a number of ASX-listed non-food retailers announcing
dewnwards revisions to profit expectations;

the continued adjustment in the Australiary housing market should assist prospects
for sustainable economic growth. The recent decline in house prices and new
lending has alleviated the overheating which had previcusly been apparent; and

robust business investment as a result of recent strong domestic spending and
improving global economic conditions.  Indicators of investment intentions suggest
that business investment will continue to contribute strongly to the overall growth in
demand in the short-term future.

6.10  As a result of the influences of slowing in consumiption and the fall in house-building domestic
demand growth has fallen from just over 6 per cent to about 312 per cent so far in FY20065. in
response to the recent reports indicating slower GDP growth and continued strength in
domaestic demand, the RBA has made the following observations:

(@

(B
i)

(v}

business investment continues to grow strongly, which is important given the need
to increase capacity, particularly in the exporting sector;

streng employment growth is also underpinning the economic expansion;

as illustrated below, domestic demand is growing significantly faster than GDP. The
RBA believes that the growth in demand is being met not by commensurate growth
in production, but largely, by growth in imports, running at 13 % over the year, and
by a sun down in inventories. Set out below is an overview of the historical trend of
output and demand:

Qutput and Demand
Year-ended percentage change
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although solid household and business spending continues to positively affect the
demand for local imports, exports continue to be disappeinting resuiting in an
imbalance of supply and demand in the economy. Net exports have detracted from
growth for almost three years running by an average of 2.5% per annum clearly
indicating the pressures on the economy’s supply capacity. The RBA and other
commentators have recently remarked on emerging productive capacity, and
current infrastructure constraints.  Indicators of economic conditions suggest that
the combination of firm demand conditions and high capacity utilisation has
continued in the early months of CYZ20065;
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6.11

6.12

v) with domestic demand in Australia growing at over 5 per cent in FY2003 and
FY2004, which is well above long-term potential, and with the economy
approaching full capacity in a number of sectors, the extra domestic demand
generated by the exceptional rises in the terms of trade could well have had sericus
inflationary consequences if it had continued. In any event, the economic situation
has evolved quite favourably, with domestic demand continuing to slow to what
appears to be a sustainable pace. Output, as measured by GDP, has also slowed and
some people are disappeinted that GDP growth is now running at a below-average
rate, but the RBA Governor views recent events as a healthy correction, and certainly
a much better outcome than several other potential cutcomes. There are also
indications that inflationary pressures are not building as quickly as might have been
expected earlier in CY2005;

{vi) the world business cycle is still at an early stage of expansion, so continued
economic growth can be expected over the next few years. This, together with
Australia’s higher terms of trade and strong investment growth in the presence of
some capacity constraints, is exerting an expansionary influence on domestic activity
and upward pressure on inflation, mainly at the producer price level, although the
RBA also expects consumer price inflation to increase somewhat from its present
rate; and

(vil} at the same time, the economy is at present being affected by some countervailing
forces. Consumption has slowed and house building and farm output are falling;
these have exerted a mederating influence and may continue ¢ do so. The recent
moderation in growth is more likely to prolong the expansion than bring it to an
end.

Supporting the reported slowing in GDP growth, the Westpac-Melboumne [nstitute leading
index of economic activity has continued to fall in recent months. This index indicates the
likely pace of economic activity six o nine months into the fulure and is a key indicator of
future economic growth. Whilst the growth rate in the leading index for December 2664 was
4.8% per annum, the February 2005 leading index suggests annualised economic growth of
around 1.2% in the second half of CY2005, well below the long-term average of 3.5% pa.
The Westpac/ Melbourne Institute Index of economic activity - which indicates the likely pace
of economic activity six to nine months into the future - fell to flat in March from 0.2 per cent
in February. The result reinforced consistent signals by the index for the past six months that
Australiarr economic growth will be below par in 2065, Australia’s economic growth is
expected to remain subdued in 2005, with a reacceleration of domestic demand unlikely in
the next six months. Westpac expects growth of 2.75 per centin CY2005.

Althcugh the risks assodated with the index’s growth forecasts are on the downside,
particularly with respect to the consumer, business investment and exports, analysts remain
optimistic for economic growth for the second half of CY2005.

Interest rates

Due to the current expansion and growth of the domestic economy and the resultant
stronger inflationary pressures, in March 2005 the RBA increased the cash rate by 25 basis
points, to 5.5%. The RBA's decision to increase the cash rate was taken against the
background of strong demand pressures combined with a significant pick-up in upstream
prices during the second half of CY2004. There have been some signs that this increase is
starting to have a dampening influence on demand, and could have a greater short-term
impact on spending and sentiment than has typically been the case in the past. At its recent
meeting on 5 July 2005, the RBA decided to leave the cash rate target unchanged.
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6.14  The RBA has indicated that it will continue to monitor developments and adjust the policy
setting as required to ensure that Australia's economic expansion is not jeopardised by rising
inflation. Factors such as business and consumer confidence, employment growth, housing
credit growth, the producer price index and consumer price index “(CP1"} have been
indicated as the driving factors for future rate rises.

The AUD

6.15  Set out below is the historical and forecast trend in the AUD as measured against the USD
over the pericd December 2003 to December 2006:

Historical and forecast trend of AUD against USD
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Source: Westpac and Bloomberg

6.16  As illustrated above, the AUD has been in a stable range between approximately 77 cents and
79 cents over the past six months and currently sits around 74 cents’. The recent
apprediation in the AUD, as measured against the USD, has been attributed to:

{H strong domestic profit results;
(i) speculation of foreign takeovers;
(i) the surging global commodity prices {supported by rising demand for commodities

frem China and the world in general} continuing to offset concerns about Australia’s
current account deficit; and

{iv) the continued structurat depreciation of the USD.

6.17 At the current level, analysts believe the exchange rate may be constraining activity for some
exporting and import-competing firms, particularly in manufacturing and services. On the
other hand, for resource producers, production will be highly profitable at current exchange
rates, given developments in resource prices.

6.18 While market sentiment towards the Australian dollar remains positive, analysts have
forecasted the AUD will depreciate over the medium term, with the second half of CY2005
the likely turning point based on the following factors:

4 the consistent view that US interest rates will reach the 4% mark by the end of
CY2005 and a continual flattening of the US yield curve; and

Source: RBA 4pm AEST 8 July 2005.
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6.19

6.20

6.21

6.22

() the recent slowing of the domestic economy and the indications made by the RBA of
further slowing demand through CY2005.

The CPI increased by 0.7% in the March 2005 quarter to be 2.4% higher over the year to
March. The most significant contributions to the quarterly increase were made by seasonal
psice increases for educational and pharmaceuticals and ongoing strength in house purchase
costs.

Offsetting these rises was a fall in petrol prices resulting from a temporary easing in worid
crude oil prices, and a fall in motor vehicle prices related to tariff cuts in January 2005.

Historically, underlying CPl inflation has been heid down by the lagged effects of the
exchange rate appreciation that took place during 2002 and 2003, while domestically sourced
inflationary pressures have remained firm. Analysts are of the opinion that the economy has
passed the low point for underlying inflation in the current cycle and that it will stast rising
during CY2005 to be around 3% by the end of CY2006.

federal Budget 2005/06

Some of the key issues and economic features discussed in the Federal Budget 20G5/66
{("Budget™) recently released by the Australiar: Government include:

6] personal income tax cuts worth $21.7 billion over the next four years;

G the government expects the Australian economy to grow by 3% in 2005/66
compdred with an expected growth rate of 2% for 2004/2005. Tthe lower
2004/2005 growth sate is attributed to a slowdown in household consumption and
dwelling investment;

(i) the modest downturn in housing is expected to continue with dwelling investment
forecast to fall around 2% following three years of growth of almost 50%;

(iv) business investment is expected to grow strongly again in 2005/06. The Budget
notes the continuing favourable environment for investment including:

{a) strong corporate balance sheets;
{b) high capacity utilisation; and
{) low cost of capital;
(v) inflation is expected to remain within the policy band, with a forecast CPl increase of

2.75% in 2005/06, moderating in later years. Many analysts believe that the Budget
forecasts are not likely to cause the RBA to consider a change in interest rates;

(vi) Australia’s current account deficit remains a significant imbalance, estimated at 6.5%
of GDP for 2004/05. Treasury is forecasting an improvement in the deficit in
2005706 to 5.25% of GDP;

(vii) the Budget forecasts assume continuing strong growth in the world economy of
4.25% in 2005 and 4.0% in 2006, with global inflation “contained”. However,
there are some risks to this positive outiook. The forecast is reliant on strong growth
from the US and China, both of which are expected to face challenges in achieving
these growth rates. A rising oil price currerdly is not seers as a major inflation threat,
but a threat to future growth.
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6.23  Set out below is an overview of the key economic indicators, used to measure the
performance of the Australian economy:

6.24
____________________________________________________________]

The 2005/06 Federal Budget Economic Forecasts

Actual Estirnate Forecast

indicator 2003/2004  2004/2005  2005/2006
% % Wy

GPD (average) 4.1 2.0 3.0
Ernployment growth 1.8 2.75 .75
Unemployrment growth 5.8 5.15% 5.0
Inflation 2.4 2.5 2.75
Wage price index 3.6 3.7% 4
Current account deficit {as % of GOP) {5.8) {6.5) {5.25)

L/}
Conclusions on general economic conditions

6.25  Overall, despite the slowing GDP growth and growing concerns relating to constraints on
supply capacity, factors such as continual strength in demand, a favourable waorld economy,
rising commodity prices, high employment levels and high consumer confidence appear to
support a continued level of economic growth, albeit at a reduced level to that experienced
over the last year,

6.26  Horwath's understanding of the above is that the Australian economy has enjoyed strong
growth, which recently has moderated, but growth at reasonable levels (but less then
historically) is expected to continue into the foreseeabie future.

6.27  Set out below s a graph comparing the historical and forecast economic growth to the
corresponding whaolesale and retail industry revenue growth:

Economic growth and clothing wholesale and retail industry revenue
growth
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Source: 1BiS.
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6.28  Horwath notes the following from the above graph:

) a strong overall correlation appears to be present between economic growth, as
measured by real GDP, and the wholesale and retail clothing industries;

{h the retail clothing industry appears to have a stronger correfation with real GDP than
the wholesale clothing industry; and

(i) the retail clothing industry is expected t¢ grow at similar rates to that of the
economy and at greater rates compared to the wholesale clothing industry.

6.29  Based on the above, and the expectations regarding the international and domestic econony,
and despite the recent slowing in the non-food retail industry, the general cutlock for the
wholesale and retail clothing industries appears positive.

6.30  In short, while there is increased risk to growth outcomes and a risk of future moderate rises in
inflation and interest rates, overal}, in Horwath's opinion, there does not appear to exist any
material risk that economic fundamentals would materially adversely impact on Ed Harry’s or
Physico’s earnings over the short to mediun: term.
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7.1

7.2

7.3

7.4

7.5

7.6

AN OVERVIEW OF THE RETAIL AND WHOLESALE CLOTHING INDUSTRIES

in arriving at an assessment of the Transaction, Horwath has had regard to the outlook for the
relevant industries in which Physico and Ed Harry (the "Merged Entity”) operate. In this
regard, Horwath has relied upon the following {BISWorld industry Publications (“IBIS”):

{H Clothing Retailing in Australia; and

() Clothing Whelesaling in Australia.

Set out below is a summary of our understanding of the above industries.

Clothing Retailing in Australia

The Clothes Retalling industry in Australia ("Clothes Retail”} is the industry in which Ed Harry
operates. [BiS defines this industry as:

‘... units mainly engoged in retailing clothing or clothing occessories. A business in this
industry is involved in purchasing a variety of products (such as clothing, gloves, hosiery,
etc} from wholesalers and selfing these products directly to consumers, generally without
developing or changing the products further. Most retaifers in this industry undertake
safes and administrative activities such as customer service; product merchandising;
advertising: inventory control and cash handling’.

Market size

According to IBIS, Clothes Retail in the year ended to 30 June 2004 is estimated to have:

6] generated $8,283 million in revenue;

(D contributed $1,736 million to the gross domestic economy;

(i) employed approximately 55,800 people within around 10,100 establishments; and
(iv) paid approximately $1,100 milifon in wages.

Horwath notes that department stores are not included under Clothes Retail. Rather, iBIS
classifies department stores under the industry classification ‘Department Stores in Australia’.

Demand Determinants

Demand for clothing is diiven by the following:

{H level arnd movement of real household disposable income;
(i consumer confidence and attitudes;

{Hi) brand recognition;

{iv) changes in fashion/trends;

{v) refative price of clothing; and

{vi) season/weather changes.
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7.7

7.8

7.9

Competition

Competitions in Clothes Retail is strong due to the large number if retail stores in operation,
and is fought on:

) price versus guality;

() range and style of clothing;

) brands and fabels; and

{iv) service and location.

Low and high-end department stores, for example Yarget and David |ones, are major
competitors of participants in the Clothes Retail industry.  According to I1BIS, department
stores account for 35 to 46% of total Australiar women’s and men’s clothing sales.

Life Cycle

IBIS has identified Clothes Retail as of a being a mature #ife cycle stage due to the following:

) major players have engaged in merger and acquisition activity to increase market
share and profit margins. Examples include:

{a) Sussan’s acquisition of Sportsqirl in 1999,
{b) Millers acquisition of Katies in 26060; and
{) Just Group's acquisition of Dotti in 2004;
() there are clearly segmented product groups which are expected to remain fairly

stable, for example womeny's dothing, mery's dothing;

(i) there has been a moderate level of technological change oves the last few years,
mainly ir: relation to:

{a) electronic scanning;
{b) inventory management; and
{c) logistics; and

{iv) although sales are increasing, online retail is not expected overtake traditional
retailing.

Ko 1084 200405V PHYSICOY IERY Draft Report - 20 July 2005 doc

Page 35 of 131

Horwath




Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

Segmentation

716 Set out below is a chart showing the segmentation of products and services within Clothes

Retail:
Breakdown of products/services
infant's clothing
Cirl's clothing 5%
5%
Boy's clothin
5% /g,
, Women's clothing
: 40%
Mer's clothin
20%
Hoisery and
accessories
25%
Source: 1BiS.

711 Clothes Retail is split into three market segments. Set cut below is a table with the estimated
matket share for each segment:

Market Segment Share
Generation X 39%
Baby Boorners 35%
Generation Y _ 26%
Total 100%

Source: 1BIS
7.12 A brief description and analysis of each market segment is as follows:

)] “Generation X" - includes people born between 1965 and 1975, representing those
born after the baby boom. However, many people generally refer to Generation X
as those born in the years 1961-1981. Generation X has the largest market share
because it generates high demand for both casual and formai clothing;

) “Baby boomers” — includes people born between 1946 and 1964, Previously this
was the largest segment. However, as many Baby Boomers have retired and exited
the market, demand for formal clothing has declined and will continue to do so; and

(i) “Generation Y- includes those born between 1975 and 1994, Due to their age
increase in recent years, the spending power of Generation Y has increased.
Generation Y's highest demand is for casual clothing.
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Industry Concentration

7.13  The level of concentration within the industry in Australia is fow. Clothes Retail is regarded as
being fragmented, due to the following:

6] high number of small independent retailers; and

(i the three largest participants accounting for approximately 20% of revenue (as
discussed in paragraph 7.21 below?).

7,14 Within Clothes Retail the following trends have been identified:

6] the trend towards franchising; and
(i small operators being acquired to increase market share and profit.
Geographic Spread

7,15 Set out below is a graph showing 2004 Clothes Retail revenue by State:

Revenue by region

SA Other
6% 4%

WA

a

QLD
21%

WEC
26%

Source: [BIS

7.16  The distribution of revenue within this industry is closely related to the distribution of the
population. However, factors such as employment rate, consumer confidence and propensity
o spend are also selated.
Barriers to Entry

7.17  The barriers to entry for Clothes Retail are determined by:

) refatively low capital costs associated with establishing new outlets/stores;

(i refatively low levels of concentration {discussed in paragraph 7.56 below). However,
due to the rise in acquisition activity, concentration is expected to increase;

) deminant market position of existing industry participants restricting new entrants;
and
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7.18

719

7.20

7.21

{iv) consumer familiarity with established brands.
Industry Assistance

Set out below is a table slowing the level of domestic industry assistance granted to Clothes
Retail, by way of tariffs:

Coods Low  High
rate rate

Appare! and clothing accessories {gloves) 7.5% 7.5%
Furskin clothing and apparel 5% 7.5%
Clothing 17.5% 17.5%
Leather apparel and accessories 10%  17.5%
Source: [BIS

The lavel of assistance within Clothes Retall is currently low, and decreasing. Horwath notes
that prior to 1 January 2005, the tariff for:

) clothing and leather apparel and accessories was as high as 25%; and
(i apparel and clothing accessories {gloves) and furskin clothing was as high as 109%.
industry Volatility

Clothes Retail experiences a medium level of volatility. Volatility is determined by:

{H changes in the level of household income; and
(i consumer confidence and attitude towards the state of the economy.
Major Players

The three major players, who together accounted for around 20% of the total industry in the
year ended 30 June 2004, are as follows:

] Miller’s Retail Limited {"Miller's™);

(it} Sussan Corporation (Australia) Proprietary Limited (“Sussan”); and

{H) Just Group Limited ("Just Group™).

Major player Market
share (%)

Miller's 8-10

fust Group 6-8

Sussan 5.7

Total 19-25

Source: |BIS.
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7.22

7.23

7.24

7.25

7.26

A brief description of the major players has been included below:

Miller's

Miller’s, a retailer of women's low priced dothing throughout Australia and New Zealand, and
listed on the ASX on 28 May 1948.

In addition: to Millers own brand, the company’s porticlio of brands includes the following:

®

(i)
(i)
(v)

Go-Lo, acguired in May 2000;
Crazy Clarks, acquired in May 2006;
Gl Fashdon, acquired in July 2000; and

Katies and 1626, acquired in Novermber 2000.

Set out below is a chart of Miller’s sales reverue and net profit after tax ("“NPAT") history,
from the years ended 390 June 2000 to 2004:

Sales Revenue and NPAT history {2000 - 2004)
1200
— 1000 +
£ 800+ =
E %
w600 T b
& Z
2 4001 g
¥ Rl
200 +
) - f } } 1
2000 2001 2002 2003 2004
Year
Sales Revenue —d&— NPAT
Source: [BIS.

Horwath notes from the above chart that:

@

(i

)

from the year ended 30 June 2000 to the year ended 30 june 2004, Miller’s sales
revenue increased by approximately 4.7 times,

Miller’s NPAT, from the year ended 30 |une 2000 to the year ended 30 June 26063,
increased by approximately 2.5 times; and

despite sales revenue increasing by 6% over the year ended 306 June 2004, compared
with the year ended 30 |une 20603, Miller's NPAT decreased by 72% over the period.
This decrease is due to the write-down in the carrying value of Miller's discount
stores.
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ust Group

7.27  Just Group, founded by the Kimberly Family in December 1970, was established under the
rname just jeans. in 1993, the company acquired |ay Jays and listed on the ASX. In 2004, in
recognition of the addition of new retail concepts outside of leans, the company changed its
rname o just Group.

7.28  From one store in 1970, the company has grown toc 690 stores (as at 3G June 2004)
throughout Australia and New Zealand.

7.29  inaddition to Just Jeans stores, the Just Group's portfolio of brands includes:

6] “lay Jays”, acquired in late 1993;

(i) “lacqui E”, acquired in September 1994;
(i) “Petar Alexander”, acquired in easly 2000;
() “Portmans”, acquired in 2002; and

(v) “Botti”, acquired in August 2064,

7.30  Set out belew is a chart showing the combined store growth of Just Group from the year
ended 31 july 2000 tc the forecast for the year ending 31 July 2005:

Just Group store growth

750
g 70 e 714
o /5{}
T 850 255
= 832
y 60
g 550
] _—¥514
z 5% 355

450 . ; . . .

2000 2001 2002 2003 2004 20055
Year

Source: Just Group website {hitp:/ f'www.justgroup.com.au/Profile)
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7.31

7.32

7.33

7.34

7.35

7.36

7.37

Set out below is a chart of Just Group’s sales revenue and NPAT history, from the year ended
30 june 2002 to 2004:

Sales Revernue and NPAT history (2002 - 2004)
- =
H 5
z @
5 :
b 3
2002 2003 2004
Year
ales Revenue —de NPAT
Source: |BIS

in relation to the above chart, Horwath notes that over the period from the year ended 30
funa 2002 to 2604, Just Group's:

8] sales revenue has increased by an average of approximately 40%;
() NPAT has increased by an average of approximately 80%; and

{ih NPAT from the year ended 30 fune 2002 to the year ended 30 June 2004 has more
than tripied.

Sussan
In 1939, Fay Gandel opened the first Sussan store in Melbourne. Over the decade from 1959,
when Fay Gandel’'s son and son-in-law assumed joint contiol of the company, Sussan’s

expanded into New South Wales and Queensland. This was followed in 1995 by the
expansion intc New Zealand.

In 1979, Sussan launched the successful ‘this goes with that” campaign, which is still in
existence today.

In addition to Sussan’s own stores, the company ownss the foliowing retai chains:

6] Suzanne Grae, which was acquired in 1991; and

(i Sportsqgirl, which was acquired in 1999,

According to 1BIS, Sussan's sales revenue increased by 7% to $428 million in the year ended
30 june 2002, compared to the previous corresponding period. Sussan's sales revenue

increased by a further 2.8% to $440 miillion, over the year ended 30 june 2003.

