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Response to Ann Crotty, Financial Mail

Pepkor's sourcing strategy is continuously evolving as the environment in South Africa and the
world changes. In line with the government masterplan and most major retailers in South Africa,
Pepkor has also committed to develop a larger local supplier base over the next five years.
Accordingly we have allocated resources, human and financial, towards this and we have a
specific project team tasked with implementing this intent. Currently just over 30% of clothing,
footwear and homeware (CFH) is already sourced locally and we have set ourselves targets to
increase this percentage annually going into the future. The bulk of our imported product is
sourced from China with a small percentage sourced from countries like Bangladesh, Pakistan,
India, etc.

The % local sourcing of a retailer depends to a large degree on its specific business model. For
a discount and value retailer like Pepkor the challenge of local sourcing is to remain competitive
and to provide the consumer base in South Africa with product at the best prices possible. This
is vitally important for our cash-strapped and price-sensitive customers for whom a few Rands
saving per product makes a huge difference. South African clothing manufacturers still battle to
compete with prices paid for imported products and a big part of our project team's work is to
develop a model where local sourcing can compete with imports. If we can achieve this we'll
have the best of both worlds - the best prices for our customers and job creation through more
local manufacturing.

Furthermore we are working with selected local suppliers to invest in increasing their capacity
so that they can increase manufacturing volumes to the levels that are required by discount
retailers like ourselves. The local supply of merchandise reduces lead times, which in certain
categories of product will provide distinct benefits to fulfill the needs of consumers who now
have more choice than ever before.

Pepkor has over the years invested substantially in its own manufacturing. We have one of
South Africa's largest clothing manufacturing plants in Parow Industria, PepClo, where we
manufacture predominantly school clothing. Between PEP and Ackermans we sell a large share
of the school clothing in South Africa and because we battle to manufacture at competitive
prices we are forced to sell at lower than average margins — which we basically see as a
"service" to consumers in South Africa. This production facility produces more than 15 million
items annually and employs anywhere between 1700 and 2000 people depending on production
demand. We are currently working on expanding its product range to increase the production
potential and accordingly create more job opportunities.

COVID-19 has complicated sourcing with the pandemic affecting suppliers across the world at
different times. Consistency is key to efficient sourcing and the uncertainty and interruptions
caused by COVID-19 has impacted the supplier base, both locally and internationally. We



expect more consistency going forward as we hope to see the impact of COVID-19 on the world
hopefully diminishing. Other factors such as supply chain difficulties, logistical challenges and
the rand/dollar exchange rates also affect the way that one approaches sourcing in a business
like ours.

Pepkor will continue building on the already existing strong local partnerships with strategic
vendors and together develop growth plans in support of the Pepkor Local Sourcing and
Manufacturing Strategy and CFTL Master Plan that Pepkor is signatory to. Pepkor has also
joined the Cape Clothing and Textile Cluster as well as participating in an accelerator program
run by the KZN cluster, which aims to develop black-owned manufacturing businesses in the
clothing industry.

Response to Carin Smith, Fin24.com

Pepkor's manufacturing facility, PepClo opened a brand new factory in January 2021 with two
assembly lines that produce 6 million pairs of flip-flops annually, with capacity for more. The
factory employs between 90 and 120 people depending on demand.

This journey began in 2018 when PEP identified the need for the local manufacturing of flip-
flops based on growing demand. The first year's production of 500 000 pairs of flip-flops took
place within the existing school wear factory but quickly needed to expand as demand
increased. Now producing 15 million units across a number of product categories annually, the
PepClo facility also manufactures school wear, knitted tops and woven boxers and employs
anywhere between 1700 and 2000 people, depending on production demand.

The increase in demand for casual footwear was evident before COVID-19 but has been
accelerated by the pandemic. As a business, responding to these changing customer needs is
key to being a successful retailer. More recently, shopping trends suggest that our customers
are returning to work and spending more time outside of their homes. This change in behaviour
resulted in a normalised spend on constructed and smarter footwear. Pepkor's business is
however firmly rooted in the casualwear market and will always form the bulk of our assortment.