Horwath notes that as Sussan is a private company, publicly available information reqarding
Sussan’s trading performance is limited.
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7.38

7.39

7.406

7.41

7.42

Clothes Retail Merger and Acquisition Analysis

Set out in paragraphs 7.39 to 7.45 below is a discussion of the mergers and acquisitions that
have been listed in paragraph 7.9{) above.

Millers’” acquisition of Katies

On 2 November 2000, Miller's entered into an agreement with Coles Myer Lid ("Coles”) to
purchase women’s apparel chain Katies, for 6.52 million Miller’s shares, representing
approximately 6.1% of Miller's issued capital. Based on the closing price of Miller's shares on
1 November 2000, this agreement valued Katies at approximately $20.4 million.

The sale, which took effect on 27 November 20600, included all Katies and 1626 stores
throughout Australia and New Zealand, as well associated stock, fixtures, fittings and store
creditors.  Miller's purchase of the 208 stores gave rise to a number of synergistic benefits
from the transaction. The initial synergies were generated from the Katies and 1626 stores
being operated from the existing Miller’s warehouse and head office facilities. This enabled
the new stores to be leveraged off Miller's already low cost base and infrastructure, resuiting
in very fimited additional costs to Miller's.

Set out below is a graph of Millers daily share trading on the ASX from 1 November 2000 to
29 December 2000, representing a one year period extending pre and post the acquisition of
Katies by Miller’s:

Miller's shiare price history prior to and after acquisition of Katies
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Horwath notes the following from the above graph:
6] on 1 November 2000, Miller’s share price was $1.74;
(i) on 2 November 2060, when the acquisition was announced, Mille’s shares were

$1.92, representing an increase of 10% compared with the previous close; and

() over the period from the 1 November 2000 to the 29 December 2000, Miller’s share
price increased by 30%.
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7.43

7.44

7.45

7.46

just Group's acquisition of Dotti

As noted in paragraph 7.29%{v), Just Group acquired women’s retailer Dotti (having ten stores)
between August 2004 and October 2004. The total consideration of the acquisition was
approximately 35 miillion, and it was funded out of operating cash flow.

In the media release which announced the acquisition, Just Group's Managing Director,
Howard McDonald, said of the transaction:

“Datti represents o complimentary fit to the rest of our high quality portfolio of retail
brands and will integrate welf with our existing infrastructure”.

Set out below is a just Group's daily share trading on the ASX from 1 August 2004 io
30 October 2004, representing a one year period extending pre and post the acquisition of
Dotti by Just Group:

Just Group share price history prior to and after acquiring Dotti
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Horwath notes the following from the above chart:
6] on 11 August 2604, lust Group's share price was $2.31;
(i) on 12 August, when the acquisitiors was announced, just Group's share price was
$2.34; and
(i) over the period from the 1 August 2004 to the 30 October, Millers share price

increased by 25%.
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Clothes Wholesaling in Australia

7.47  The Clothes Wholesaling industry in Australia ("Clothes Wholesale”) is the industry in which
Physico operates. 1BIS defines this industry as:

“...units engaged in wholesaling clothing. A business in this industry is involved in
purchasing clothing and selling the garments to retaflers (e.q. clothing retailers,
department stores etc), generally with minimum or no further devefopment of the items.
Most wholesalers in this industry undertake sales and administrative activities, such as
establishing relationships with manufacturers and retailers to ensure the reffable supply
and dermand of stock, marketing and advertising of their products, and storoge and
transportation of stock.”

Market Size
7.48  According to iBIS, Clothes Wholesale in the year ended 30 june 2664 is estimated to have:
6] recorded revenues of $4.56 billion;
(i) contributed $728.9 miillion towards GD#;
(i) employed approximately 13,395 people within 1,936 establishments; and
(iv) paid $440.7 millior in wages.

7.49  IBIS forecasts Clothes Wholesale revenue will increase to $4.61 billkon in the year ending
30 june 2005, representing an increase of 1.2% over the previous corresponding pericd.

Demand Determinants

7.50  Demand within this industry is derived by the demand for cothing, the determinants for
which are set out in paragraph 7.6 above.

Competition
7.51  Competition within Clothes Wholesale is based on:
)] product - ownership of Hcences to distribute well recognised brands;

(i place - strong retailer relationships at afl distribution levels give Wholesalers the
opportunity to maximise product dedicated selling space;

(i) price — wholesalers operate in a very price sensitive market; and

(iv) promotion - the greater the promotional support offered by wholesalers, the greater
the floor space offered.

7.52  According to iBIS, potential threats to Clothes Wholesale are:
)] vertically-integrated specialty stores; and

(i) mass merchants (diversified volume buyers).
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Life cycle
7.53  Clothes Wholesale is in the mature to declining stage of its life cycle due to the following:
) growth rates for the last five years have been below that of the overall economy;

() the products and services of the Clothes Wholesale industry have already been
accepted by a large proportion of the industry’s customers;

{Hi) vertical integration;

{) recent technology and system changes such as e-commerce have been utilised to
Clothes Wholesale's advantage; and

{v) apart from surfwear, there have not been any significant introductions of new brands
or products in the market for the last few years.

Major market segments

7.54  Set out below is a chart showing the major market segments for Wholesalers:

Market segments

hien's retall siores
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Source: |BIS
7.55  Other retail stores include specialty retail stores such as sports and surf wear.
Industry Concentration
7.56 The level of concentration within Clothes Wholesale is low, with no one player having a
greater than 10% share of the market. The top four players, estimated to have a combined
market share of around 7% in 2004, are as follows:
() Gazal Corporation Limited ("Gazal”);
{H) SL Family Enterprises Piy Ltd ("SL Family”);
(i Levi Strauss (Australia) Pty Ltd ("Levi”); and

{iv) Frontline Stores Australia Limited (“Frontline”).
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7.57

7.58

7.59

7.60

Barriers to Entry

Clothes Wholesale barriers to entry are medium and unlikely to change. Factors determining
the entry barriers are:

)] the high costs associated with establishing a warehouse and distribution systeny;

() marketing costs involved with establishing a customer base are generally high;

{H) existing estabiished links manufacturers have with wholesalers, which are usually:
{a) contractually binding; and
{b) exclude manufacturers and retailers from dealing with new wholesalers;

and

{) large existing Wholesalers that have achieved economies of scale prevent new

entrants.

Ltabour and Capital intensity

Traditionally Clothes Wholesale has been labour intensive. However, advances in computer
technology have been able to automate an increasing number of traditionally fabour oriented
tasks such as:

{H selling stock; and

() handling and moving stock.

As Clothes Wholesale continues to adopt new technology to improve operating efficiencies,
the level of capital intensity will increase at the expense of labour requirements.

Technology and Systems

The introduction of new computer techrology has enabled both Clothes Wholesale and
Clothes Retail to increase their stock twrns. New systems include:

)] point-of-sale systems which have made stock ordering simpler, more timely and
efficient;
ah computer systems that allow wholesalers to pre-code and pre-price stock that is to

be delivered to retailers;

{H) barcode scanning has reduced time and price keying mistakes; and

{) radio freguency identification {"RFA”) that is being introduced to improve existing
supply chain processes.  RFA enables products o be ‘tagged’ with chips that
‘introduce’ their identity when scanned with an electromagnetic fleld. According to
IBiS, RFA is expected to assist with:

{a) forecasting demand; and

{b) managing inventory levels.

Ko 1084 200405V PHYSICOY IERY Draft Report - 20 July 2005 doc

Page 46 of 131

Horwath




Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

Major Players

7.61  Set out below is a table showing the market shazes of the maior players in 2004:

Major player Market

share

(%)

Gazal 3.0

SE Farnily 2.0

Fevi 1.0

Frontline 1.0

Total 7.0

]
Souree: [BIS

7.62 A brief description of the four major players is set out below.
Gazal

7.63  joe Gazal established the Gazal group of companies in 1958. In 1973, Gazal became public,
and was incorporated under the name Gazal Industries Limited.

7.64  Major brands that Gazal manufacturers, distributes and services includes:
6] Yves Saint Laurent;
(i) Nautica;
(i) Mambo; and
(i) Van Heusen.

7.65 In addition to the above brands, Gazal manufacturers and services selected house-brand
merchandise for major retailers,

7.66  Gazal's head office and distribution is located in Sydney, as is the company’s manufacturing
premises. The company has also recently established two joint venture companies with
manufacturers in China and Hong Kong.

7.67 In 1993, Gazal underwent a restructuring, closing a number of loss making divisions that sold
ron-branded products. In 2000, Gazal moved away from being a ‘brand renter’ to becoming
a ‘brand owner’, where it identified better opportunities. In March 26006, Gazal purchased the
Mambo brand, which is an Australian brand registered in 35 countries.
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7.68  Set out below is a chart of Gazal's sales revenue and net profit before tax {"NPBT”) history,
from the year ended 30 June 2000 to 2004:

Sates Revenue and NPBT history (2000 - 2004)
2 4
E “
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2000 2001 2002 2003 2004

Year
E
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Source: [BIS

7.69  In relation to the above chart, Horwath notes that over the vears ended 30 June 2000 to
2004, Gazal's:

)] sales revenue has, on average, increased by approximately 5%, including the
negative 3% growth recorded for the year ended 30 June 2004; and

G NPBT has grown by a modest 3% over the five years from 30 June 2000 to the year
ended 30 |une 20604,

St Family
7.70  Previously known as Vovager Distributing, SL Family is a wholesaler of ladies clothing and
clothing fabrics.  SL Family imports clothing items from Hong Kong, the UK, the US and
Europe. The company trades under names such as:
6] Club Prive;
)] Jump for Solo;
(i) New Wave; and
(iv) Prime Time by EG and Solo.
7.71  Associated interests of SL Family own the following Australian chains:
{H Witchery clothing; and
(i Nine-West footwear.

7.72  The company alsc has a minosity shareholding in Country Road.
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7.73

7.74

7.75

7.76

777

7.78

7.79

7.80G

7.81

7.82

7.83

7.84

Horwath notes that SL Family is a private comipany. As such, there is imited publicly availabie
information on SL Family’s financial performance to date. However, IBIS has estimated sales
revenue for the year ended 30 june 2007 at $118 million and at $121 miillion for the year
ended 30 June 2002,

Sales revenues in the years ended 30 June 2603 and 2004 have been estimated to be similar
1o those recorded in years ended 30 June 2661 and 2002 due to strong demand for the
company’s branded clothing items.

tevi

Levi is the Australian manufacturer and importer of the famous American Levi jeans and the
Dockers chinc style pants,

In 1997, the first “Original Levi” store opened in Melbourne, followed by a second store in
Sydney in 1998, Since then, the number of “Original Levi” stores has grown to é in Australia.

In early 2000, Levi launched a new range of clothing that is a mixture of denim, cotton and
Tencel, which has a metallic appearance. This is the first time since the original Levi iean was
created that the design has been substantially redesigned.

In addition to designer jeans, Levi also has a discount department store brand called
Signature. The Signature range is distributed through stores:

{H Target;

{iH Kmart; and

{ih menswear retailer Lowes.

Horwath notes that because Levi is a private company, there minimal publicly available

information on its financial performance. However, IBIS has estimated Levi's sales revenue in
the year ended 30 November 1995 at approximately $89 milion. Since then, Levis’ sales
revenue has been consistently declining, with sales revenue for the year ended 3G November
2003 estimated to be only at $64 milion.

Frontiine

Frontline is a retail buying group that provides services to approximately 650 member groups
that include:

€] marketing;
(i) financial; and
€)] retail.

Frontline members benefit from preferential discount arrangements that Frontline has in place
with over 500 suppliers including the majority of national brands in all categories.

The suppliers benefit from the opportunity to showcase their products in associated member
retail outlets. This aflows the suppliers to raise awareness for their brands in country and
regional areas.

As is the case with SL Family and Levi, Frontline is a private company. As such, Horwath has
only had regard to I1BIS estimates regarding financial pesformance to date.

Similar to Levi, Frontline has been experiencing declining sales revenues. Sales revenue in the
year ended 30 june 1996 has been estimated at approximately $134.5 million. This compares
with a sales revenue estimate of $90 million for the year ended 30 June 2004, representing a
decrease of 33%.
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8.1

8.2

8.3

BACKGROUNID AND OVERVIEW OF OPERATIONS OF BIRON

Biron is an ASX listed company which, prior to the proposed Transaction, provided financing
on commercial real estate property, with a primary focus on mezzanine loans on property that
were already subject to first mortgage.

Financial Aspects

Horwath notes that, if the Transaction is implemented, the operations of the Merged Entity
will be completely differerst to Biron's historical operations.  As such, Horwath has only
included a brief discussion on Biron's historical financial performance.

Financial performance

Set out below is a summary of Biron's statement of financial performance for the years ended
30 juna 2003 and 2004 and the 6 months ended 31 December 2004:

Biron statement of financial performance Historical
for the year ended 30 june 2003 2004
for the six months ended 31 December 2004

3000 3000 3000

Property finance and associated revenue 2,481 1,365 441
Reverige from outside operating activities 217 4,894 202
Total Revenue 2,698 6,259 643
Expenses frorm operating activities 1,306 3,726 972
Earnirwgs before inferest, tax, depreciation and armnortization 1,392 2,533 {329
Less: Depreciation {including writedown on disposal of plant & equipment 21 26 103
Earnings before interest and tax ("EBIT} 1,371 2,507 (432}
nterest expernse - 245 -
Net profit before tax 1,37 2,262 (432}
ncome tax - - -
Net profit after tax 1,371 2,262 {433

Source: Biron's audited financial statements.
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Financiof position

8.4 Set out below is a summary of Biron’s statement of financial position as at 31 December 2004
and as at 28 February 2665:

Biron Statement of Finandial Position as at 31-Dec-04 28-Feb-05

$'000 $'000

Current assets

Cash 3,417 3,395
Rereivables 148 -
Total Current Assets 3,565 3,395

Non-current assets

Receivables - -
Property, plant & equipment ("PPE")} 18 18
Total non-current assets 18 18
Total assets 3,583 3,412

Current liabilities

Payables 91 16
Tax Liabilities - 16
Total current liabilities 91 32
Total liabilities 91 32
Net assets 3,492 3,381
Equity

Contributed equity 8,584 8,584
Accumulated losses {5,092} {5,203}
Total equity 3,492 3,381

Source: Biron's audited financial statermnents and unaudited February 2005 management accounts.
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Shareholders

8.5 Birony's share capital consists of 9,560,837 ordinary shares and 9,778 uniisted options
(“Existing Options”). Horwath notes that the 9,778 Existing Options have an exercise price
of §2.40 and an expiry date of 31 May 2006.

8.6 Birory's top 20 shareholders of Biron as at 23 May 2005 were as follows:

BIRGH CAPITAL LIMITED:
ABN 52002087455 Top Holders Daily Grouped
as af 23 May 2005
Top 20 holders of ORDINARY FULLY PAID SHARES
o SRDIRRRY FULLY PAD Sptamgs
Fank MNamiz
; ¥ LID £ SRANGE 500,000 523
E5 23 aux THAR GLs}I*‘TER“‘
CTH A
RALIS LIMITED LEWEL 5 124 421,103 3o
T 470,000 402
413,000 452
344,000 240
324,202 237
278,000 b=t
274000 ZET
11 MR AT HUSSSN £8 GRANGE RESDURCES 260,061 251
L7D F2 BDX 7025 CLOISTERS SRAARE WA
17 :ﬁ.’ﬂE[}Q PTY LTD 20 BOXY 1267 WEST PE 00 CoG 209
8T CORF FTY £ TD 0 BOX 375 WERT RERTH 1EDLO0 155
BEVESTOR GROE PTY LTD SP0 BDE ¥R A LT
BEANE GLD
15 TRICOM NOMINEES BTV L7D LPG AT LEVEL 166,237 173
31 360 SOEERG 5TR: SELBCE R :
16 STHAFOAD CORP 8 FTY LTD § ST GILES 150,000 &7
AVENUE BREERWTH REW
ELTHRENT “‘?‘f 13F 0 ¥.38
120,000 126
120,000 §.08
10,000 196
(=GO ER I e el 1)
Page 12l %

Ko 1084 200405V PHYSICOY IERY Draft Report - 20 July 2005 doc

Page 52 of 131

Horwath




Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

Horwath has been advised that there has no material change in the above shareholding as at
the date of this repost.

8.7 According to the EM, the directors had the foilowing interests in Biror:

Name Shares Options
Mr john Corr 600,000 1]
Mr Gavin Argyle 30,000 0
Mr ferermy Shervington 1] 1]

8.8 Birory has undergone many changes during the period 1 May 2004 to 30 June 2005. Horwath
riotes the following significant events over the review period:

)] on 5 October 2004, shareholders approved a capital return: of 28 cents per share
and a 4 for 1 consclidation of share capital

(i during the & months to 31 December 2004, the company did not write any new real
estate loans;

() on 17 December 2004 executive chairman Mr George Snow, through related
entities, sold 3,351,024 shares on market. On 20 January 2005, Mr Snow becane a
non-executive director, and on 18 February 2605, he resigned from the board;

{iv) director Mr Geoffrey Hill sold 250,001 shares on market. Mr Hill resigned from the
board on 20 |anuary 2005, At the same time, Messrs Gavin Argle and Jeremy
Shervington were appointed to the board; and

{v) Mr John Corr, through related entities, became a substantial holder, acquiring
600,000 shares. On 21 December 2004, it was announced that Mr Corr had
became a director;

{vi) on 23 December 2004, Mr Gavin Solomon sold 69,469 shares on market. Mr
Solomon resigned from the board on 20 january 2005;

{vii on 7 March 2005, the company announced the proposal to acquire £d Harry and
Physico; and

{viii} Biren's Shares underwent a voluntary trading hait on 3 May 2005 and were
suspended from quotation on the ASX on 5 May 2005 and remain suspended to the
date at which Horwath's opinion is given as at Friday 8 |uly 20035,
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2.1

9.2

2.3

ASX TRADING IN BIRON SHARES

Set out below is a graph of the dally trading prices of Biror Shares on the ASX over the period
from 1 May 2004 1o 30 April 2005 (note Biron was suspended on & May 2005 and any
movement from 1 May 2005 to 8 May is not considered be material to this report):
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Biron share price history over year to 30 April 2005
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NB: a 4 for 1 share consolidation occurred on 12 October 2004, Horwath has adjusted the preconsolidation prices.

Source: Bloomberg

Average daily trading volume over the year to 30 April 20665 was approximately 60,000
shares. However, excluding the abnormally large 4.5 miillion shares traded on 17 December
2004 {refer 1o paragraph 8.8 above), the average daily volume was approximately 30,000

shares.

Horwath notes the following in respect of Biron's share trading history over the year from
1 May 2004 to 3G Apri 2065 (refer to the chart in paragraph 9.1}

(@
i)

)

(v}

5 August 2004: Biron announced a proposed capital returrs of $0.28 per share;

31 August 2004: Cancellation of executive options. 800,000 options granted to
General Manager Cosmas Raco were cancelled following his decision to cease
employment on 2 July 2004;

30 September 2004: Proposed 4:1 consolidation of shares and return of capital
Pending shareholder approval, Biron announced a time table for the consolidation
and capital returry;

5 October 2004: Biron Annual General Meeting ("AGM”™).  Apart from the usual
adoption of the financial report and re-election of a director, the following matters
were approved:

{a) reduction of share capital; and

{b) consolidation of shares on a 4:1 basis. Following consolidation, 9,560,837
ordinary shares and 9,778 unlisted options were on issue;
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v

{vi}

(vii)

(vii)

)

)

(xi)

(xii)

12 November 2004: update on the loan book and net tangible assets ("NTA”).
Following a review of the outstanding loan book, Biron announced that the Directors
of Biron had resolved to write-off a non-recoverabie loan, resulting in a net charge to
the current half year profit of approximately $280,000;

14 December 2005: update on the loan book and NTA. Biron announced that the
sale of land at Belrose was successfully settled on 8 December 2004, realising a net
cash recovery of $3,147,306 after the payment of agent fees. In addition, Biron
arnounced that it had successfully recovered all non-performing loans and expected
to recover an additional $250,000 under a legal settiement offered by a previous
defaulting borrower;

Biron’s Share price closed at 30.35 on 13 December 2004. On the next aclive
trading day following this announcement, Biron’s share price increased by 20% fo
close at $30.42. The next active trading day was 17 December 2004, which was the
day two Directors sold on market combined interests of 3.6 million shares, receiving
$0.42 per share;

17 December 2004: Adam Rankine-Wilsorn became a substantial holder on
17 December 20064, acquiring 721,838 shares for a consideration of $303,513. On
17 December, Director George Snow, through related entities, sold 3,351024 shares
on-market. Director Geoffrey Hill also sold shares on 17 December 2004, selling
250,001 ordinary shares on market;

21 Decemnber 2004: The Board of Directors appointed Mr. John Francis Corr a
Director.  On 17 December 2004, through his superannuation Fund, Mikado
Corporation Pty Limited, Ms. Corr became a substantial holder in Biron, acquiring
600,000 shares for $252,000;

24 December 2004: Mr. Cavin Solomon sold 69,469 shares on 23 December for
$29177;

20 January 2605: Bion announced the following changes to the Board of Directors:

{ay the appointment of Mr Gavin Argyle as a Director;
{b) the resignation: of Directors Mr Geoffrey Hill and Mr Gavin Solomon;
{0) Mr George Snow 1o step down as Executive Chairman but remain as a

Non-Executive Director; and
{d) the appointment of Mr john Cory as Executive Chairman;

18 February 2005: Biron announced the following changes to its Board of Directors
and senior management:

{a) appointment of Mr jeremy Sharvington as a Non-Executive Director;
{b) resignation of Mr Snow as Non-Executive Director;

{) resignation of Mr John de Gouveia as Company Secretary; and

{d) appointment of Mr Gabriel Chiappini as Company Secretary.

Irr addition, subject to shareholder approval, the granting of 1 million options to the
Directors at an exercise price of $0.60 each with a five-year term was proposed,
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9.4

9.5

9.6

{xiii) Biron’s share price closed at $0.50 each on 17 February 2005. Although the volume
on 18 February 2005 was low, at approximately 12,000 shares, Biron’s share price
increased by 8% to close at $0.54 each, indicating that shareholders approved of the
Board changes; and

{xiv} 3rd March 2005: trading halt in Biron's shares at the request of the company,
pending the release of an announcement. Biron’s shares remained suspended until
7 March 2005, when the announcement of the Transaction was released;

Over the period from 1 March 2005 to 15 March 2005, Biron's Share price increased by 27%.
This price increase corresponds to the announcement of the proposed Transaction, suggesting
that the market favourably viewed the proposed Transaction.

Set out below is a table that summarises the monthly trading volume of Biron Shares over the
period from 1 May 2004 to 3G Aprit 2005. Horwath notes the largest monthly volume was
recorded in December 2004. However, of the 5.3 million shares traded in December 2604,
68% was the result of two director’s selling combined interests of 3.6 million ordinary shares
on 17 December 2004 (refer to paragraph 8.8}

Volume

of shares

Month traded
May - 2004 35,046
fune 133,191
fukby 248,412
August 126,817
September 133,316
Oetober 320,850
MNovermber 138,790
December 5,285,607
fanuary - 2005 448,264
February 637,180
March 927,878
Aprit 710,302
Total 9,145,753

Horwath notes that over the pericd from 1 May 2004 to 30 April 2005 Biron’s Shares were
thinly traded when compared to trading in the ASX All Ordinaries Index {(“All Ords index”).
Horwath notes the following:

) the number of active trading days over the period for shares within the All Ords
Index was 252 days; whereas

() the number of active trading days for Biron shares over the period was 150 days, or
60% of active trading for the All Ords Index.
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16.1

16.2

10.3

10.4

10.5

VALUATION OF BIRON

Set out in Appendix 2 is a summary of the various valuation methodologies considered by
Horwath in order to arrive at its valuation opinion of Biron.

Valuation approach

As noted in paragraph 1.7 above, Biron no fonger trades and its assets comprise mainly of
cash on deposit.

Based on the above, Horwath has valued Biron using the net asset value on a going concern
basis (“NAGC"} as the most appropriate basis to value Biror.. Irr applying this methodology,
Horwath had regard to the value of the nel assets of Biron as stated in #s unaudited
unconsolidated statement of financial positlon as at 28 February 2005, making certain
adjustments to reflect assessed fair values.

As a crosscheck of the value produced by the above method, Horwath has reviewed recent
market trading prices of Biron’s Shares.

Review of statement of financiat position
Set out below is a dissection of Biror's assets and liabilities based on its unaudited

unconsolidated statement of financial position as at 28 February 2005, together with
Horwath's opintor: of the fair market value of each asset and liability:

Para. Market  Market

Statement of financial position Ref.  Proforma Value Value
Low High
$ b3 $

Current assets

108 &
Cash 10.9 3,394,754 3,394,754 3,394,754
Receivables 240 240 240
Total Current Assets 3,394,994 3,394,994 3,394,954
Non current assets
Property, plant & equipment 10.10 17,656 17,656 17,656
Total non current assels 17,656 17,656 17,656
Total assets 3,412,649 3,412,649 3,412,649
Current liabilities
Payables 10.11 15,530 15,530 15,530
Current tax liabilities 10.12 16,286 16,286 16,286
Total current habilities 31,817 31,817 31,817
Total liabilities 31,817 31,817 31,817
Net assets 3,380,832 3,380,832 3,380,832
Add: allowance for value of listed status 10.13 O 300,000 500,000
Adjusted Net assets 3,380,832 3,680,832 3,880,832
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16.6

16.7

16.8

16.9

16.10

16.11

16.12

16.13

16.14

Horwath notes that the above values are at 100% and therefore reflect a value based on
control.

Adjustments to Biron's assets and liabilities

Set out below are the adjustments made by Horwath for the purposes of arriving at Biron's
NAGC:

Cash
Cash is valued at book value.

Horwath notes that it is proposed that the Directors” Options as described in paragraph 2.13
above are to be issued #respective of whether or not the Transaction is implemented.
Horwath also notes that the ASX trading price of Biron’s Shares in the days immediately
preceding and including 29 April 2005 (of between $0.54 and $0.60 per share) {refer
paragraph 9.1 above) takes into account the market’s assessment of the effects of the
Transaction. Prios 1o the announcement of the Transaction, Biron’s shares had not traded
above 60 cents each in the period analysed in paragraph 9.1 above. Should the Transaction
not be implemented then, i Horwath's opinion, it is likely that, in the absence of an
alternative proposal, Biron’s Share price will fall to a value more reflective of its nel assets.
Accordingly, in those circumstances, it is uniikely that the Directors” Options will be exercised
and we have excluded them from consideration in assessing the Existing Value.

Property, plant and equipment {("PPE")

For the purposes of valuing the Existing Value of Biron, Horwath has adopted as representative
of the market value of PPE, the net book value of PPE, which is comprised mainly of office
furniture and fittings.

Payables

Payables are mainly comprised of trade creditors. For the purposes of valuing Biron, Horwath
has adopted the book value of payables as representative of their market value,

Current tax Habilities

Current tax liabilities comprise of payroll and other taxes. For the purposes of valuing Biron,
Horwath has assumed that the calculation of payroll tax payable and GST refund are correct.

Listing status

Horwath notes that the statement of financial position as set out in paragraph 106.5 above
does not reflect any allowance for the value of Biron's lsted status. In Horwath's opinion,
value arising from the listed status is likely to be limited due fo the limited savings that could
be achieved in terms of fisting a business on the ASX using Biron as the vehicle. However,
Horwath has attributed a value of $300,600 to $50G,666 towards Biron's publicly listed status.
This value reflects the estimated range of compliance costs savings of achieving publicly listed
status,

Value of existing Biron Shares

For the reasons noted in paragragh 2.17 above, Horwath considers that it is appropriate to
value Biror: on a “control” basis.
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16.15

16.16

16.17

10.18

16.19

Based on the comments made in paragraphs 10.8 to 10.13 above, Horwath has valued Biron
at between approximately $3.68 million to $3.88 million, or approximately 38.5 cents per
share to 40.6 cents per share. Set cut below is Horwath's valuation:

Para. Low High
Ref. value value
Adjusted Net assets (3000} 0.5 3,681 3,881
Number of shares on issue (000} 8.5 9,561 8,561
Value of an existing Biron Share (cents) 385 48.6

Market trading in existing Biron Shares

Paragraph 9 sets ocut Horwath’s review of market trading in existing Biren Shares. Horwath
notes that trading in existing Biron Shares is usually based on minority parcels of shares,

For the purposes of assessing the Transaction, it would be appropriate to add a “control
premium” to a minority share price. However, Horwath notes that the market trading range
for the six (6) weeks period prior to the date of the annocuncement of the Transaction was
approximately 50 cents per share and in the period immediately prior to the announcement
of the Transaction was approximately 55 cents per share {see paragraph 9.1 above).

In Horwath's opinion, the trading in existing Biron Shares leading up to, and following, the
announcement of the Transaction reflects speculative trading in relation to the Transaction
and is not reflective of the fair value of Biror's existing underlying net assets. Nonetheless,
comparing the market price of 55 cents per share immediately before the announcement to
Horwath's assessed fair value of between 38.5 cents per share to 406.6 cents per share, results
in a premium above the assessed value of approximately 42.9% to 35.5%, respectively.
Clearly, this premium takes into account a premium for control, together with the estimate of
the impact of the Transaction of market participants.

Based on the above, Horwath is satisfied that its assessed value of an existing Biron Share is
appropriate for the purposes of assessing the Transaction.

Ko 1084 200405V PHYSICOY IERY Draft Report - 20 July 2005 doc

Page 59 of 131

Horwath




Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

11

BACKGROUND AND OVERVIEW OF OPERATIONS OF ED HARRY

Background

Mr Ed Harry first established the business in 1986 by opening a small store in Victoria Square,
Adelaide. iIn 1990, a discretionary trust, whose trustee is Suregroup Pty Ltd {"Suregroup”),
acquired a stake in Ed Harry, before taking full control in 1993, Ed Harry’s Managing Director,

Neil Bring, is the ultimate owner of the trust.

Since 1986, the business has grown to become one of Australia’s largest independently
owned retailers of men’s apparel, with over 170 stores located throughout Australia.

Location

Ed Harry's head office is located in the suburb of Stepney, in Adelaide, South Australia. Ed
Harry's head office facilitates the following operations:

{H purchasing;

(i accounts;

{ih human resources; and
{) cther operational support.

In addition to the above aclivities, Ed Harry’'s head office includes a 500sgm warehousing
facility.

Ed Harry's business has operated out of this location since 1996 and despite the aggressive
store rollout plans (refer to paragraph 11.28) Ed Harry expects to remain focated in Adelaide,
at least in the short-term.

Clientele

Ed Harry’s defined target market is men aged between 25 and 45 years. The company has
positicned its brands and products within four discreet lifestyle cateqgories:

{H classic daywear;

(i fashion daywear;

{ih classic dresswear; and
{iv) fashion dresswear.
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11.11

11.12

Product Range and Brand

Set out below is a table summarising &d Harry's most popular apparel, determined by
percentage of sales in the year ended 30 June 2004:

Product Regular price range % of sales
{inc G5T) irt the year

ended 30

Jure 2004

Shirts - short sleeve 312.00- §79.95 158
Rnitted tops - short sleeve $6.95 - $54.95 13.8
Shorts $15.00 - $59.95 187
Shirts - long sleeve $12.00 - 389.95 1.3
fackets 329.95 . 3299.00 8.7
Casual pants $10.00 - $49.95 8.6
feans 32500 -3119.95 7.5
Total 7.4

Sowurce: [nformation Memorandum dated October 2004,

As has been identified by the above table, Ed Harry's products are focused towards casual
wear, and to a lesser exteni, relaxed formai wear.

Ed Harry’s product range contains a mixture of own and third party brands, with:
)] own brands accounting for approximately 70% of sales; and
(i third party brands accounting for approxinmately 30% of sales.
Brands owned by Ed Harry include:

)] “Easy street”;

(i “lonathan Adams”;

{ih “Mogul”; and

{iv) “Easy surf”,

third party brands include:

{H “Quarterback”;

(i “Essential”;

{ih “Mod Culiure”; and

{iv) “Aussie Male”.

A numiber of Ed Harry’s third party brands are either supplied exciusively to £d Harry, or on an
exclusive line basis.
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Product Sourcing and Distribution

11.13  E£d Harry purchases more than 80% of is stock from 10 suppliers.

11.14 Ed Harry has no ongoing contracts with any importers and/or suppliers. Rather, all products
are sourced on a season-by-season basis from Australian based importers and/or suppliers. As

such, none of Ed Harry's suppliers are paid in foreign currency. Horwath notes that the
majority of Ed Harry's products are sourced in China.

11.15 Approximately 90% of Ed Harry’s stock by volume is delivered direct into store, with the
remaining 10% delivered into store from Ed Harry's head office warehouse.

Store Numbers

11.16 Ed Harry currently has over 170 stores, including 3 factory outlets, located throughout
Australia, Set out below is a map showing the general location and number of stores by State:

11.17  Set out below is a graph showing the growth in the company’s number of stores, from the
year ended 30 June 2002, to the number of stores forecast for the year ending 30 lune 2006:

Number of stores

190

180

170

160

150

Number of stores

2002 Actual 2003 Actual 2004 Actual 2005 Budget 2006 Forecast

Year
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11.18

11.19

11.20

11.21

11.22

11.23

11.24

As can be seen in the above graph, Ed Harry’s management plan to increase number of stores
by 3 over the year ending 30 |une 2005 and by 12 over the year ending 30 June 2006.

The uitimate, but not time specified goal of management is to increase the number of stores
1o over 300 in Australia and New Zealand. New Zealand is a market which has, to date, been
unexplored by the company.

Nurmnber of Stores by State

Set cut below is a chart with the number of stores by state as at 28 February 2005:

Number of stores by state

QLD
2003

Source: Bd Harry managerment.
Regions that have been identified for further store growth are:

& New Socuth Wales ("NSW™) and Victoria ("Vic”), where, on a pro-rata basis, the
compary is under represented; and

(i Tasmania ("TAS"}, where £d Harry has no representation.

Ed Harry Management and Personnel

Ed Harry currently has approximately 660 employees, of which:

6] 220 are full time;

(i) 416 are casual; and

() 24 work in head office.

Provided the Transaction is approved, to ensure smooth transition to new ownership, Mr Neil
Brine has indicated a willingness to continue working for Ed Harry following completion, the
terms of which have been negotiated.

Mr Brine has had over 40 years in the clothing industry and has been the key executive in the
development of the Ed Harry business since 1990, Prior to this, his career involved 18 years
with Sportscraft Group in roles including Sales, Marketing, Product Developmieryt, leading to a

directorship in the fisted entity and the role as Managing Director for Sportscraft’s menswear
operations.
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11.25

11.26

11.27

Mr Mark Slattery has recently been appointed as chief executive officer ("CEO") of Ed Harry.
Horwath has been advised that Mr Slattery has a great depth of experienced within the
fashion retail industry working in key management positions of three major Australiar: fashion
businesses over the past 16 years. The experience most relevant to his current position was
his 13 years with the Sussan Group, where Mr Slattery worked in a variety of roles, which
aliowed him to develop a complete undesstanding of successful retailing. Mr Slattery gained
experience at both a detalled operational level and a high-level senior management level. In
the past 3 and one half years, this experience has been complemented with 18 months at
Gazal, working on the international expansion of the Mambo division. Most recently, Mr
Slattery spent two years with the Croton Group, heading the group's Finance Department.
My Slattery has developed a broad understanding of finance, accounting, supply chain, [T,
merchandise planning, retail operations, and to a lesser extent buying and marketing and
sourcing.

Competitive Position and Prospects
Strengths and weaknesses

The key strengths of Ed Hasry may be summarised as follows:

6] reputation of the Ed Harry brand name;

(i having four distinct lifestyle categories enabling the company toe promote its brands
and products clearly within each of the categories;

(i) national representation of the company including stores in:
{ay smiall catchment areas allowing £Ed Harry to secure sole coverage of

menswear in these regions; and

{b) prime locations within major regionat or rural shopping centres, shopping
strips and malls;

{iv) experienced staff;
{v) efficient supply chain, characterised by:
{ay majority of its products sourced from 6 key suppliers with whom the
company has strategic alllances with; and
{b) approximately 909% of stock delivered directly to each store; and
{vi) a demonstrated record of #nandial performance and growth, measured by:
{a) historical compound sales growth of 37% per annum ("pa”) since the year

ended 30 June 1991; and

{b) compound sales growth of 18% pa over the last five years.
The assessed key significant weaknesses in the business are as follows:

) refance on third party brands, which currently contributes approximately 30% of
sales {refer to paragraph 11.9G));

() the seasonal nature of Ed Harry’s sales which typically peak in December as a result
of Christmas spending; and

{H) the similarity in designs of Ed Harry’s branded products to the designs of other
designers and retailers.
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Opportunities and threats

11.28 Set out below are Ed Harry’s growth opportunities that have been identified in the acquisition
announcement made to the ASX on 7 March 2005:

)] continued store growth with plans to:
{a) rof out an additional 130 stores nationally in the next 6 years; and
{b) expand into new geographical areas, such as New Zealand;
€)] expansior: and fusther refinement of its product range, including:
{a) introduction of new brands; and
{b) development of new accessory ranges;
(i) brand development through enhanced advertising ard promotion; and
Gv) lower cost structures and economies of scale as new stores are rolled out.

11.29  The key assessed threats facing Ed Harry include the following:

)] relfance on the experience of the previous Managing Director, My Neil Brine, in
running the company;

() the highly competitive nature of the Australian specialty appare! retail market, with
large numbers of market participants and few barriers to entry. Ed Harry’s concepts
compete for both target customers and store locations with a wide range of retail
formats including local, national and international specialty apparel retail chains, full
service national department stores, discount department stores and single store
operations;

(b the rapid and occasionally unpredictable changes in customer preferences within the
retail apparel industry;

{) significant changes to the political and economic domestic environments, given that
Ed Harry sousces its product from wholesaless locally; and

{v) any adverse changes in Ed Harry's relationships with its landlords, influencing the
ability 1o negotiate new leases on acceptable terms, potentially increases the
company’s costs, or adversely impacts on the ability of the company to operate
stores in preferred locations.  This in turn may affect the growth pians of the
company.
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12.1

12.2

12.3

ED HARRY FINANCIAL INFORMATION

Financial performance

Set out below is a summuary of the normalised historical and prospective financial performance
of £Ed Harry over the vears ended 30 |une 2002 to 2004 and the FY2005 Torecast:

Ed Harry statement of financial performance Actual Actual Actual FY2005
Forecast

For the year ended 30 june 2002 2003 2004
For the yvear ending 30 june 2005
3000 $°000 $000 $°000
Revene from ordinary activities 56,288 62,629 74,759 76,772
EBITDA 1,122 1,064 4,291 5,720
Less: Depreciation and amortisation expenses 546 730 500 600
EBIT 576 334 3,791 5,120
Revenue growth % nfa 11.3% 19.4% 2.7%
EBITDA rnargin % 2.0% 1.79 5.7% 7.5%9
EBIT margin % 1.0% 0.5% 5.1% 6.7%

Source: Bd Harry managerment.

Horwath notes the following:

®

(i

(i)

revenue in the years ended 30 |une 2003 and 2004 increased by approximately 11%
and 19%, respectively;

FY2005 Forecast revenue represents an increase of only approximately 3%, as
compared to prior years. This increase takes into account slowing retail conditions
and year on year sales growth for all stores; and

EBITDA margins in the years ended 30 June 2002 to 2004 were stable. However,
the EBITDA margin in FY2004 grew strongly o 5.79% and FYZ005 Forecast gross
margin is expected to increase to 7. 5%. This improvement in gross margin reflects
actual results achieved to 30 |une 2005 and resuits from improved price points,
range planning, product ranges and fewer markdown/discounted items.

Set out below are some other comments on Ed Harry's resuits for the years ended 30 |une
2003 and 30 June 20604, and the FY2G05 Forecast:
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12.4

12.5

12.6

12.7

12.8

12.9

12.10

12.11

Year ended 30 June 2003
Revenue from ordinary activities

The number of stores increased by 12 {or 8.2%) (net) during the year ended 30 June 2003,
resulting in 158 stores being or: hand as at the end of that year.

Gross margins

Ed Harry's gross profit margin in the vear ended 30 June 2003 increased by 1% on that
recorded in the year ended 30 june 2062.

Overheads

Ed Harry's overheads represented 46% of sales revenue in the year ended 30 june 2003,
which is 1% higher than that recorded in the year ended 30 June 2002.

EBIT and EBITDA margin

Ed Harry's EBIT margin fell from 1% in the year ended 30 June 2002 to 0.5% in the year
ended 30 June 2003.

Year ended 30 June 2004

Revenue from ordinary activities

QOver the 12 months ended 30 June 2004, Ed Harry's store numbers increased by 12 (net).
Gross margins

Gross margins remained unchanged in the year ended 30 June 2004, when compared with
the year ended 30 |une 2003.

Overheads
Ed Harry’s overheads as a percentage of sales declined by 4% to 42% in the year ended

30 June 2004, compared with 46% for the year ended 36 June 2003. Reasons for the decline
in overhead costs include:

6] reduced advertising expenditure; and
(i higher sales and the resultant improved spreading of overhead costs.
EBIT and EBITDA margin

In the year ended 30 june 2004, Ed Harry recorded an EBIT margin of 5.1%, and an EBITDA
margin of 5.7%. This compares with ars EBIT and EBITDA margin of 0.5% and 1.7%,
respectively, in the year ending 30 June 2003, The improvement in the margins is attributed
to the decline in overheads, as explained in paragraph 12.10 above.
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FY 2005 Forecast
12.12 Horwath notes that he FY 2005 Forecast is based on the following:

)] Actual sales and cost of sales for the period ending 31 May 2005 and estimates for
|une 2005; and

{H) expenses, as sourced from internal management accounts to 31 May 2005, plus
estimated level of expenses to be incurred for the month of june 2005,

Revenue and gross margin anaiysis

12.13  Set out below is a graph which summarises the monthly sales and gross margins from July
2004 to June 2005:

Monthly sales and gross margin analysis
[y
3
A
3
o
€
3
g
Jul  Aug Sept Ort Nov Dec |an Feb Mar Apr May jun
Month
Met sales (FYO4) mzmg Net sales (FY05) g Gross margin {FY04) Gross margin (FY05)
Source: Bd Harry managerment.
12.14  Horwath notes the following from the above graph:
6] average morthly sales over the 12 months ended 30 june 2005 were §6.243 million,

which was in consistent with the average monthly sales of $6.23 miillion during the
year ended 30 June 2004; and

G the average monthly gross profit margin over the 12 months to 30 June 2005 was
10% higher than the average monthly gross margin recorded over the year ended
30 June 2004.

12.15 Ed Harry’s sales revenue in the FY2005 Forecast is approximately $76.8 million, representing
an increase of approximately 3% on the sales revenue recorded in the year ended 30 June
2004, The overall increase takes into account softening retail trading conditions and the
riumber of new stores opened in the period.

12.16 Despite Ed Harry’s sales revenue having increased marginally (by approximately 39%) over
FY2004, gross margins improved by 4%. The reasons for the increase in gross margin have
been explained at paragraph 12.2(iii} above. The EBITDA and EBIT improved by
approximately 32% and 20%, respectively over FY2004.
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12.17

12.18

12.19

12.20

12.21

12.22

FY2006 Budget

As discussed in paragraphs 5.16() and 5.17 above, Horwath has not disclosed the internal
marsagement FY2006 Budget for either £d Harry, Physico or the Merged Entity in this IER.
However, for the purposes of providing a guide on Ed Harry's future maintainable earnings,
Horwath has provided a discussion of the major assumptions that underlie the £d Harry
FY2006 Budget in paragraphs 12.20 to 12.23 below.

As Horwath noted in paragraph 5.16{) above, the earnings forecast in the FY2006 Budget
excludes any synergy benefits expected to be gained from implementing the Transaction.

Horwath notes that in arriving at the FY2006 Budget, reqgard was had to the FY2005 Forecast,
which is largely based on the actual results for the year ended 31 May 2005.

Revenue from ordinary activities

The following assumptions have been made in relation to Ed Harry's sales budget for the year
ending 30 |une 2006:

) seasonality and sales have beean based on the monthiy sales trends for the 12 months
ended 30 June 2605 (refer to the graph in paragraph 12.13 above); and

(i an allowance has been made for a net increase of 12 stores.

Gross Margins

Budgeted gross margin in the FY2006 Budget has been based on the actual monthly margins
that were achieved over the year ended 30 |une 2005 {refer to the graph in paragraph 12.13
above).

Overheads

Assurmptions that have been made with reqard to overheads are as foliows:

)] rent, outgoings and promotional expenses:
{a) store renial based on the actual rert for the 12 months ended 30 June
2005 with CPl increases; and
{b) rent on new stores has been based on estimated sales revenue;
(i) wages (including superannuation, payrolf tax and workers compensation):
{a) determined as a percentage of sales, and as such have increased in line
with sales;
{b) bonuses for store managers have been allowed for, and allocated monthly;
and
{c) an allowance has been made for the costs of the new CEQ; and
(i overheads (excluding (i) and (ii}) have either been:
{a) budgeted on a case by case basis; or
{b) based on forecast overheads for the 12 months ended 30 juna 20605,

adjusted for inflation, as determined by the consumer price index (*CP1”).
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12.23

12.24

12.25

12.26

12.27

Other

in addition to sales, cost of sales and overhead assumptions, regard has been had to the
following:

6] cther income, which has been based on a percentage of sales;
(i capital expenditure:
{ay 16 new store operdngs and 4 store closures, resulting in a net increase of

12 stores, to be rolled oul over various months;
{b) capital expenditure for new stores has been assumed on a per store basis;

{) a certain capital expendilure allowance has been made per store for
refurbishment/fittings; and

{d) 20% of existing leases are to be renewed; and
(i) working capital:

{a) stock holding of 3 months; and

{b) trade creditors of 30 to 60 days.

Overall summary

The FY2006 Budget for the Ed Harry business demonstrates that despite the expected slowing
in the domestic economy and despite the recent slowing in the general non-food retail
industry, a continued upward trend in sales and profitabliity is expected by Ed Harry
management,

Horwath’s review of the Forecast and Budget

In preparing this repost, Horwath has relied on the FY2005 Forecast and FY2006 Budget
prepared by Ed Harry. Horwath understands that the FY2005 Forecast and FY2006 Budget
have been reviewed by the Ed Harry board of directors but not formally adopted at this time.
Howaever, the Ed Harry board has indicated that in their opinion, the FY20035 Forecast and
£Y2006 Budget adequately reflect the performance and prospects of the business.

Horwath understands that the FYZ2005 Forecast and FY2006 Budget take account of Ed Harry's
operating businesses, current eamings and market position, assessments of revenue growth in
each sector in which Ed Harry operates, and estimates of operating costs, based on both
historical costs and assessed future needs. Accordingly, Horwath understands that the FY2005
Forecast and FY2006 Budget have been based on “best estimate” assumptions at the time
that they were prepared.

Horwath has not been engaged to undertake an independent review of the FY2G05 Forecast
and FY2006 Budget and has not undertaken such a review. Accordingly, Horwath does not
express ary opirdon on the reasonableness of the assumptions underlying them, or their
achievability. However, Horwath has considered the underlying assumptions of the FY2005
Forecast and FY2006 Budget for the purpose of forming its valuation opinion on Ed Harry.
The scope of Horwath's work in this regard comprised of the following:

) cbtaining details of the key underlying assumptions and ensuring that they are
consistently applied in the FY2005 Forecast and FY2006 Budget;
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() discussions with management regarding the basis on which the assumptions have
been formulated;

{H) comparison of the key underlying assumptions (regarding such matters as sales,
gross profit margins, and overhead costs) to past resulis, as well as considering
existing trends being experienced by the business;

{) consideration of key assumptions in the light of varicus economic and industry
analysis;

{v) discussions with management on Hkely prospects for Ed Harry; and

{vi) checking the overall clerical accuracy of the FY2005 Forecast and FY2006 Budget.

12.28 Based on the fimited scope of work undertaken by Horwath outlined in paragraph 12.27
above and in particular, the fact that Horwath has not been engaged to undertake an
independent review of the FY2005 Forecast and FY2006 Budget, Horwath expresses no
opinion as to their overali accuracy and reliability and does not warrant their achievability.

12.29 However, nothing has come to Horwath’s attention to indicate that the FY2005 Forecast and
FY2006& Budget are not based on reasonabile “best estimate” assumptions, taking into account
the level of current and expected operations.

Financial position
12.30 The following table summarises the statement of financial position of Ed Harry as at 30 june

2004, 31 December 2004, and 28 February 2005, together with the estimated pro forma
position as at Completion Date:

31-Dec- Pro
Statement of financial position as at 30-Jun-04 04 28-Feb-05  forma Noies

3000 $000 $'000 3000

Current assefs

Cash (at bank and cash floats) 1,027 2,778 475 0 i
Debtors 80 37 1 1 2
tnvertory 7,013 7,842 8,007 8,007 2
Lay-by deposits 80 (115 {91) {91 2
Other 2067 it 4] 4] 2
Total current assets 8,507 10,653 8,392 7,917
Non-curreni assets

Property, plant and equipment ("PP&E") 2,668 3,362 3,797 3,547 3
intangible assets 182 o4 155 O 1
Total pnon-current assels 2,850 3.526 3,952 3,547

Total assets 11,357 14,179 12,344 11,464
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Statement of financial position as at 30-Jun-04  31-Dec-04 28-Feb-05 forl;‘;(; Notes
3000 $000 $'000 3000

Current liabilities

Trade creditors 5,271 5,572 3,355 5487 28&4

Sundry creditors 380 510 376 376 2

Beneficiary loans 3,981 3,683 2,243 0 1

H.P/lease habilities 1,001 814 962 G i

Outstanding vouchers 169 101 191 91 2

Ermployee entitlements 8 284 413 413

GST payable 217 324 152 G i

Supplier suspense 320 {101} 397 397 2

Total current liabilities 11,357 11,187 8,089 6,864

Net assets O 2,992 4,255 4,600

Notes

1: This asset in vendor vehicle will be retained by vendor.

2: Wil be transferred as part of business,

3: All PP&E will be transferred except 2 motor vehicles with a combined book value of approximately $250,000.
4: Trade creditors are assurned to increase as a result of the EH Vendors deferring payment thereof, pending
completion of the Transaction. The deferral relates to the management of the financial position to achieve the
obligation to deliver 34.6 million of NTA upon completion.

Seurce: Ed Harry management.

12.31 Horwath notes that the pro forma balance sheet represents the trading assets of the Ed Harry
business to be acquired by Biron and if the value of the trading assets less Habiities exceeds
the mindmum amount of net tangible assets to be delivered to Biron under the EH Acquisition
Agreement (34.6 million) then any excess will not become repayabie by Biron to the EH
Vendor (refer paragraph 2.4 above).

12.32 Horwath notes the following from the table in paragraph 12.30 above:
)] Ed Harry’s current ratio has continually improved, with Ed Harry reporting a current
ratic of 104% as at 28 February 2005, compared with 95% and 75% as at 31
December 2004 and 30 June 2004, respectively; and

(i) Ed Harry's inventory turnover was 42 days as at 30 june 2003 and 39 days as at 30
|une 2G04; representing an improvement of 3 days.
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13

13.1

13.2

13.3

13.4

BACKGROUND AND OVERVIEW OF OPERATIONS OF PHYSICO

Background

Messrs Colin Elterman and David Greenblo established Physico branded products in 1990 and
the Physico company in 1993, Since then, Physico has been supplying apparel to national
specialty chains, depastment and discount department stores.

Physico's main focus is orx

)] efficient supply chain management; and

(i timely delivery of quality product to its target market.

Physico operates two business units:

6] Physico Australia; and

G Physico China.

The Group’s current corporate structure is as follows:

Physico Vendors

Finwave Physico ¥

(i) (6}

Intima Physico Popstar ¥ Vincenzo

China ™

Investrnent holding company.

Trading company. Attends to all administration and finance functions of the Group.
Dormant.

Operates the Group's representative office in China.

Operates the Popstar business.

Dristributor of Benetton dothing. No longer active,

Ko 1084 200405V PHYSICOY IERY Draft Report - 20 July 2005 doc

Page /3 of 131

Horwath




Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

13.5

13.6

13.7

13.8

Ownership

Set out below is a table summarising Physico’s current ownership structure:

— — |
Physico ownership struciure Sharehosiding

fnterests associated with:

Colin Eherman 3596
David Greenblo 3504
Clothhold Pty Ltd {"Clothhold”} 30%
Total 100%

__________________________________________________________________________________________________________________________ ]
Source: Inforrmation Mermorandum dated October 2004,

Location

Physico’s head office operations, showroom and distribution centre is located iIn an
8,000 squara metre (“sqm”} bullding in Alexandria, Sydney. In addition to Alexandria,
Physico has a:

{H sourcing office and showroom in Nanding, China; and

(i sales office in Cape Town, South Africa.

Business divisions

Physico trades in two distinct business units:

)] Physico Australia — primarily focuses on importing, marketing and distributing ladies
apparel and sleepwear throughout Australia and New Zealand; and

() Physico China - sources product and undertakes quality control and administration.
Irr addition to Australia, the Physico China exports to locations around the world.

Physico's sales functions are further split into the following separate divisions:

{H Physico Australia:

{a) outerwear (discussed in paragraph 13.9 below);

{b) steepwear (Intima) {discussed in paragragh 13.9 below);

{c) Popstar {discussed in paragraph 13.10 below); and

{d) South Africa (discussed in paragrapghs 13.11 below to 13.12 below); and
(i Physico China:

{a) China (discussed in paragraphs 13.13 to 13.15); and

{b) exports {discussed in paragraphs 13.714 to 13.15 below),
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13.9  Outerwear is managed by 5 sales teams and the sleepwear division is managed by 2 sales
teams. Physico supplies most major depariment, discount department and speciadity stores in
Australia.

13.10 The Popstar division is a single division that sells its product under the “Popstar” label.

13.11 Physico has a representative office in Cape Town, South Africa. The office is comprised of a
sales team, which cusrently employs 4 staff.

13.12 Product is sent from the China cffice directly to the Scuth African office. The China suppliers
send the invoice to Physico Australia, which in turn, invoices customers in South Africa. The
reason for this is that Australia is the centralised head office and as such, design of product
and final negotiations of prices with suppliers is controlled out of Australia.

13.13 Physico China was established 4 years ago 1o secure supply networks in China. To achieve
this, Physico set up its own sourcing and export office in Nanding, China (refer to paragraph
13.6).

13.14 Physico’s operations in China cursently export men'’s, fadies and children’s apparel to large
volume retailers in:

{H Europe;
{H) Canada; and
{H) South Africa.
13.15 Physico’s export division, as part of Physico China, acquires product on behalf of wholesale
and retail customers in Canada and Europe. The Group does not have any representative

offices in these regions. Physico China currently employs 55 people.

13.16 Physico currently employs over 150 fulf time staff in Austrafia, New Zealand, China and South
Africa.

Customer Analysis

13.17 Horwath is advised that Physico’s top 6 customers represent approximately 60% of Physico’s
total sales.

13.18 Horwath notes that total sales by major customers for the 9 months ended 31 March 2005
represents 72% of the total sales by major customers for the 12 months ended 30 June 2004.

Physico management and personnel

13.19 Key management personnei of Physico are as follows:

Name Title Years of service
Colin Elterman Director - Finance and Operations 15
David Greenblo Director - Marketing and Production 15
Sean Rohald General Manager ~ Operations 3
Andrea Socratous Financial Controller 10
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Competitive Position and Prospects
Strengths and weaknesses

13.2C¢ Horwath has identified the following core strengths of Physico:

)] efficient supply chain management;

(i) timely delivery of quality product to its market segment;
(i) substantial product develcpment capabilities;

(i) strong service commitment; and

() flexible approach to responding to ever changing trends.

13.21 ¥he assessed weaknesses of Physico are set out below:
6] reflance on key individuals; and
(i the relatively high customer concentration within the wholesale businesses, whereby
key buyer relationships are dependert uporn retention of key people. The loss of any
one of Physico’s largest customers may result inr an adverse impact on the company’s
revenues and profitability.

Opportunities and threats

13.22 Opportunities that have been identified for Physico include:

)] expanding into new export markets;
(i the merger with Ed Harry’s business and the potential to supply new product;
(i) opening offices in Canada and Europe. Physico has been successful in establishing

supply relationships with both retail and wholesale customers in Canada, the United
Kingdoms as well as other European countries; and

(iv) traditionally, South Africa has manufactured most of its own clothing requirements
but with the reduction in tariffs and the globalization of the apparel industry,
retailers have only recently started seriously focusing on China as a source of apparel.
As a result, imports are rising and Physico has an opportunity to become a significant
player in the South African market, particularly as it has already established
refationships with two major South African retailers.

13.23  Key assessed threats Physico faces includes the following:

)] the recent trend in Australia towards vertical integration - vertical integration occurs
where a retail business and a wholesale business combine, usually through a retal
business acquiring a wholesale business. Should any of Physico’s current wholesale
customers decide to vertically integrate, or source some or all of their product direct
from offshore sources, Physico’s revenue and profitability attributable to those
customers may be adversely impacted;

G given the rapid and occasionaily unpredictable changes in customer preferences
cccurring within the apparel retall industry, the threat of customers’ perceptions that
one of more of Physico’s formats is no longer abile to offer fashionable products and
reasonable prices;
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{H) the potential claims alleging Physico’s products infringe on intellectual property
rights of other companies whereby the designs used in Physico’s branded products
are viewed to be similar to the designs of other designers and retailers. In the event
that Physico is unable to satisfy or defend any such claim, the financiai position of
the company may be adversely affected; and

{iv) significant political and economic changes in the Chinese environment given that all
of the products purchased by Physico are presently sourced from China from a
number of different suppliers located in different regions throughout China. The
comparyy is also vulnerable 1o movements in the Chinese Yuan / USD exchange rate,
which may adversely affect the company’s ability to source products at compeltitive
prices.
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14

14.1

14.2

14.3

14.4

14.5

PHYSICO FINANCIAL INFORMATION
Financial performance

Set out below is a summary of the normalized historical and prospective financial performance
of Physico for the years ended 30 June 2003 to 2064 and FY2005 Forecast:

Physico statement of financial performance Forecast
For the year ended 30 june 2003 2004
For the yvear ending 30 june 2005
3000 $000 $000
Revenue from ordinary activities 62,417 44,880 44,363
EBITDA 742 1,777 1,223
Less: Depreciation and amortisation expenses 280 346 343
EBIT 462 1,432 880

Revenue growth %6 4E; {28.19%) {1.29)
EBITDA margin % 1.2% 4.0% 2.8%
EBIT margin % 0.7% 3.2% 2.0%

Source: Physico management.

Set out below is an analysis of Physico’s results for the years ended 30 June 2003 and 2004 as
well as the FY2005 Forecast:

Year ended 30 June 2004

Revenue from ordinary activities

Physico’s revenue from ordinary activities fell by 28% over the vear ended 30 June 2004,
when compared with the year ended 30 June 2003. Horwath is advised that this largely
resulted from a management decision not to accept unprofitable orders and Horwath notes
the improvement in gross profit margin from 29% {FY2003) to 36% (FY2004).

Other reasons for the decrease in turnover are:

)] the loss of one farge customer that commenced sourcing product for themselves;

(i a general decrease in sales volumes as many customers moved to source more
product themselves from overseas supplies; and

(i) a decline in sleepwear business due to foss of key personnel.
Gross margins
Physico’s gross margins increased substantially in the year ended 30 june 2004, as compared

with the previous year. The improvement in gross margins was achieved by sourcing more
products from China.
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14.6

14.7

14.8

14.9

14.10

14.11

14.12

14.13

14.14

Overheads

Overheads as a percentage of revenue in the year ended 30 June 2004 increased to 35%,
compared with 28% in the year ended 30 june 2G63. The FY2005 forecast overheads are
consistent with those of the year ended 30 June 2004, although slightly lower.

The doliar amount of overheads reduced during the year ended 30 June 2004 following the
reduction in sales and the restructuring of the business.

EBIT and EBITDA margin

Despite Physico’s EBITDA margin increasing from 1.2% in the year ended 30 june 2003, to
4% in the year ended 30 June 2004, the FY2005 Forecast EBITDA margin is expected to fall
back to 2.8%. This decline is in-line with actual results achieved to February 2005 and takes
into account the reduced gross margin, offset in part by the reduced level of overheads.
Simdlarly, Physico’s EBIT margin increased from 0.79% in the year ended 30 June 2003, to 3.2%
in the year ended 30 June 2004 and the FY2005 Forecast EBIT mazgin is expected o fall back
to 2.0%.

Overview to the FY2005 Forecast

Horwath notes that the FYZ005 Forecast has been based on the following assumptions:

6] actual results for the 8 months ended 28 February 2005; and

(i) directors' forecasts for March to June 20065.

Revenue from ordinary activities

Physico's sales revenue from ordinary activities over the 8 months ended 28 February 2005
was approximately $32.6 milkon. This represents 71.3% of the total sales revenue generated
over the 12 months to 30 |une 2004 of $344.88 million {refer to the table in paragraph 14.1
above).

The sales reverwe budget is based on orders at hand as at 28 February 2005.

Gross margins

Physico’s FY2005 Fosecast gross margin is expected to decline slightly from the year ended 30
june 2004. The reason for the decline is due to competitive pressure.

Overheads

The FY2005 Forecast is that Physico’s overheads will be 33% of total revenue, which is a slight
improvement on the 35% recorded in the year ended 30 |une 2004. The reason for the
improvement is the restructure of varicus business units.

EBIT and EBITDA margin
The effect of the decline in gross margin has resulted in a substantial decline in FY2005

Forecast EBIT and EBITDA margin to 2% and 2.8%, respectively, from 3.2 and 4.0 %,
respectively, in FY2004.
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14.15

14.16

14.17

14.18

14.19

14,20

14.21

FY2006 Budget

As discussed in paragraph 5.17 above, Horwath has not disclosed the FY2606 Budget in this
iER. However, a discussion of the major assumptions that underlie the budget is set out in
paragraphs 14.16 below to 14.26 below.

Horwath notes that the FY2006 Budget excludes any synergistic benefits gained from the
Transaction and as such, no synergies resulting from the vertical integration of Physice and £d
Harry have been included.

Horwath also notes that the Y2006 Budget has been largely based on the 12 months ending
30 June 2005, which incdludes 8 months of actual resulis to 28 February 2005, and directors’
forecasts for March to June 2005 {refer to paragraph 14.9 above).

Revenue from ordinary activities

The following assumptions have been made in relation to Physico’s sales forecast in the
FY2006 Budget:

) sales revenue has been based on the budgeted sales for the 12 months ending
30 June 2005, on a customer by customer basis;

() to the extent necessary, appropriate reductions have been made for the slowing
economic conditions; and

{H) an increased level of sales to South Africa and Europe has been assumed.

Gross Margins

The FY2006 Budget gross margin has been calculated on a customer-by-customer basis and is
based on the actual gross margins achieved over the 8 months ended 28 February 2605,
Management does not expect any dedline in gross margins.

Overheads

FY2006 Budget overheads are largely in line with the normalised overheads forecast for
FY2005.

Financial position
The following table summarises the statement of financial position of Physico as at 30 June

2004 and 28 February 2005, together with the estimated pro forma position as at Completion
Date:
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Physico
Statement of financial position as at 30-jun-04 28-Feb-05  Pro forma Notes
$'000 $°000 $°000
Current assets
Cash assets 568 1,380 1]
Rereivables 7,045 6,920 6,320
Inwverntony 2,055 2,028 2,028
Other financial assets 5 106 106
Other 474 486 486
Total current assets 10,147 10,920 8,940
Non-curreni assets
Property, plant and equipment 1,644 1,829 1,829
Intangible assets 35 37 37
Other 0 128 128
Total non-current assels 1,679 1,994 1,994
Total assets 11,826 12,914 10,934
Current liabilities
Payables 2,706 2,271 1,640
lrterest-bearing liabilities 960 5,763 5,100
Current tax liabilities (24) (94}
Provisions 451 433 435
Total current habilities 4,157 8,374 7,081
Non-current Habilities
Payables 825 506 0 1
lrterest-bearing liabilities 3,009 48 48
Provisions 181 205 208
Total non-current liabilities 4,105 759 253
Total liabilities 8,262 5,134 7,334
Net assets 3,564 3,780 3,600
Equity
Contributed Equity 3,519 3,519 4,025
Retained profits 44 261 {425}
Total Equity 3,564 3,780 3,600
Adjusted Net Tangible Assets 3,600
Notes

1: Will be capitalised as part of the purchase transaction.

Source: Physico.
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14.22

14.23

14.24

14.25

14.26

Horwath notes that the pro forma balance sheet represents the trading assets of Physico to be
acquired by Biron and that if the value of the trading assets less Habilities will exceed the
minimum amount of net tangible assets to be delivered to Biron under the Physico Acquisition
Agreement (33.6 million) then the excess will become payable by Biron to the Physico
Vendor.

Horwath notes the following from the above table:

)] Physico’s NTA increased by approximately $216,000 between 30 June 2004 and 28
February 2005;

(i Physico’s current ratio, expressed as current assets divided by current liabilities, has
declined to 1.30 times as at 28 February 2005, compared with over 2.4 times as at
30 June 2004; and

{Hi) interest bearing liabiities have increased by approximately $1.75 million between 30
June 2004 and 28 February 2005, resulting in an increased interested bearing debt
to total assets ratio of 45.1% as at 28 February 2005, compared to 47.1% as at 30
|une 2604.

Horwath's review of the Budget

In preparing this report, Horwath has relied on the FY2005 Forecast and FY2006 Budget
prepared by Physico. Horwath understands that the Forecast and Budget have been reviewed
by Physico's board of directors but not formally adopted at this time. However, the Physico
board has indicated that in their opinion, the FY2005 Forecast and $Y2006 Budget adequately
reflect the history and prospects of the business.

Horwath understands that the FY2005 Forecast and FY2006 Budget take account of Physico's
operating businesses, current eamings and market position, assessments of revenue growth in
each sector in which Physico operates, and estimates of operating costs, based on both
historical costs ard assessed future needs. Accordingly, Horwath understands that the FY2005
Forecast and FY2006 Budget have been based on “best estimate” assumptions at the time
that they were prepared.

Horwath has not been engaged to undertake an independent review of Physico’s FY26065
Forecast and the FY2006 Budget and has not undertaken such a review. Accordingly,
Horwath does not express an opinion on the reasonableness of the assumptions underlying
the FY2005 Forecast and the FY2006 Budget, or their achievability. However, Horwath has
considered the underlying assumptions of the FY2005 Forecast and the FY2006 Budget for the
purpose of forming its valuation opiniorr on Physico. The scope of Horwath’s work in this
regard comprised of the following:

) obtaining details of the key underlying assumptions and ensuring that they are
consistently applied in the FY2005 Forecast and the ¥Y2006 Budget;

() discussions with management regarding the basis on which the assumptions have
beern formulated;

{H) comparison of the key underlying assumptions (regarding such matters as sales,
gross profit margins, and overhead costs) to past resulis, as well as considering
existing trends being experienced by the business;

{) consideration of key assumptions in the light of varicus economic and industry
analysis;

{v) discussions with management on likely prospects for Physico; and

{vi) checking the overall clerical accuracy of the FY2005 Forecast and the FY2006
Budget.
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14.27 Based on the limited scope of work undertaken by Horwath outlined in paragraph 14.26
above, and in particular, the fact that Morwath has not been engaged tc undertake an
independent review of the FY2005 Forecast and the FY2006 Budget, Horwath expresses no
opinion as to the overall accuracy and reliability of the FY2005 Forecast and the FY2006

Budget and does not warrant their achievability.

14.28 However, nothing has come to Horwath's attention to indicate that the FY2005 Forecast and
the FY2006 Budget are not based on reasonable “best estimate” assumptions, taking into
account the level of current and expected operations.
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15 OVERVIEW AND FINANCIAL INFORMATION ON THE MERGED ENTITY
Earnings

15.1  Set out below are the aggregated earnings of the Merged Entity, including an allowance for
additional corporate overheads, but excluding the effect of synergies:

Merged Entity statement of financial performance Actual Forecast
For the year ended 30 june 2003 2004
For the yvear ending 30 june 2005
$000 $000 $000
Revenue from ordinary activities Bd Harry 62,629 74,759 76,772
Revenue from ordinary activities Physico 62,417 44 BROD 44,363
Total revenue from ongoing businesses 125,046 119,635 121,135
EBITDA Ed Harry 1,064 4,291 5,720
EBITDA Physico 742 1,777 1,223
Total EBITDA 1,806 6,068 6,943
Less: Corporate costs {excluding interest, depreciation and amortisation)} na Na 600
EBITDA of Merged Entity {ignoring irmpact of synergies) 6,343
Revenue growth % pa nfa {4.3%) 1.3%
EBITDIA margin % 1.4% 3.1% 5.2%

15.2  Corporate costs comprise the estimated incremental costs (excluding interest, depreciation
and amortisation} of operating the td Harry and Physico businesses as an integrated business
and as a listed entity on the ASX. These costs include estimated ASX fees, registry fees, annual
general meeting costs, additional audit and accounting fees, non-executive director fees and
additional director and officer insurances.

15.3  in addition, the corporate costs include an allowance for management expenses, including a
group managing director and a chief financial officer,

Synergy benefits

15.4 Horwath has been advised by Physico management that in their opinion, a substantial
amount of synergy benefits exist by merging the two businesses together. These benefits

include:

) “back office” costs namely, people, accounting systems management teams and so
on;

{5 another key benefit to arise from the merger of the two businesses is that new

erthanced accounting systems are to be put into place, which will enhance the stock
management process;
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{H) cost of sales - this is potentially cne of the major areas of savings, as Physico intends
to be one of Ed Harry’s key suppliers. However, it is not the intention of Physico to
become Ed Harry's sole distributor. In calculating the extent of any synergy benefits
for supply, Physico would need to incorporate additional costs associated with the
management of the new distribution arrangement. Nonetheless, it is expected by
management that a sufficient net contribution to EBITDA should result from
vertically integrating the Ed Harry and Physico businesses in the Merged Entity.
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16 VALUATION OF THE MERGED ENTITY
Valuation methodology

16.1  Set out in Appendix 2 is a summary of the various valuation methodologies considered by
Horwath in order to arrive at its valuation opinion of the business of the Merged Entity.

16.2  In valuing the Merged Entity, Horwath has adopted the capitalisation of future maintainable
earnings method of valuation. Horwath's reasons for adopting this approach are as follows:

) the Merged Entity will be an integrated business comprising established businesses
with a history of significant revenues and overall profitable trading;

{5 although opportunities for sales growth i the domestic Clothes Wholesale industry
are in decline, the Merged Entity has potential aiternate avenues for profit growth by
operating on an international basis and through improvements in  cost
competitiveness; and

(i) the Merged Entity operates in a mature industry.
Valuation of Merged Entity
Maintainable earnings

16.3 In Horwath's opinion, the appropriate measure of earnings to adopt in valuing most
businesses and companies is EBITDA. In Horwath's oginion, EBITDA is a preferred
measurement of earnings, as it most accurately reflects the return generated by the business
and ignores factors that may not be relevant to the actual eaming capacity of the Merged
Entity such as the following:

) interest costs that reflect the method of financing the Merged Entity and vary
between businesses;

(i effective tax rates that reflect both the tax regimes in different countries and
different tax positions of, and tax planning measures implemented by, businesses;

{H) historical cost of fixed assets at the time of their acquisition and different accounting
policies that will affect annual depreciation charges; and

{) amortisation charges of intangible assets, especiaily goodwill, that may discriminate
against companies that have accomplished business growth by acquisition of other
companies as opposed to those that have organically grown their businesses.

16.4  The rate used to capitalise future maintainable earnings is calculated by reference to EBITDA
multiples derived from recent market transactions to the extent that they are available and
derived from trades of minority parceils of shares in listed public companies. The transaction
multiples incorporate the market's expectations of the future eamings of the respective
businesses, including expected growth of future earings due to the impact of expeclations
regarding future economic, industry or company specific conditions and having regard o past
earring capability and generally reflect a minority shareholding position.

16.5 Horwath has chosen a maintainable EBITDA for the Merged Entity by reference to i#ts historical
earnings, but has also considered the combined FY2005 Forecasts and FY2066 Budgets of Ed
Harry and Physico and estimated merged entity corporate costs. Set out in paragraphs 16.6
w 16.14 below is a discussion of the key factors considered in arriving at the estimated
maintainable earnings of the Merged Entity.
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16.6

16.7

16.8

16.9

16.10

16.11

16.12

16.13

16.14

Ed Harry earnings

Ed Harry sales have consistently increased for the years ended 30 june 2002 to 30 june 20064
(Inclusive) as well as reflected in the FY2005 forecast. The increases arose from the growth in
store numbers and this tsend is expected to continue. In addition, Ed Harry has demonstrated
consistent gross profit margins ranging from 47% to 52% of sales.

The above, together with the containment of overheads, has resuited in sound earnings
growth since FY2003.

Going forward, in Horwath's opinion, Ed Harry has significant opportunities and strengths (as
noted in paragraphs 11.26 to 11.29 above). One of £d Harry’s largest opportunities is the
potential further growth in stores, which Ed Harry has a sound track record in achieving. The
strength of the company is the scalabiity of the business, where additional sales can be
achieved without the incurring material incremental overhead costs and is a major attraction
of the Ed Harry business,

Notwithstanding the above, in Horwath's opiniory, Ed Harry's FY2005 Forecast earnings are
most indkcative of its future eaming capability, supported by the growth in earnings in the
FY2006 Budget.

Physico earnings

As set out in paragraph 14.1 above, Physico has been experiencing a decreasing trend in sales
and variable profitability since FY2003 and has supported profitability by reducing overhead
costs.

Going forward, in Horwath’'s opinion, the Physico business has significant strengths, threats
and weakness and these are described in paragraphs 13.20 to 13.23 above. One of the major
threats to Physico is operating in a declining Clothes Wholesade industry, which may resuit in a
continued downtrend in sales.

Notwithstanding the comments made at paragraph 16.11 above, Horwath has satisfied itself
that initiatives have been undertaken by the management of Physico to achieve a sustaining
business model by:

)] focusing on international distsibution opportunities;

(i investigating initiatives to scale up the business and take advantage of existing
infrastructure; and

(i) implementing further improvements in cost structure,
Whilst the above initiatives have been undertaken, they have yet to transiate into increased
earrings. Accordingly, the earnings of Physico during FY2004 and FY2005 currently are the

most indicative guides o Physico’s earnings capacity.

Corporate overheads

For the purposes of this report, Horwath has adopted the expected full year corporate
overheads as the basis for arriving at maintainable earnings. Horwath notes that no account
has been takens of the expected synergy benefits arising from the Transaction when
determining the level of maintainable earnings of the Merged Entity. Horwath has
appropriately adiusted the selected capitalisation rate to take into account the potential
synergy benefits that offset the corporate costs.

Ko 1084 200405V PHYSICOY IERY Draft Report - 20 July 2005 doc

Page 87 of 131

Horwath




Biron Independent Expert’s Report - Physico Clothing Co and Ed Harry

16.15

16.16

16.17

16.18

16.19

16.20

16.21

16.22

16.23

Maintainabile earnings

Based on the matters noted in the above paragraphs, Horwath has adopted as the
mairitainable earnings of the Merged Entity for valuation purposes, the FY2005 Forecast
earnings of approximately $6.4 million, as set out in paragraph 15.1 above,

Capitalisation multiple

The capitalisation multiple reflects the growth prospects, the quality of earnings and the risks,
of the Merged Entity.

The choice of capitalisation muiltiple for the purpose of our valuation is based on a
consideration of the EBITDA multiples of publicly listed companies operating in the same or
similar industry sector as Physico and Ed Harry. The relevant capitalisation rate selected has
been discounted for factors such as comparative business risk, size of the entities considered
and other factors.

implied EBITDA multiples ochserved from mergers and acquisitions

Appendix 3 sets out a summary of merger and acquisition activity in the Clothes Retail
industry.

Appendix 4 sets out a summary of merger and acquisition activity in the Clothes Wholesale
industry.

Based on a review of Appendices 3 and 4, Horwath notes that the only comparable
fransaction is the acquisition of Palmer Corporation Limited ("Palmer”) by Colorado Group
Limited {"Colorado”). Horwath notes that this transaction occurred in December 2000 and
implied an EBITDA multiple paid for Palmer of 16.3 times. In Horwath's opinion, this
transaction is considered to be dated and accordingly, not appropriate for the purposes of
forming its opirdon on the value of the Merged Entity.

EBITDA muliples chserved from listed company trading muliples

Appendix 5 provides a brief overview of companies that may be considered to be operating
in the same or similar industry sector as the Merged Entity. Horwath notes that most of the
companies are generally much larger and/or operate in larger markets than Merged Erttity.

Appendix 6 details the historical and, where available, forecast financial data, for the listed
companies described at Appendix 5.

Based on a review of the material in Appendix 6 Horwath notes the following:

) the average and median forecast EBITDA multiples for companies in the Retailers
group are 5.4 times and 5.0 times, respectively;

() the average and median forecast EBITDA multiples for companies in the Wholesalers
group are 6.8 times and 7.7 times, respectively;

{H) the vertically integrated retailers category which the Merged Entity most closely
matches has two Australian companies, Billabong International Ltd {"Billabong™)
ardd Colorado;

{) Billabong trades at an historicai EBITDA multiple of 20.7 times and a forecast EBITDA
multiple of 14.3 times, which in Horwath’s opinion, reflects a premium paid for its
track record of growing sales and earnings and its strong brand name; and
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{v) Colorado trades at an historical EBITDA multiple of 5.6 times and a forecast EBITDA
multiple of 5.2 times. Compared to Billabong, Colorado operates in Australia only
and does not have similar historical rates of growth in its sales and earnings;

{vi) Horwath notes that Colorado has a |anuary rather than a June year-end. This means
that the historical EBITDA multiple of 5.6 times reflects the multiple of EBITDA
earnings for the year to 31 January 2005 ("2005 Earnings”) rather than a multipie
on EBITDA for the year to 30 June 2004, Given that the 2005 Earnings are higher
than the earnings for the year to 30 June 2004, the historical EBITDA multiple for
Colorado is understated when compared to other Australian comparable companies
with a 30 June year end and historical EBITDA multiples calculated on earnings for
the year to 36 June 2004;

{vii) an analysis of historical and forecast EBITDA miultiples for integrated retailers, retailers
and wholesalers is set out below:

Comparable Group Historical Forecast
EBITDA EBITDA

raultiple multiple

range range

tirmes times

Integrated retailers 5.6to 20.7 5.2 o143
Retailers 3.9to15.2 40 to B2
Wholesalers 7.2to 38.9 30 to B7

After considering the above analysis, in Horwath's opinion, there is not an adequate
sample size to provide a meaningful analysis, and there is insufficient evidence to
suggest that integrated retailers command higher multiples than companies
categorised as either retailers or wholesalers.

16.24 Based on the above, Horwath has selected a starting EBITDA muitiple that would be relevant
to the Merged Entity of 6.5 times. This muitiple is based on the following:

)] the most comparable company to the Merged Entity is Colorado, an integrated
retailer with a historical and forecast EBITDA muitiples of 5.6 times and 5.2 times,
respectively;

Gh the average and median historical (7.8 and 6.1, respectively) and forecast (5.4 and
5.0, respectively) EBITDA multiples of companies in the retailers group;

(i) the average and median historical (16.6 and 10.1, respectively) and forecast {6.8
and 7.7, respectively) EBITDA multiples of companies in the wholesalers group;

(iv) it is expected that the majority of the Merged Entity’s profits will be generated by
the Ed Hasry business, which is retal based; and

() the EBITDA of the Merged Entity being capitalised is essentially based on the FY2005
Forecasts, which are historical numbers.

16.25 The following adjustments to the selected starting EBITDA muitiple of 6.5 times have been
magde so as to arrive at the appropriate muitiple for valuing the Merged Entity:
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@

(i

)

(v}

v

discount for lack of scale: the malority of the comparable companies are farger in size,
which may attract one or more of the following benefits:

{a) operation in larger markets;

{b) economies of scale;

{c) complete vertical integration; and

{d) stronger bargaining power with supplers and clients;

discount for risk of loss of key customers as a resuit of the merger: Horwath notes that
one of the key risks identified as arising from the Transaction is that Physico
customers may reduce their sales fevels due to concerns over the vertical integration
with the retail Ed Harry business. Accordingly, a discount has been applied for this
risk factor;

discount for competitor influence — in Horwath's opinion, major traditional department
stores and larger/ international branded retailers pose a material threat to the
expansion and profitability of the Merged Entity. Accordingly, a discount for the
above specific risk has been taken into consideration;

premium for growth: based on Horwath's review of the FY2006 Budget earnings, it is
clear that Physico and Ed Harry business have an above average potential for
earnings growth. Accordingly, Horwath has taken a premium for growth into
account of its capitalisation rate; and

premium for controk: a premium has been applied to reflect the fact a valuation of
100% is required, rather than a ‘minority share’ in the company. The ‘minority
share’ valuation is inherent in the use of listed company multipies based on the
quoted share prices of those companies. The premium is based on empirical
evidence of amounts paid for controlling interests and takes into account the
synergies that an acquirer will achieve control of the Merged Entity. As discussed in
paragraph 15.4 above, there are a number of potential synergies to arise from the
merger of the Physico and Ed Harry businesses. Consequently, Horwath has applied
a 20% premium for cortrol.

16.26 Based on the above, Horwath has arrived at a range of adjusted multiples of 6.4 to 6.7 times
maintainable EBITDA.

16.27 In Horwath's opinion, the selected adjusted multiple, based on the listed companies, properly

reflects:

@

(B
(i)
()

W
(vi)
(viiy

(vii)

the recent trends in sales and earnings for both Ed Harry and Physico;
the potential for continued growth in Ed Harry stores and sales;

potential synergies and the risk that synergies may fail to materialise, either at all or
to the extent expected;

the risk that management initiatives to develop the expected business model may
fai

business risks faced by each business;
the reputation and position of the Merged Entity i its market place;

the infrastructure of the Merged Entity; and

the outiook for the Clothes Retail and Wholesale industries.
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Summary of enterprise value of the Merged Entity

16.28 Based on the comments detailed above, Horwath's valuation opinion of the Merged Entity
based on the capitaiisation of maintainable earnings methodology, is as foliows:

Para. Low High

Merged Entity Ref. Value Value
$°000 3000

{2) Maintainable EBITDA 16.15 6,400 6,400
{b} Capitalisation multiple 1626 6.40 6.70
{c} Enterprise value of the Merged Entity fay x () 44,960 42,880

Valuation cross check

16.29 Horwath has crosschecked its valuation conclusion of the Merged Entity by reference to the
implied sales multiple. Set out below is Horwath's analysis of the reasonableness of its
valuation corclusiory:

Para. Low High

Merged Entity Ref. Value Value
3000 3000

{a} Enterprise value of the Merged Entity 16.28 40,960 42,880
{b} Sales 15.1 121,135 121,135
{c} implied sales multiple (times) {a)/{) 0.34 Q.35

16.3¢  Horwath notes that the above forecast enterprise value: sales multiples compare to the other
companies in the Clothes Retail and Wholesale industries {refer to Appendix &} as follows:

)] the average/median multiple for the integrated retallers is 2.1 times and this figure is
largely influenced by Billaborxg — a much larger company than the Merged Entity;
and

(i the average/median multiple for retailers is 0.6 and 0.7 times, respectively. Again,

most of the companies listed in the retail sector are farger than the Merger Entity
and generally more profitable; and

() the average/median multiple for wholesalers is 1.2 and 1.0 times, respectively.
Again, most of the companies listed in the wholesale sector are larger than the
Merger Entity and generally more profitable

16.31  In Horwath's opinion, the relativity of the implied forecast sales multipie of the Merged Entity
o the companies listed in Appendix 6 is reasonabie for the following reasons:

6] allowing for the size differential;

(i the majority of the Merged Entity’s profits are to be derived from the Ed Harry retail
business; and

(i) the impact of sales and profitability of the Physico business relative to the Ed Harry
business. in other words, if the Physico sales and profitability were to be excluded
from consideration, the sales multiple wouid be higher.
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17

17.1

17.2

17.3

ASSESSMENT OF THE TRANSACTION VALUE

Paragraph 3.11(ii) above, sets out the basis for arriving at the Transaction Value. In short, the
Transaction Value is the enterprise value of the Merged Entity, plus the capital raisings, less
payments to the Vendoss and other bosrowings and Habilities assumed and repaid.

Horwath notes that the liabilities arising from the Transaction include the following:

)] bank debt - required to fund the Merged Entity;
(i) Vendor Finance;
(b Deferred Consideration No.i- which upon Completion Date and subiect to

performance hurdles also becomes a liability of the Merged Entity;

{) Deferred Consideration No.2- which upon Completion Date and subject to
performance hurdles also becomes a liability of the Merged Entity;

{v) Transaction Costs;
{vi) Performance Shares; and
{vii} Investec Options.

Set cut below is Horwath’s assessment of the Transaction Value:

Equity value of the Merged Entity Ref. Para. Low High
$000 $000
Assats
Enterprise value 16.28 40,960 42,880
Surplus cash per Proforma balance sheet 7.4 2,250 2,250
Directors’ Options 17.44 350 368
Investee Options 17.28 below 1,260 1,324
Assets arising from the purchase of the Ed Harey
Special Capex (Note 1) 2.6{iv) 950 850
45,770 47,772
Liabilities
Banking Facility & existing 2.9 8,048 8,048
Vendor Finance 17.9 5438 5438
Deferred Consideration No.1 17.16 3,623 3,583
Deferred Consideration No.2 17.16 1,408 1,243
Yatue of Perforrnance Shares 17.43 4,724 4,203
23,241 22,514
Equity value of the Transaction 22,529 25,257
Ordinary Shares 2.14 39,894,170 39,854,170

Transaction Value- Value per share - Merged Entity{cents)
Mid-point Value per share - Merged Entity (cents)
Note 1t It is assumed that the fair value of the Special Capex will equal the amount expended to acquire it

Note 20 May not add due to rounding.

56.5

63.3

59.9
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17.4

17.5

17.6

17.7

17.8

17.9

17.10

17.11

Cash

Set out in Appendix 8 is a Proforma balance sheet of the Merged Entity, which takes into
account the Transaction. It is clear from Appendix 8 that following the Transaction, the
Merged Entity’s working capital ratio would be some 1.9 times (that is, current assets $1%.1
million divided by current liabilities $9.9 million). in Horwath's opinion, this ratio wouid be
conservative and reflects the level of cash. Assuming that all of the cash on hand is surpius,
(having regard to the availability of the working capital facility of up to $3 million (refer
paragraph 2.9(i) above)), Biron's working capital ratio would be 1.7 times (that is, current
assets $19.1, less cash of $2.250 million divided by current liabilities $9.9 million) and this
ratic (together with the availability of the $3 million working capital facility to fund short term
fluctuations) would be sufficient for the purposes of maintaining the operations of the Merged
Entity. Accordingly, Horwath has assessed the amount of surpius assets as including the cash
balance on the Proforma balance sheet of $2.250 miillion.

Vendor Finance

The EH Vendors have agreed to receive 36 milion of their sale consideration as Vendor
Finance.

In Horwath's opinion, the Vendor Finance does not represent a normal commercial loan
arrangement as the loan is interest free for the first 12 months and thereafter bears an interest
at the rate equal to the Commonwealth Bank of Australia Limited “Business Overdraft Monthly
Index Rate”, {currently around 9.8% pa) but without the addition of any margin.

Far the purposes of assessing the value of Vendor Finance, Horwath has discounted the face
value of the Vendor Finance for the interest free period of the Vendor Finance. Horwath has
not adiusted the face value of the Vendor Finance for the interest rate payable in that period
duging which the Vendor Finance does bear interest as, in Horwath's opinion, it approximates
a commercial rate of interest.

The discount rate adopted by Horwath is 9.8% pa (being equal to the currently prevailing
Commonwealth Bank of Australia Limited “Business Overdraft Monthly index Rate”) that
Horwath believes takes into account the time value of money and the assessed risks associated
with the Vendor Finance cash flow amounts and has been used to determine the value of the
Vendor Finance.

Horwath's calculation of the present value of the Vendor Finance using the above assessment
methodology and discount rate is $5.438 million.

Deferred Consideration

The EH Vendors have agreed to receiving $4 million as Deferred Consideration No.1 and §2
million as Deferred Consideration No.2.

As the Deferred Consideration No.1 and 2 miay or may not be paid, depending upon whether
or not Ed Harry and Biron (e the Merged Entity) reach a certain level of earnings
performance, Horwath has assessed the value of the Deferred Consideration No.1 and 2 as a
risk weighted probability of payment of the Deferred Consideration. The methodology
adopted is:

() firstly, discount the Deferred Consideration No.1 and No.2 to a present value using a
range of risk adjusted discount rates appropriate to value the business of Ed Harry;
and
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17.12

17.13

17.14

17.15

17.16

17.17

() secondly, weight the discounted payments according to the assessed probabiity of
payment. For example, if the assessed probability of payment were 0%, then the
discounted amounts would be multiplied by 90% to produce the result.

Based on Horwath's review and assessment of the earnings of Ed Hasry and the Merged Entity,
Horwath is of the opinion that payment of each of the Deferred Consideration No.1 and No.2
is highly likely, and therefore has apportioned a weighting of 160% to Deferred Consideration
No.1 being paid, and between 75% and 85% in respect of Deferred Consideration No. 2
being paid.

In regard to Deferred Consideration No.1 it is noted that the Ed Harry EBITDA required to be
achieved is 34 million in FY2005 and Fy2006 and the FY2005 Forecast of Ed Harry EBITDA is
$5.72 milllon, which is well in excess of the hurdle amount of $4 milllon. Horwath believes
that it is highly likely that the hurdle will be met and that the Deferred Consideration No.1T will
become payable.

In regard to Deferred Considerations No.2 it is noted that the Merged Entity EBITDA required
to be achieved is 37 million in FY2007 and the FY2005 Forecast of the Merged Entity EBITDA
is $6.34 million. Given that the hurdie must be met for FY2007 and Horwath understands
that the opportunity exisis for the Merged Entity to obtain significant synergy benefits in the
next 2 years, Horwath believes that it is likely (but by no means certain) that the hurdle will be
met and that the Deferred Consideration No.2 will become payable. In Horwath's opinion, a
probability weighting of between 75% and 85% has been assigned to the derived value of the
Deferred Consideration No.2 being payable.

Based on Horwath's assessment that it is that it is highly likely that both the Deferred
Corssideration No.1 and Deferred Consideration No.2 will become payable, it is Horwath's
opinion that for the purposes of assessing the present value of the Hability of Biron in respect
of the Deferred Consideration No.1 and Deferred Consideration No.2 it is appropriate to
discount the amounts payable from the expected paymenis dates o 30 June 2005 at a
weighted average cost of capital ("WACC") discount rate of between 7.9% and 8.8% (post
tax).

Based on the above, Horwath has assessed the value of the Deferred Consideration No.1 and
Deferred Consideration No.2 as follows

Low High

$000 $000

Value of Deferred Consideration No.1 3,623 3,583
Vatue of Deferred Consideration No.2 1,408 1,243

Investec Options

The Investec Options convert into ordinary Biron shares and have a strike price of 72 cents.
Other key terms of the Investec Options include:

6] they convert into Biron Shares on a 1 for 1 basis;

G they are exercisable between 18 months and 5 years from the grant date, being
Completion Date; and

{ih they will not be listed on the ASX.
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17.18

17.19

17.20

17.21

17.22

17.23

17.24

Vatuation Methodology

For the purposes of this report, Horwath has valued the Investec Options on the basis of the
likelihood of the Investec Options being exercised and converted into equity and on the basis
that there is a reasonable expectation that such options will be converted into equity,
Horwath has taken into account the discounted proceeds of the exercise of the option and the
corresponding dilution effect in its calculation of the value of a Bison Share when determining
the Transactional Vaiue.

As a cross check to the above, Horwath has compared its assessed Transaction Value by taking
the equity value of Birorn: {(excluding the discounted proceeds due from the Investec Options)
and deducted the intrinsic value of the Investec Options from the resulting value and divided
that value by the number of Biron shares excluding the number of investec Cptions to be
issued. The results of the two aiternative valuation approaches were similar.

Set cut below is Horwath’s valuation assessmient of the value of the Investec Options.

There are two generally applied models used to estimate the value of an option. These are
known as the “Black-Scholes model” and the “binomial model”. Both take account of the
intrinsic value and the various factors affecting the time value. The Black-Scholes model
assumes that the option is exercised on the last date of the exercise pericd. That is a
simpiification where, as in the present case, the options may be exercised at any time during
the exercise period. The binomial model takes account of the possibility of earlier exercise.
Whichever model is applied, allowance should be made for the dividends that are likely to be
paid over the period during which the option will be held. Dividends over this period accrue
to the shareholder, but not to the option holder {and reduce the vaiue of the options).

As the Investec Options have the characteristics of an "American” call option, Horwath has
valued them as such.

Conceptually, the value of an American call option comprises the sum of:

6] its “intrinsic value” — that is, the value if it is exercised immediately (on the
assumption that this is possible). Thus, the intrinsic value of a call option is the
difference between the value of the underlying asset (i.e. an ordinary share) and the
exercise price of the option; and

(i the “time value” - this is a function of the time to maturity of the option, the
volatiiity of the ordinary share price, and interest rates. I simple terms, this “time
value” factor recognises that the value of a call option may increase substantially if
there is an increase in the value of the underlying asset, but never fall below zero.

In assessing the value of the Investec Gptions, Horwath has applied a modified “Black-Scholes
model” and a modified binomial model valuation methodology. The modifications are
necessary to allow the value of the investec Options to be reduced to reflect the impact of
future dividends.
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17.25 Horwath has also adopted the following parameters:
L/}
Underlying share price volatility i is usual practice for the historical Volatility to be used as a guide to future
Volatility. However, there is no information avaitable in relation to the Merged
Entity. As an estimate of the future Volatility of the Merged Entity, Horwath
has had reference to the Volatility in the Decernber 2004 Australian Graduate
School of Management (YAGSM™) Risk Management Service. The future
Volatifity in the Merged Entity has been based on the average between the
standard deviation for the Consumer Durables & Apparel GICS dass {(GICS

Class 10} and the standard deviation for the Retailing GICS class {GICS Class
13}

{"Volatility")

Future dividends Since neither Biron, Ed Harry nor Physico have stated any formal dividend
policy, it is difficult to accurately assess the level of dividends that the Merged
Entity will pay in the future. Horwath has considered the average historical
dividend yield of the Consurmner Durables & Apparel constitutes of the
Consurner Discretionary SEP/ASX GICS Sector as at 11 May 2005 and the
estirmated capacity of the Merged entity to pay a dividend in the future,
particutarly in light of the planned new store openings, that will require the
investenent of funds. Therefore, a dividend vield ranging between 2% and 3%
pa (based on a share price of 60 cents), in each case growing at 2% pa has
been adopied as a guide to the dividend yield that the Merged Entity will pay
into the future.

Risk free interest rate Horwath has adopted the interest rate applicable to five and ten year
Commonwealth bonds as at 11 May 2005 as an estimate of the appropriate
risk free rate. 1t 1s assumed that this interest rate remains constant over the life
of the Performance Shares. Our estimate of the risk free rate is 5.235% pa.

Term of security 5 years

Share price On the basis that the Transaction is being consummated by third parties
acting at arms length, Horwath has adopted the value of a Biron Share implied
by the Transaction of 50.60 as the market value of a share in the Merged
Entity.

Exercise price per option 72 cents

Valuation of investec Options

17.26 Horwath notes that the Investec Options cannot be exercised for the first 18 months.
However, Horwath does not consider this to be of a material consequence, given that it is
unlikely that the Investec Gptions would be exercised (if permitted) in the first 18 months due
to the “out of the money” nature of the Investec Gptions.

17.27 in determining the fairmess of the Proposal, Horwath has incduded the proceeds from the
exercise of the investec Options in the Transaction Value. That is, 3 million Investec Options
at 72 cents each or $2.16 miillion, discounted to reflect the assumption that they will not be
exercised immediately. The increased number of Birory Shares on issue following the assumed
exercise of the Investec Options has been included in the number of Ordinary Shares used to
determine the value per Biron Share arising from the Transaction.

17.28 In assessing the present value of the proceeds from exercise of 3 million investec Options, the
following assumptions have been adopted:
6] the Investec Options will be exercised after 5 years; and

(i the proceeds upon exercise have been discounted at an assessed after tax equity
discount rate of between 10.3% pa to 11.4% pa.

Based on the above, Horwath has assessed the value of the Investec Options to be $1.260
million to $1.324 million.
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17.29

Set out below is Horwath's valuation assessmient of the intrinsic value of the Investec Options:

Value of

::?izft:cf Investec

Risk- v Option after
free Optionbefore o oo anility

Price Dividends Rate Discounts discount
Grant per Share

Date Expiry share Price Volatility (&)] (%) (&3] (&3]

Strike Anral

High

17.30

17.31

17.32

17.33

july

fuby 2005 2010 $0.72 $0.60 23.57% 0.018 5.235 0.088 0.079

july

fuby 2005 2010 $0.72 $0.60 25.57% 0.012 5.235 0112 0.101

The table below sets cut the calculation of the total value of all the Investec Options:

Cents Low High Mid-point
Yalue using rnodel 8.79 11.18
liquidity discount 10.0% 10.0%

Value after liquidity discount 7.9 10.06 2.00

Value of alf Investec Options

Nurnber of options 3,000,000 3,000,000 3,000,000
Yalue of options {cents) 7.91 10.06 9.00
Total value of Investec Options $237,403 3301,799 $270,000

Based on the above, the value of the Investec Options is a low value of $237,400 {ihat is,
3 million Investec Cptions multiplied by 7.91 cents) and a high value of $301,860 {that is,
3 million Investec Options multiplied by 10,06 cents) and a mid-point of approximately
£270,000. The value of the Investec Options has been reflected in the Proforma balance
sheet as a liability and an asset {deferred borrowing cost). The deferred borrowing cost will
be amortised over the life of the Banking Facility.

As noted above, the purpose of arriving at the intrinsic value of the Investec Options is o
assess the reasonableness of Horwath’s valuation assessment of calculating the diluted value of
a Biron Share by taking into account the present value of the future proceeds due from
investec Options and and assuming that the number of Biron Shares on issue increases by the
assumed exercise of the investec Options.

Horwath notes that its analysis of deducting the intrinsic value of an Investec Option from the
equity value of Biron and dividing that value by the number of shares on issue, exciuding the
investec Options, results in a reasonable approximation of the value derived by using the
alternative methodology.
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17.34

17.35

17.36

17.37

17.38

17.39

Performance Shares

Both the Physico and Ed Harry Vendors are to receive Performance Shares, which may be
converted into Biron Shares (on a one for one basis) upon the occurrence of certain events
and have Hmited rights unti conversion.

Horwath notes the Performance Shares are transferable, aithough they will not be traded on
the ASX. Further, the Performance Shares have no performance condition other than that in
any financial year ending 30 June 2007 to 30 |June 2616 (both inclusive), Biron must achieve
an EBITDA of at least $7.6 million or a change of control Biron occurs. in the event that Biron
does not achieve the stipulated EBITDA in any of the stipulated financial years, the
Performance Shares will lapse.

Valuation Methodology

The Performance Shares are not in the nature of a typical call option over Biron ordinasy
shares, as the ability to exercise the Performance Shares depends on Biron earning a stipulated
ERBITDA and not the Biron ordinary share price reaching a stipulated value,

To value the Performance Shares consideration must be giver: to the likelihood that Biron will
eatn: the stipulated EBITDA or a change in control of Biron will occur.

Horwath has determined the value of a Performance Share by assuming that it is equivalent to
a Biron Share, less the present value of any future dividends likely to be paid on a Biron Share
that wilt be foregone whilst ever the Performance Share remains uncorwerted, all multiplied
by the estimated probability of achievement of the stipulated EBITDA target.

Valuation of Performance Shares

For the purposes of valuing the Performance Shares, Horwath has adopted the folowing as
inputs into the valuation methodology:

input fype Input adopted/ rationale
Terrn of security Between 30 june 2007 and 30 June 2014,
Share price On the basis that the Transaction is being consummated by third parties

acting at armns length, Horwath has adopted the value of a Biron Share implied
by the Transaction of $0.60 as the market value of a share in the Merged
Entity.

Exercise price per security i accordance with the proposed terms of issue of the Performance Shares,
$nit per share.

Future dividends As per Investec Options
Probability of achievement of Horwath has considered the EBITDA of each of Biron, Ed Harry and Physico as
stipulated EBITDA forecast for FY2005 {Forecast FY20035) and Budget FY2006, and the possible

synergy benefits arising from the Transaction.  As a result of this, Horwath
considers thata 75% to 100% probability of the Merged Entity achieving the
stipulated EBITDA within the stipufated time frame, as indicated in the table in
paragraph 17.40 below.
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17.40 Set out in the table below is a summary of the valuation of the Performance Shares:
Value of a Biron
share (less
present value of Value of a
Probability of dividends Performance Dividends
Drate achievement foregone) Share foregone PV of dividends foregone
Low High
Low High Low High Low High Low Cumulative  High Cumnulative
30-june-2005 $0.600  $0.600
30-june-2006 $0.588 $0.588 $0.012  30.012 $0.012 $0.012 $0.012
304une-2007  75.09%  85.0% $0.565 $0.566 30424  30.481 $0.012  $0.011 $0.023 $0.011 $0.023
30June-2008  80.0%  90.0% $0.531  $0.531  $0.425  30.478  $0.013  $0.017 $0.034 $0.011 $0.034
30June-2009  85.0%  95.0% $0.486 $0.487 30.413 30462  $0.013  $0.017 $0.045 $0.011 $0.045
30-June-2010 90.0%  100.0%  $0.430 30431 $0.387  30.431 $0.013  30.011 $0.056 $0.011 $0.055
Average 56412 50483
Lack of marketability
17.41 %he Performance Shares will not be listed on the ASX. It is generally recognised that the value
of a non publicly-traded asset is less than, and may be very much less than, a comparable
publicly traded asset because of the lack of certainty and speed with which the asset may be
converted to cash and the costs associated with finding a buyer and concluding a sale.
Howaever, the Performance Share holders are entitled 1o transfer the Performance Shares and
the shares issued on the exercise of the Performance Shares will be listed.
Vafue of the Performaonce Shares
17.42 Having regard to the factors set out above, Horwath has calculated the value of the
Performance Shares to be as follows:
Merged entity value Low High Mid-point
Yalue from table in paragraph 17.40 above. Cents 46.3 41.2
Less: Biguidity discount 10.0% 10.0%
Value after liquidity discount Cents 41.68 37.09 39.0
Total Value
EH Pedormance Shares 3,333,333 §1,389,393 51,236,199 31,300,000
Physico Performance Shares 8,000,000 33,334,543  $2.966,879 33,120,000
Total 11,333,333 $4,723,936  $4,203,078 54,420,000
17.43 Based on the above, the assessed value of the 11,333,333 Performance Shares (that is,

applicable to the Ed Harry and Physico Vendors) is a low value of approximately $4.203
million and a high value of approximately $4.724 million. In order to arrive at the low value of
the Merged Entity, the high value of the Performance Shares is regarded as a liability and vice
Versa.
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17.44

17.45

17.46

Directors’ Options

As noted in paragraph 2.13 above the Biron Directors have been issued with Directors’
Options. In short, there are 1 million options to be issued at a strike price of 60 cents per
share. In Horwath's opinion, at the prices implied by the issue of new Biron Shares to the
Public and to the Physico Vendors, the Directors’ Gptions are “in the money” and therefore
are likely to be exercised. in such circumstance, it is appropriate to include the proceeds from
the exercise of the Directors’ Options in the Transaction Value. That is, T million Directors’
Options at 60 cents each or $606,0660, discounted to reflect the assumption that they will not
be exercised immediately.

In assessing the present value of the proceeds from exercise of 1 million Director’s Options,
the following assumptions have been adopted:

{H the Directors’ Options will be exercised after 5 years; and

() the proceeds upon exercise have been discounted at an assessed after tax equity
discount rates of approximately 10.3% and 11.4% pa.

Based on the above, Horwath has assessed the fair value of the Directors’ Options at between
approximately $350,600 and $368,0600.

The inclusion of the Directors’ Options as above contrasts with their exclusion from
considerations in the valuation of Biron as # currently exists, as in Horwath's opinion, the
options would not be “in the money” and therefore are unlikely to be exercised ¥ the
Transaction does not proceed.
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18

18.1

18.2

18.3

18.4

18.5

18.6

EVALUATION OF THE PROPOSAL (INCLUDING THE TRANSACTION)
Fairness

Horwath has valued all the existing equity in Biron at between approximately $3.68 miilion to
$3.88 miliion or approximately 38.5 cents per share to 40.6 cents per Biron Share, as follows:

Para. Low High
Ref. value value
Adjusted Net assets (§'000) 0.5 3,681 3,881
Number of shares on issue (000} 8.5 9,561 8,561
Value of an existing Biron Share {cenis) {Existing Value) 385 40.6

Horwath has valued all the equity in the Merged Entity or the Transaction Value (refer
paragraph 17.3 above) at between 56.5 cents and 63.3 cents with a mid-point of 59.9 cents
per share.

In Horwath's opinion, the acquisition of Ed Harry and Physico is considered "fair" to the Non
Associated Shareholders when comparing Horwath's assessed value of the Existing Yalue with
the Transaction Value, as follows:

Low High
value value

cents cents

Paragraph per per
Reference share share
Existing Value 1015 3R8.5 40.6
Transaction Value 17.3 56.5 63.3

Based on the above, it Is cear that the Biron Non Associated Shareholders are more
advantaged by implementing the Transaction, of which the Proposal forms part.
Advantages of implementing the Transaction (which includes the Proposal)

Impact on earnings per share {"EPS”)

It is estimated that the Transaction will resuit in the £PS increasing from a negative amount to
approximately 8.2 cents per Ordinary Share.

Horwath has assessed the impact of the Transaction on the EPS of Biron based on Biren
expected annualised earnings in the absence of the Transaction or any other proposal and the
forecasts for the Merged Entity. The EPS has been measured on a PAT basis. Set out below is
Horwath’s cafculation of the impact on EPS:
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18.7

18.8

18.9

|
Earnings Pro forma Normalised

Merged Entity Biron stand alone

3 3
EBITDA 6,343 {250}
Less: Depreciation 953 0
EBIT 5,390 {250}
Less: Net interest expense/(income} 710 {119
Profit before tax 4,680 {131}
Less: Tax 1,404 g
Profit after tax 3,276 {131}
EPS {cents) 8.2 Negative
Assumptions 3000 $'600
1 interest bearing debt 8,048 o
tnterest rate (9 pa} 9.8% 8.5%
Annual interest expernse 789 0
2 Cash on deposit 2,250 3,395
tnterest rate (% pa) 3.5%% 3.5%
Annual interest income 79 119

3 Tax at statutory rate {(309)
4 Ordinary Shares 39,894,170 G,560,837
3 Assume Biron corporate costs on a stand-alone basis {pa 250

Based on the above table, the effect of the Transaction on the earnings per share is positive.
Dividends

Horwath has been advised that no formal dividend policy has been implemented by Biron
directors. However, it is expected that when such a policy is implemented, the dividend
payout ratio is likely to be between 60% and 70% of after tax profits. Non Associated
Shareholders will benefit from future dividends.

Avoid potential delisting

in the medium to longer term, Biron risks the ASX making a decision to suspend quotation of
Birors. In relation to this, Horwath notes the following Listing Rufes:

) Listing Rules 12,1 and 12.2, require that an enlity have operations and a financial
position sufficient to warrant the continued quotation: of the entity’s securities and its
continued listing; and

() Listing Rule 12.3 states that if half or more of an entity’s total assets is cash orin a
form readily convertible into cash, ASX may suspend quotation of the entity's
securities until it invests those in assels or uses them for the entity’s business.
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18.1G

18.11

18.12

18.13

18.14

18.15

18.16

Accordingly, it is possible that should the ASX decide to suspend quotation of Biron Shares
then shareholders would no longer have an “active” market to sell their shares.

Opportunity to benefit from merger synergies

As noted in paragraph 4.9 above, Horwath's valuation assessment may not take into account
the full effacts of the merger synargy benefits. Whilst there are risks that merger synergies are
either overstated or not achieved, in Horwath's opinion, significant synergies are expected to
arise from the merger of Ed Harry and Physico. Horwath's valuation takes into account some
of the obvious synergies that are likely to arise from the merger of Physico and Ed Harry.
Howaever, there is no doubt that more benefits may in fact be available,

Potential for improved liguidity

Due to the increased number of Biron Shares to be issued from the Transaction together with
the acquisition of two major businesses that are profitable, this will have the effect of
improving Birory's shares liquidity.

Counter current cash burn

Currently Biron is a “cash box” and Biron runs the risk that unless a worthwhile business can
be acquired, its the cash reserves will be exhausted by corporate overhead costs that need to
paid, irespective of whether or not Biron operates a business.

Potential ongoing costs

Horwath believes that if the Transaction/Proposal is not implemented, Biron will be:

)] a small listed comipany, with likely little demand for its shares; and

(i exposed to ongoing costs of maintaining the corporate structuzre (such as premises
rental and staffing) and listing {(ASX listing fees and audit costs).

Disadvantages of implementing the Proposal
Financial position and ratios

Set out below is the estimated negative impact on gearing and net tangible assets per
Ordinary Share. The estimated impact on net assets per Ordinary Share is positive.

Ratio Biron - at present Proforma
Net assets per share {cents) 35.4 56.6
Net tangible assets per share {cents) 35.4 (3.8}
Gearing

- Interest-bearing Debi: Total assets 0.0% 15.9%
- Interest-bearing Debt: Total tangible assets 0.0% 30.7%

L]
Ditution of Non Associated Shareholder proportionate interests

The Transaction will result in a substantial dilution of Non Associated Shareholders
shareholding in Biron from 100% to between approximately 19.8% and 25.9% (refer to the
table at paragraph 2.14 above) should the Transaction proceed.
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18.17

18.18

19

19.1

19.2

19.3

19.4

Advantages of not impiementing the Proposal

Remain open to new business acquisition opportunities

Biron is a listed vehicle with the maljority of its assets in cash or near cash assets. Should the
Transaction not proceed, there might be a more favourable business (than the Merged Entity)
for Biron to acquire in the future. However, if Biron continues in its current form it will
cortinue to face the risk of delisting and consuming its funds.

Disadvantages of not implementing the Transaction

Horwath believes that the major disadvantages of not implementing the Transaction are:

() the continued exposure of Biron 1o the risk of delisting; and
() Biron not finding a suitable business to develop or acquire.
Conclusion

Based on the above, in Horwath's opirsion, for the Nor Associated Shareholders of Biron:

)] the advantages of implementing the Transaction outweigh any disadvantages of
implementing the Transaction; and

{5 the disadvantages of not implementing the Transaction outweigh any advantages of
not implementing the Transaction.

RIsKS
Ceneral risks

By their nature, general risks are risks associated with most investments similar to Biron and
the Merged Entity. It is therefore up to each Non Associated Shareholder to assess the general
risks of an investment in Biror: and determine whether those risks are acceptable to them.

Market risk

The value of shares can go down as well as up due to changes in the value of the underiying
assets of the company, changes in general economic conditions, changes in conditions in the
industry in which the company operates, as weli as other factors.

income risk

The fevel of income can fall as well as rise due to the above and other factors.

Economic risk

investment returns are affected by a range of economic factors, including changes in interest
rates, exchange rates, inflation, general share market conditions, government policies
(including monetary and taxation policy and other laws), fluctuations in general market prices

for property, shares, bonds and other tradable investments, and the general state of the
domestic ard world economies.
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19.5

19.6

19.7

19.8

19.9

19.10

19.11

19.12

19.13

Taxation risk

After tax returns from an investment may be influenced by changes in taxation laws or their
interpretatior:.

Terrorism risk

The unpredictable nature and social and physical destructiveness of terrorist events may affect
the earnings and attractiveness of investments resulting in losses.

Specific risks
Liquidity risk

Should the Transaction be implemented, the existence of the enlarged number of Biron
Shares will not necessarily result in an increased fevel of share trading and liquidity.

Security specific risk

The cash flows, profits, financial position and management of the underlying business being
conducted affect returns from listed securities.

Interest rate risk

The risk of unfavourable movements in interest rates could lead to increased interest expenses,
this could result in a reduction of Biron's future profitability.

Market risk

Any change in the markets in which the Merged Entity operates may affect Birory's future
profitability.

Legal and requlatory risk

The performance of the Merged Entity may be affected by changes in government policy
and/or legisiation.

Vertical Integration and Offshore Procurement

There has been a recent trend in Australia towards vertical integration- the consolidation of a
retall business and a wholesale business. Shouid any of Physico’s current wholesale customers
decide to vertically integrate, Physico may lose some or all of the revenue attributable to those
customers. Similarly, i any of Physico's wholesale customers decide to source scme or their
entire product direct from offshore sources, Physico’s revenues, and profitability may be
adversely impacted.

Merger and integration Risk

A key driver of Biron's future success is likely to be the success of the integration between the
Ed Harry and Physico businesses. The integration challenges include the consolidation of
operating and technology processes, the elimination of duplicate corporate expenses and
maximising cross-selling opportunities. The ability of the newly combined group to realise
these challenges as soon as possible will affect the future profitability of the Biron. |If the
integration process does not proceed as expected and this may result in the profitability of
Biron being adversely affected.
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19.14 Fhere is also a risk that some of Physico’s currerst customers perceive that the combination of
Physico with Ed Harry will reduce Physico’s reliance on external customers and therefore
reduce the customers’ ability to negotiate purchase pricing and terms with Physico. This may
cause existing customers 1o purchase less volume from Physico.  Biron is committed to
ensuring Physico’s offering and service fevels remain attractive to all customers following its
acquisition of Physico.

Key Customer Relationships

19.15 The apparel wholesaling industry is characterized by large, relatively low margin orders. These
orders are placed by the customer’s product buying managers. To the extent that buyers
with whom Physico has a strong relationship leave the retail industry or become employed by
custormers unwilling to source product from Physico, Biron’s revenues, and profitability may
decline.

Competitive Environment

19.16 The Australian speciaity apparel retail markets are highly competitive with a large number of
market participants and few barriers to entry. Ed Harry’s concepts compete for both target
custormers and store locations with a wide range of retail formats including local, national and
international specialty apparel retail chains, full service national department stores, discount
department stores and single store operations. Although Ed Harry has demonstrated an
ability to compete effectively in these markets, there can be no assurance that the actions of
existing or new competitors or changes in consumer preferences will not have a material
adverse effect on Biron Capital’s performance.

Brand and Fashion

19.17 The apparel retail industry is subject to rapid and occasionally unpredictable changes in
customer preferences. Biron’s success in each of its brands depends upon its ability to identify
and respond to movements in fashion trends, and to develop appealing merchandise in
popular sizes on a timely basis. If Biron misjudges consumer trends or fails to sell stock at
expected prices, lower sales and margins could resuit. In addition, customers’ perceptions
that cne or more of Biron's formats is no longer able to offer fashionable products and
reasonable prices, may also adversely affect the reputation of Biron Capital’s brands.

Supply Chain and Product Sourcing

19.18 Both Ed Harry and Physico have established an extensive and reliable supply chain that allows
them to procure and deliver products to customers in a timely and efficient manner. The
efficiency of Biron’s supply chain management assists in managing working capital levels, in
particular, inventory levels and the reliability of delivery to customers. Disruption to any
aspect of the compary’s supply chain could have a material adverse effect on Biron's
operationai and financial performance.

19.19  &d Harry sources its product from wholesalers locally. However, all of the products purchased
by Physico are presently sourced from China from a number of different suppliers located in
different regions throughout China. This makes the Biron vulnerable to the political and
economic environments in this country, including movements in the Chinese Yuan / United
States dollar exchange rate, which could have a material adverse effect on the company’s
ability to source product at competitive prices.
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19.20

19.21

19.22

19.23

19.24

19.25

19.26

Customer Concentration

By definition, retail businesses have low customer concentration. However, wholesale
businesses generally have relatively high customer concentration. Physico’s five largest
customers account for approximately 60% of Physico’s sales {30% of the Merged Entity’s
sales). The loss of any one of Physico’s fargest customers may resuit in an adverse impact on
Biron's revenues and profitability.

Relationship with Landiords

Ed Harry has 176 retail stores, all operated on a feasehold basis. While leases are distributed
across landlords, with no one landlord having greater than 25% of leases, maintenance of
strong relationships with landlords is arr important aspect of the Ed Harry’s business.

Although the majority of the leases are governed by State and Territory Retail Tenancy
legislation which obliges iandlords to consent to assignments of lease to financially sound
parties with reasonable retail experience, (which Biron has through its Ed Harry and Physico
personnel), certain of the leases require the landlords’ consent for Biron Capital to continue as
a tenant following a change of control in Ed Harry. If some or all of these consents are not
provided, it may have an adverse impact on the company.

Given that the Merged Entity’s future growth prospects depend in part upon its ability to
increase sales at existing Ed Harry stores, refurbish existing Ed Harry stores, open new Ed Harry
stores at new locations, develop new concepts and continue to operate Ed Harry stores on a
profitable basis, any adverse change in Biron Capital’s relationships with landlords could
increase the Merged Entity’s costs or adversely impact the ability of the Merged Entity to
operate stores in preferred locations.

Ed Harry generally enters into medium-term leases typically for a period of five years, there is
no assurance that it will be able to renew leases on acceptable terms. Failure to renew feases
on acceptable terms could result in the loss of revenue and profitability.

Loss of Key Personnel

Biror: Capital’s success depends largely on its key personnel who play an important role in the
business, in particular the senior management team discussed in this report.  Inn addition to
the senior management team, sales managess holding strong customer relationships perform
a critical role in the business in terms of both winning new business and maintaining existing
business. Whilst efforts are made to retain the services of key employees, the loss of key
personnel could have a material adverse effect on Biron’s earnings or growth prospects. The
company may not be able to recruit replacements within a short timeframe.

Funding/Cost of Borrowing

It is possible that Biron's expansion as referred to below will be funded by a combination of
debt and equity. Biron, as a borrower of money, is potentially exposed to adverse interest
rate movements that may increase the financial risk inherent in its business. Whilst this risk
may be partially reduced due to interest rate hedging, there remains residual exposure both
row, and at the expiry date of the existing interest rate swaps. Biron's ability to raise finance
by way of equity funding will be dependent on its own performance and the performance of
local and international stock markets and investor sentiment that may be negative at any
given time.
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19.27

19.28

19.29

19.30

Expansion Plans

The continued growth of Biron, s revenue and profitability is to a certain extent dependent
upon opening new stores and upgrading existing ones. This expansion is dependent upon
Biron's ability to successfully identify suitable sites, negotiate acceptable lease terms and open
new stores on time. Additionally, although Biron employs strict financial criteria before
committing o the opening of new stores and the refurbishment of existing stores, there can
be no assurance that these stores will meet established targets.

Seasonality

Birory's sales are subject to some seasonal fluctuations. There is typically increased demand in
the period leading up to Christmas and Biron experiences a peak in sales and profitabiiity in
December. Any significant decrease in sales during this period could have a materiat adverse
effect on the company’s finandal performance,

inteflectual Property Confiicts

The designs used in Biron's branded products may be similar to the designs of other designers
and retailers. On occasion, other designers and retailers have alleged that 8iron's products
infringe on their intellectual property rights.

information Technology

Biron has invested significantly in the development of information systems designed to assist it
in monitoring and maximising profits, whilst allowing loss-making situations to be identified
and rectified. While Biron will make every effort to ensure that these systems are maintained
and improved to best meet the demands of the market, system failures may negatively impact
on the company's performance.
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20

26.1

26.2

20.3

20.4

20.5

206.6

26.7

QUALIFICATIONS AND CONSENTS
Qualifications

Horwath is the licensed corporate advisory arm of Horwath (NSW) Pty Limited. Horwath
provides advice in relation to all aspects of takeovers and corporate reconstructions and has
extensive experience in the valuation: of corporate erities.

My Alfred Nehama was responsibie for the preparation of this report. Mr Nehama was
assisted by Mr Vince Fayad in preparing this report. Mr Favad was actively involved in the
preparation of this report prior to leaving Horwath. Moreover, Mr Fayad continued to assist
Mr Nehama in the finalising of this report following his departure from Horwath,

Mr Nehama has extensive experience in a number of specialist corporate advisory activities
including company valuations, due diligence investigations, public company floats,
accounting, preparation of informationn memoranda and other corporate investigations.
Accordingly, Mr Nehama is considered to have the appropriate experience and professional
qualifications to provide the advice offered.

Interests

Neither Horwath, nor Horwath (NSW) Pty Limited, has acted as an adviser to Biron, Physico or
Ed Harry with respect to the Proposal described in this report. However, Horwath (NSW) Pty
Limited has provided due diligence advice in relation to the acquisition of Ed Harry and
Physico, as well as acting as the independent accountant to the capital raising. However,
Horwath (NSW) Pty Limited is not advising on the Transaction.

Horwath is entitled to receive a fee for the preparation of this report based on the hourly rates
and time of directors and staff involved in the preparation of this report. This fee is not
contingent on the outcome of the Transaction. Except for this fee, which is not contingent on
the outcome of the Transaction, Horwath has not recelved and will not receive any pecuriary
or other benefit, whether direct or indirect, for or in connection with, the preparation of this
report.

Consents

This report has been prepared at the request of the directors of Biron. This report has been
prepared only for the benefit of the directors of Biron and those persons who are entitied to
receive copies of documents relating to the Proposal. Apart from the purpose for which this
report was issued, neither the whole nor any part of this report nor any reference thereto may
be incduded in, or be attached to, any document, circular, resclution, letter or statement
without the prior written consent of Horwath to the form and context in which it appears.
Horwath has consented to the use of extracts and statements, based on statements made in
this report, in the Explanatory Memorandum to be issued by Biron relating to the Proposal, in
the form and context in which they are included.

This report represents solely the expression by Horwath of its opinior: as to whether or not the
Proposal is “fair and reasonable” to the Non Associated Shareholdesrs. The statements and
opinions contained in this report are given in good faith and are based upon a consideration
and assessment of information provided by the directors, executives and management of
Birors and general economic and market conditions prevailing as at 8 July 2005.
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20.8  Five {5) advanced drafts of this report were provided to Biron and its advisers. Certain
changes to factual matters were made to this report as a result of the circulation of the draft
reports.  However, there were no allerations to the methodology, conclusions or
recommendations made to Non Associated Shareholders as a result of issuing the draft

reports.
Yours faithfully

HORWATH
ENVESTMENT SERVICES PTY LIMITED

o A -

ALFRED NEHAMA
Representative
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APPENDIX T SOURCES OF INFORMATION

Horwath has reviewed and relied upon the following Information In arriving at its opinion on the Propesal:

Proposed Transaction Information
Draft Notice of General Meeting and Explanatory Memorandurn dated 11 May 2005.
Draft Acquisition Prospectus including Industry overview and potential risk factors.

Cowley Hearne: Memorandum regarding the Executive Service Agreement between Biron and Messrs
Greenblo, Elterman, and Rohald dated 18 April 2005.

information published by Bloomberg.
Relevant extracts from the AGSM Risk Measuremient Service, Decemnber 2004.

Information pubfished on the internet website wyww tradingroom.corn.au [Accessed 10 May 2005).

information on Biron

information published by Bloomberg.

ASX company announcements

Various finandal inforration on Biron including:

(i) management accounts for period ending February 2005; and

{(iiy semi-annual financial reports and accounts for the 6 months ended 31 December 2004 and annual
financial reports and accounts for the years ended 30 June 2004 and 2003;

information on Ed Harry

10

11

12

i3

14

15

16

17

18

ASIC Current and Historical Comipany Extract on Suregroup Pty Lid.
Financial Due Diligence Report prepared by Horwath dated May 2005.
Information Memorandurm dated October 2004,

Draft and updated version of the Sale of Business Agreement between Suregroup Pty Limited (vendor) and
Ed Harry {purchaser).

Various financial information on £d Harry, including: management accounts for Suregroup Pty Ltd for the
perfod ended june 2005;

information on Physico
The Financial Due Diligence Report prepared by Horwath dated May 2005.

The draft interim Legal Due Diligence Report prepared by Cowley Hearne, lawyers for Biron, in respect of
Physico dated 29 April 2005.

Management accounts for perlod ended February 2005

The draft and updated Sale and Purchase Agreement.
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19

20

21

22

23

24

25

General Economic Information

Economic and currency research publications and media releases from Westpac Institutional Bank.
RBA bulleting and statements on monetary policy and financial stability.

Publications on the 2005/06 Australian Federal Budget from ipac securitles [imited.

The Organization of the Petroleurn Exporting Countries (OPEC) internet website located at www.opec.org
faccessed: 4 May 2005].

industry Information
The following BISWorld Industry reports:
D Clothing Retalling in Australia dated 14 January 2005;
(il Clothing Wholesaling in Australia dated 15 February 2005; and
(i) Womien's and Girl's Wear Manufacturing in Australia dated 15 February 2005;
The following company’s FY2004 Annual Reports:
(i Just Greup; and
(i} Miller's Retail Limited.
Companies’ information

ASX releases, company presentations, information published by Bloomberg, Broker reports and internet sites
of companies operating in the refevant industries in Australia and overseas.

Attention is drawn to the matters noted in paragraphs 5.3 to 5.6 of this report, relating to Horwath's reliance on
the information reviewed In forming its opinion on the Proposal.
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APPENDIX 2 OVERVIEW OF VALUATION METHODOLOGIES

This Appendix sets out a brief discussion of the possible valuation methodologies applicable.
Discounted Cash Flow {"DCF")

1. The DCF method invelves the calculation of net present values by discounting expected future cash
flows. Projected or estimated cash flows are discounted to a present value using discount rates that take
into account the opportunity cost of capital and the risk of the forecast cash flows. The discount rate
represents the expected return to Non Assoclated Shareholders for their opportunity cost of capital
based on Investrnents of commensurate risk. The DCF method is useful for valuing “start up” business
or assets with finite and/or "lumpy” future cashflows.

Capitalisation of Earnings or Future Maintainable Earnings ("FME")

2. The use of FME places a value on a business or asset by assessing its core underlying earnings and
applying an appropriate capitalisation rate or muiltiple which reflects, inter alia, comparable business
capitalisation rates, economic and industry prospects, business growth opportunities and forecast
earnings over a period or rultiple periods.

Net Asset Value on a Going Concern Basis ("NAGC™)

3. The net assets method assesses the value of a company's shares based on the summation of the value of
its assets and liabilities, assuming that the company is a going concern. The net assets methoed s usuaily
appropriate for companies where the rmajority of assets consist of cash or passive Investments.

Realisable Net Asset Value ("NAV")

4. The NAV methed assesses the value of a company's shares based on the summation of the realisable
value of its assets and liabifities assuming the company is to be liquidated. 1t may be appropriate to
consider the expenses and losses, {inciuding taxation), that would be incurred In a liquidation or a break
up of the company.

5. This approach is generally used in situations where a business is not earning a profitable return, has
solvency problems, is to be wound up, or is of the type that is typically sold on a net asset basis (such as
share and property investment companies and trusts). This approach can alse be used (o compare with
the results of an alternative valuation method by providing an estimate of a minirnum value, espedcially
where the subject equity holding (eg shareholding In & company) is a controlling interest.

6. Unless the ongoing value is greater than its realisable net asset value, usually it wouid be in the owner's
interest to realise the assets and repay llabilitles, rather than to continue operating as a going concern.
This approach is typically more refevant to the valuation of a majority Interest on the basis that the
majority shareholder, by virtue of its control, may enforce a liquidation to realise the underlying net asset
value, whereas a minority shareholder normally would not be able to effect such a realisation.

Transaction prices for securities ("Market prices')

7. The recent trend in prices and volumes of securities transacted indicate values placed by buyers and
seflers on the securities being traded.

8. Assuming the buyers and sellers were both knowledgeable and willing but not amdous these market
values can be used to form an opinion as to the market value of securities being valued.
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APPENDIX 5 DESCRIPTION OF COMPANIES IN THE RETAIL AND WHOLESALE CLOTHING INDUSTRIES
Vertically Integrated Retailers

Billabong International Limited (BBG) manufactures and distributes surfwear and extreme sports apparel
throughout the world. Billabong designs board shirls, swimwear, T-shirts, fleece tops, jurnpers, shirts, walk
shorts, trousers, jeans, backpacks and accessories under its brand name. The company alse sponsors professional
surfing, skateboarding and snowboarding events.

Colorado Group Limited (CDO) operates specialty foolwear retall stores in Australia. The company operales
retail outlets under the nammes "Colorado Adventure wear,” "Williams the Shoemen" and "Mathers Shoes." The
retail operations are mainly concentrated in Queensland and New South Wales.

Retailers

just Group Limited (JST) is a specialty clothing retall company operating throughout Australia and New Zealand.
The company retails brands such as Just Jeans, Jay Jays, Urban Brands, Portrmans, Jacqui E and Peter Alexander.

Brazin Limited (BRZ) is a specialist refailer of women's lingerie, sleepwear and swhrwear in Australia. The
company operates Bras N Things stores, which primarily sell women's lingerie and Aztec Rose, a designer and
marketer of wormnen's surfwear. The company also retails music, primarily compact discs, through  its  Sanity
Music and stores.

Miller's Retail Limited {(MRL) is a retailer of womien's low priced dothing throughout Australia and New Zealand.
The company also operates the Go-Lo, Crazy Clark's and Makro discourtt store chains.

Country Road Limited (CTY) designs, wholesales, licenses and retails apparel, homewares and related iterns,
The company operates retail stores and outlets in Australia and New Zealand.

OrotonGroup Limited (ORL) owns and operates retail leather, cothing and accessories stores throughout
Austratiz and New Zealand. The company manufactures and markets fs products under the brand names
Morrissey, Croton and Polo Ralph Lauren.

Noni B Limited (NBL) is a women's fashion retailer operating retail stores throughout Australia. The company
retails women's business dresses, casual dresses and spedial occasion dresses.

Wholesalers

Pacific Brands Limited (PBG) is a manager of consumer brands in Australia and New Zealand. The company
markets brands like Berlel, Bonds, Clarks, Dunlop, Everlast, Grosby, Holeproof, Hush Pupples, KingGee, Slazenger,
Sleeprnaker and Tontine. These brands are for products such as footwear, home cornfort products, outwear and
sport underwear and hostery.

Gazal Corporation Limited {GZL) imports, produces and distributes apparel under the "Gazal” name and other
name brands. The apparel products include mens business and sports shirts, ladies lingerie and sleepwear, boys
and girls schoolwear, sweatsuits, dresses and casual wear and surfwear. The company places emphasis on budget
priced merchandise.

Austin Group Limited (ATG) designs, manufactures and markets women's, children's, and men's dothing in
Austratasia. The clothing s marketed under various tradenames and is sold to major retailers.

AS'TY INC. (8008) is a wholesaler primarily of practical clothing. The company operates direct sales stores
through subsidiaries. ASTY also wholesales mien's and women's apparel.

CHOYA Corporation (3592) manufactures and wholesales apparel through department and specialty stores.
The comnpany specializes in men's dress shirts. Choya also produces men's casual wear and women's blouses and
shirts.  The company makes its products for mass merchandise and tallor-made markets. Choya also
manufactures apparel for some brands on original equipment manufacturing basis.
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Takihyo Co., Ltd. (9982) plans, produces, wholesales, Imports, and exporls apparel for women, men, and
children, as well as accessories and Interior products. The company also wholesales popuar brand goods.

Oxford Industries, Inc. (OXM) is an international manufacturer and wholesale marketer of branded and private
labe! apparel for men, wommen, and chitdren. The company provides licensed brands such as Nautica, Geoffrey
Bean, and Oscar de la Renta. Oxford's private label customers indude national chains, specialty catalogs, mass
merchandisers, departmient stores, specially stores, and Internet retatlers.

KIMURATAN Corporation {(B107) is a manufacturer-wholesaler of infants’ and chitdren's wear. The company
mainly manufactures suits, one-pieces, sweaters, pyjamas, pants, blankets, and other related goods for infants
and children. Kimuratan's rnain products are well known under the brand name, Otoginokuni (Fairyland).

Vet'Affaires (VET) distributes low-priced apparet and accessories for men, women, children, and babies. The
company's stores are located near large-and mid-sized cities, and in shopping centres.  Vet'Affaires owns
Central'Vet, a logistics company that maxirnizes the supplying process from international sources, and PM DIS, an
advertising company dedicated to the Vet'Affaires Group.
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APPENDIX 7 DETERMINATION OF APPLICABLE DISCOUNT RATE TO ARRIVE AT PRESENT VALUE FOR THE VENDOR

1.1

1.2

1.3

1.4

FINANCE AND DEFERRED CONSIDERATION
As the Vendor Finance and Deferred Consideration No.Trepresent:

)] material principal sums; for which payment is dependant on the earnings ability of
the Merged Entity; and

G where the principal sum rank behind the bank funding of the Merged Entity;
in Horwath's oginion, the discount rate used to equate the future repayments on the Vendor
Finance and Deferred Consideration No.1io their present value represents the risk-adjusted
rate of return demanded by a hypothetical investor in the Merged Enstity.
Weighted average cost of capital ("WACC”)
in the case of the Merged Entity, which has assets that are capabie of debt financing, the
applicable discount rate would be based on the cost of equity and debt financing weighted by
the proportion of equity and debt used. This is commonly referred to as the WACC. The
WACC can be derived using the following formula:
WACT = [E/V * Re] + {D/V * Rd]
Where:
Re: cost of equity capital
’d: cost of debt capital
E/V: portion of the company funded by equity
D/V: portion of the company funded by debt
For the purposes of this report, Horwath have assumed in estimating the Merged Entity’s

WACC, that a debt o equity capital structure would be 50% debt and 50% equity. The
assumed gearing level is based on Horwath's consideration of:

6] The level of NTA in the Merged Entity;

() The overall profitability of the Merged Entity; and
{H) The level and nature of the Merged Entity earnings.
Cost of Equily Re

The cost of equity or “Re” has been estimated by Horwath using the Capital Asset Pricing
Mode! {("CAPM”). This is the most widely accepted and used methodology for determining
the cost of equity. The formula for estimating cost of equity using CAPM is set cut below:
Re =Rf + B (Rm - Rf)
= Rf + B (ERMP)
Where:

Re: Required rate of return on equity
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’f: Risk free rate of return

B: Beta

’m: Return on the market

ERMP: Equity market risk premium

1.5 Set out in the following paragraphs, is Horwath’s assessment of the parameters for the above
formula.

Risk free rate

1.6 The risk free rate has been based on the 10 year Australian goverriment bond vield to
maturity. As at 11 May 2605, this rate was 5.34% (source: Bloomberg). This rate has been
used as it is the closest proxy for a risk free rate for a business in Australia for a period that

matches the period of the future CFP’s cashflows. The rate above is a nominal rate.

Equity risk market premism

1.7 The equity risk market premium ("ERMP”} is the rate of return above that of the risk free rate
recuired by an investor to invest in a portfolio of stock securities. This rate takes into account
risk across the stock market. The ERMP in the short term may be quite volatile as the ERMP
changes with perceived risk of investing in the stock market, political and economic
uncertainty, economic conditions and changes in monetary policy. However, in the longer
term {approximately 10 years), the ERMP is refatively stable.

1.8 The ERMP adopted by Horwath is 5.5% based on:

) Bloomberg’s estimate of the prospective EMRP of 4.76%; and

)] studies on the long term historical ERMP in Australia that indicate a fong term ERMP
of 6%.

Beta

1.9 The beta coefficient measures the non-diversifiable risk of a company in comparisons to the
market as a whole. A beta of more than one indicates that the company has a higher risk,
where a beta of less than one indicates that the company has a lower risk than a portfolio of
stocks, which are representative of the market.

1.16  Historical beta is estimated by using information on the returns of a company compared to
the stock market as a whole, As the Merged Entity is yet to be listed on the Australiarn stock
exchange, the historical beta for the Merged Entity cannot be obtained directly.

1.17T  In order to estimate a beta value applicable to the Merged Entity, Horwath has had regard to
the ungeared beta’s of companies, which are comparable to the Merged Entity which are
categorised as integrated retailers and retailers. A description of these companies is outlined
in Appendix 5. Horwath notes that whilst not all of these companies are directly comparable
to the Merged Entity, the comparies have sufficiently similar activities, operate in the same
broad industry and face simifar risks to those faced by the Merged Entity.
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1.12  Set out below are the levered and ungeared betas of the comparable compandes:

Retail Clothing Industry

Adjusted Effective Ungeared

Company Domicite  Currency Code Beta Cearing  tax rate Beta
Bi#labong International Limited Australia AULD BBG 0.93 8.30% 3006 (.88
{Colorado Group Limited Awustralia AULD CchO 076 2.00% 3006 0.75
fust Group Limited Australia  AUD ST 0.87 17.00% 3096 0.78
Brazin Lirnited Australia  AUD BRZ 0.8 8.70% 3096 0.75
Miller's Retail Lirnited Australla  AUD MRL 0.38 25.40% 3096 0.32
Country Road Lirnited Australia AULD CTyY 1.03 7.10% 3006 (.98
OrotonGroup Limited Awustralia AUD ORL .27 10.40% 3006 0.25
Noni B Limited Australia AUD NBL 0.64 0.40% 3096 0.64
Average 0.67

Median 0.75

Source: Bloomberg and KPMG corporate tax rates survey - 2004,

1.13  The beta of a company is primarily influenced by the riskiness of a company’s cashflows, its
level of gearing and tax position and the extent of the Merged Entity’ cyclical or counter
cyclical nature.  Horwath has had regard to betas without gearing and taxation for the
selected comparable companies.

1.14  Inselecling an appropriate beta for the Merged Entity, Horwath has considered the following:
)] the average beta of the comparable companies of 0.67;

(i the Merged Entity is not as large nor does it have a diversified income stream
compared to the companies detailed in Appendicies 5 and 6; and
{H) the Merged Entity has yet to trade as an integrated retailer.
1.15 Based on the above, Horwath has selected a beta of between 0.90 and 1.106.
Calculation of cost of equity

1.16  Applying the CAPM formuia for the cost of equity and based on the data inputs above, the

cost of equity of the Merged Entity is between 10.3 and 11.4% (after tax).
Dividend imputation
1.17  For the purposes of calculating the WACC for the Merged Entity {global change), Horwath has

not considered the effect of dividend imputation. This is because in Horwath’'s opinion,
inconclusive evidence exists to support the assertion that dividend imputation has an effect on
the cost of equity capital in Australia.
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Rd
1.18  indetermining a rate of return required for debt financing, Horwath has had regard to:

)] long term business financing irdicator rates disclosed by the major banks and
financiers in Australia as published in the Australian Financial Review;

(i the assets of the Merged Entity which would be available as collateral for debt
financing; and

(i) the quality and consistency of the Merged Entity’s future cashflows.

1.19  Based on the above, Horwath have selected a debt financing rate applicable to the Merged
Entity of between 8% and 9% pa (pre-tax).

WACC

1.20 Having calculated the components required in the WACC formula, set out below i a
calcudation of the Merged Entity’s WACC:

WACC Low  High

Y 9
Proportion of the Merged Entity funded by equity 50%  50%
Re 10.3% 11.4%
Equity cost proportion of WACC 5% 57%
Proportion of the Merged Entity funded by debt 50%  509%
Rd {after tax) 56%  6.3%
Debt cost proportion of WACC 2.8% 3.2%
WACC 79% 8.8%

1.21  Based on the above, for the purposes of determining a present value for the Deferred
Consideration, a discount rate of between 7.9% and 8.8% was used.
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APPENDIX 8 SUMMARY PRO FORMA STATEMENT OF FINANCIAL POSITION OF MERGED ENTITY

PRO FORMA BALANCE SHEET AT 1 JULY 2005 Biron Ed Harry  Physico Sub total Notes  Adjustments Pro Forma
$'000 $'000 000 $'000 1 $'000 $'000
Current Assets
Cash Assets 3,385 0 0 3,395 2 {1,145} 2,250
Receivables 0 i 6,320 6,321 0 6,321
trveritory ¢ 7,976 2028 G, 944 0 9,944
Other 0 g 562 592 0 592
3,395 7,917 8840 20,252 {1,145) 18,107
Non Current Assets
Property, Plant and Equipment 17 3,547 1,829 5,393 3 950 6,343
tntangibles 0 37 37 4 24,051 24,088
Loans Receivable 0 4] ] 0 0 4]
Deferred borrowing costs 5 670 670
Other 0 g 128 128 0 128
17 3,547 1,994 5,558 25,671 31,229
Total Assets 3,412 11,464 10934 25810 24,526 50,336
Current Liabilities
Payables 3 6,451 1,640 8,122 G 8,122
tnterest-bearing Hability 0 ¢ 5100 5,100 & {4,100 1,000
Provisions 0 413 341 754 0 754
3 6,864 7081 13,978 {4,100) 9,876
Neon Cutrent Liabilities
tnterest-bearing Hability 0 0 48 48 8 7,000 7,048
Deferred Settlernent
- Deferred Consideration 0 0 1] 0 9 4,929 4,929
- Vendor Finance 0 0 4] 0 10 5438 5,438
Provisions 0 4] 205 205 0 205
invester Options 7 270 270
0 g 253 253 17,637 17,890
Total Liabilities 31 6,864 7,334 14,229 13,536 27,765
Net Assets 3,381 4,600 3,600 11,581 10,990 22,571
PRO FORMA BALANCE SHEET AT 1 JULY 2005 Biron Ed Harry PhysicoSub total Notes  Adjustments Pro Forma
§000  $000 3000 $'000 1 $'000 $'000
Coniributed Equity
Share Capital-Ordinary 8,583 0 4025 12,608 11 10,745 23,353
Share Capital-Performance Shares 4] 1] 4] 0 12 4,420 4,420
Accumulated Reserves {3,202 0 {425y (5,627 13 425 (5,202}
Discount on acguisition 2 4,600 { 4,600 14 {4,600) 0
3,381 4600 3,600 11,581 10,990 22,571
Numiber of shares 9,560,837 39,894,170
Net assets per share {cents) 35.4 56.6
MNet tangible assets per share 35.4 (3.8
Gearing
- Interest-bearing Debt: Total assels 0.0% 16.0%
- Interest-bearing Debt: Total tangible assets 0.0% 30.7%
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Notes {o the Proforma balance sheet

Note 1 Basis of Preparation of the Proforma Balance Sheet

The Proforma balance sheet represents the aggregation and consolidation of the assets and liabilitles of Biron and Physico as
welt as the acquisition of the Ed Harry business. [In preparing the Proforma balance sheet, regard has been had to the required
leve] of net assets to be given to Biron on Completion Date.

tn preparing the Proforma balance sheet, regard has been had to AASB 3 Business Combinations, being the Australian version of
the International Finandal Reporting Standard ("IFRS"} number 3 Business Combinations, under which consideration is to be
given as to whether or not there has been a “reverse takeover”, in this case by the Physico Vendors. Horwath has been advised
that 1n the opinion of the Biron directors, control of Biren is achieved by Physico Vendors, only after the Physico Vendors
complete the Physico Subscription -in ather words, the payment of cash for the issue of the Biron Shares - and accordingly, the
provisions of the Business Combinations standard do not apply.  Alternatively, should the Business Combinations standard in
fact apply, there would be an immaterial adjustment to the goodwill on consolidation, arising from the acquisition of Physico.

Note 2 - Cash 3000
Subtotal per the Proforma Balance Sheet 3,395
Adiustments

Proceeds from the Investec Facility 8,000
Payment to EH Vendor {5,000}
Proceeds from Public capital raising 4,000
Proceeds from Physico Subscription 5,000
Repayrment of undenwriting fees {1,430}
Repayrnent of Physico sharebolders loan and external foans {5,100}
Special Capex {950}
Transaction Costs - starnp duty and legal {1,665}
Balance, as per the Proforma balance sheet 2,250

Note 3 - Property Plant & Equipment

Subtotal per the Proforma Balance Sheet 5,393
Speciat Capex 950
Batance, as per the Proforma balance sheet 6,343

Note 4 Intangibles

Subtotal per the Proforma Balance Sheet 37
Coodwill on acquisition of the Ed Harry Business [refer note 15)] 18,066
Coodwill on acquisition of Physico [refer note 15)] 3,120
frvester Fees, 1,200
Trarsaction Costs 1,665
Batance, as per the Proforma balance sheet 24,085

Note 5 Deferred Borrowing costs

Subtotal per the Proforrna Balance Sheet -

invester Options 270
nvestec Facility 400
Batance, as per the Proforma balance sheet 670
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Note 6 - Current interest-bearing liability

Subtotal per the Proforma Balance Sheet 5,100
investec Facility - current portion 1,000
Repayment of Physico shareholders loan and external loans {5,100}
Batance, as per the Proforma balance sheet 1,000

Note 7-Investec Options
Subtotal per the Proforma Balance Sheet -
Value of Investee Options - refer to paragraph 17.26 270

Batance, as per the Proforma balance sheet 270

Note 8 Interest bearing liability -~ non current porfion

Subtotal per the Proforrna Balance Sheet 48
nvestec Facility 7,000
Batance, as per the Proforma balance sheet 7,048

Note 9- Deferred Consideration
Subtotal per the Proforma Balance Sheet -
Deferred Consideration, arising from the purchase of the Ed Harry business 4,929

Batance, as per the Proforma balance sheet 4,929

Note 10 Vendor Finance
Subtotal per the Proforma Balance Sheet -
Vendor Finance arising from the purchase of the Ed Harry business 5,438

Batance, as per the Proforma balance sheet 5,438

Note 11 Share capital —ordinary

Subtotal per the Proforma Balance Sheet 12,608
Proceeds from Public capital raising 4,000
Proceeds from Physico Subseription 5,000
Tramsaction Costs - capital raising (1,030
Transaction Shares 1,200
Elirnination of Physico’s share capital {4,025
Physico Consideration 3,600
Consideration Shares 2,000
Balance, as per the Proforma balance sheet 23,353
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Note 12 Performance Shares

Subtotal per the Proforrna Balance Sheet -

EH Performance Shares 1,300
Physico Performance Shares 3,120
Batance, as per the Proforma balance sheet 4,420

MNote 13 Accumulates fosses

Subtotal per the Proforrna Balance Sheet {5,627}
Elimination of Physico’s pre acquisition profits {425}
Batance, as per the Proforma balance sheet {5,202)

Note 14 Discount on acquisifion
Subtotal per the Proforma Balance Sheet 4,600
Adiustrient to goodwill on acquisition of the ED Harry Business {4,600)

Batance, as per the Proforma balance sheet -

Note 15 Fair value calculation Ed Harry  Physico
Pay $'000 $°000
Cash 5,000 0
Deferred Consideration 4,928 0
Vendor Finance 5,438 4]
Share Capital-Ordinary 2,000 3,600
Share Capital-Performance Shares 1,300 3,120

22,666 6,720

Less: net assets acquired 4,600 3,600
Intangibles 18,066 3,120
Number of Biron Shares o be issued 3,333,333 6,000,000
Assessed value of Biron Shares (adopted) {§) 0.60 0.60

2,000,000 3,600,000
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