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2. Performance of the REDAN Capital Group
Brands and channels of distribution
In 2018, the primary object of the Capital Group's business was, without any changes, designing,

ordering production, purchasing and marketing and selling collections covering many stock groups of
everyday use clothing. The Redan Group’s performance is based on two segments- fashion, in which
clothing and accessories are created under their own trade brands of: Top Secret, Troll and Drywash
and the discount segment, where the TXM textilmarket chain operates. Both markets differ in the needs
of target groups of customers, and thus also in the stock diversity of the collections, prices, quality,
design and commercial policy.
The fashion market -brands of Top Secret, Troll and Drywash

Mission: Best Fashion World to Express Yourself
The basic activity in the fashion segment is retail sales of clothing, conducted as part of self-organized
distribution channels, dedicated to clothing collections labelled with their own brands, designed and
delivered by the internal project-purchase team.
All the brands of the fashion segment are offered in dedicated retail channels in Poland and Ukraine,
which as at the balance sheet date comprise a total of approx. 258 retail outlets and 2 online shops, as
well as in wholesale channels in many European countries, including the Czech Republic, Slovakia,
Russia, Romania, Serbia and Germany.
Our brands offer comprises all stock groups that create a complete silhouette: coats, jackets, sweaters,
shirts, blouses, t-shirts, trousers, skirts and dresses, as well as complementary products such as: hats,
scarves, gloves, shawls, shoes, handbags, belts, lingerie and jewellery.
Collections are prepared both in a long and short production cycles, which makes it possible to flexibly
adapt the collection to current trends, needs and business conditions.
Production in the long cycle (about 9-months), including the least changeable range, is implemented
most often in China, Bangladesh, Pakistan and India, while in the short cycle (3-8 weeks), concerning
the latest trends, is mainly conducted in Poland and Turkey.
The production co-operators, whose number varies from 100-120, are regularly verified for quality and
timeliness of production, payment terms and consideration of human rights in their factories.

Page 4 of 48

Report on performance of the Redan Capital Group for 2018 r.
Top Secret is a leading brand in the fashion segment of the Redan Capital Group and at the same time
is one of the best recognized clothing brands on the Polish market, dedicated to customers for whom
clothes are a way of expressing their personality.
The collections of Top Secret reflect the latest global fashion trends, given in a subtle, creative and
unique way; however, the inspiration for the designers always comes from lifestyle and changing
customers’ needs.
The brand is addressed to people living in a modern way, aware of themselves and their expectations,
seeking in clothes authenticity and lack of exaggeration, intelligently matched to their multiple life and
professional situations, allowing you to feel better, more comfortable, more confident and even more
trendy while emphasizing attractiveness and femininity.
The collections are divided into two lines: CITY - offering products in the style of Smart Wear, more
modern, minimalist and of higher quality, intended for special and unique occasions and CASUAL offering products in a more casual and functional style, intended for everyday comfortable use. Clothes
are supplemented with numerous accessories from jewellery, through handbags and clothing
accessories, to various kinds of shoes, enriching and complementing stylizations.

Drywash is a brand for active, modern and ambitious people who care about attractive appearance,
comfort and freedom in every situation. The clothes have a trendy casual-sport character, perfect to
actively spend free time, combining convenience and the latest fashion trends.

Troll is one of the longest functioning clothing brands on the Polish market, thanks to which it enjoys
relatively high recognition in many age groups. The brand is addressed to women young at heart who
are looking for an easy way to express their often-changing emotions, from calm, subdued and joyful to
naughty and living fullness of life. Troll collections provide a fashionable, attractive and fresh look, are
based on trending colours and forms, supplemented with basic low-class products at low price
thresholds, enabling on the one hand an easy entry into the world of fashion, on the other hand suitable
diversity and interesting interpretation of world fashion.
Now, the offer of Troll is provided to customers mainly by means of e-commerce.
You will find more information on the brands of the Redan Group on the fashion market at:
http://www.topsecret.pl/

Page 5 of 48

Report on performance of the Redan Capital Group for 2018 r.

The discount Market -TXM textilmarket chain

The offer of TXM is addressed primarily to women aged 25-60, who in most households are decision
makers in purchases of clothing for the whole family, accessories and products of home furnishings and
decorations. For our female customers, the price is important but combined with certain, distinctive
aspects of fashion on the discount market. Our client, his/her life and needs are our focus. Our goal is to
make customers sure that in the shops of TXM they will always find a wide selection of everyday
clothing, accessories and home textiles at very good prices.
The offer is enriched with products and services that, due to their attractive value, always give buyers a
sense of a rational opportunity. We strive to make customers be able to buy goods at the most
competitive prices, simply cheaply. This is possible thanks to the search for the best suppliers of goods
and the elimination of all unnecessary costs. That is why, among other things, we do not open stores in
the most expensive shopping centres, but in rather much more cost attractive places. In our opinion the
customers appreciate more beneficial prices than prestigious shopping places. In this way, customers'
benefits are maximized by minimizing the burden on their home budgets.
What distinguishes TXM from other clothing discount stores is the fact that, in addition to the emphasis
on a very attractive price of goods, it also follows current trends in fashion. This means that customers
in TXM stores will always find fashionable clothes and colours among universal products in each
season. The Group continually verifies this so that fashion and quality are put on an equal footing with
practicality and an advantageous price.
The TXM stores are in towns of up to 50 thousand inhabitants as well as in big urban agglomerations.
The firm operates in Poland and in the countries of Central and Eastern Europe. As at the balance sheet
day it may invite customers to 341 stores in Poland, 7 in Slovakia and 40 in Romania as well as to the
Internet store to buy online at: http://www.txm.pl/. The average area of a single location as at the end of
December 2018 amounted to 267 m2.
You will find more information about the chain at: www.txm.pl
Sales structure of the Redan Capital Group Redan according to the distribution channels
The table below is presenting a structure of consolidated sales revenues of the Redan Group.
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Table no 1.

The structure of sales of the Redan Capital Group in 2018 and 2017.

PLN’000
Sales of goods
Sales of services
Total sales

2018

share

2017

share

change

593 212

98%

614 415

98%

-3%

9 097

2%

10 398

2%

-13%

602 309

624 813

-4%

In 2018, there was a decrease in revenues by way of services by 13%, i.e. by PLN1.3 m mainly in the
discount segment. The revenues structure remains, however, unchanged – 98% constitutes the sale of
goods.
Table no 2.

The structure of sale of goods of the Redan Capital Group in 2018 and 2017

PLN ‘000

2018

share

2017

share

change

Discount

351 508

59%

381 208

62%

-8%

Fashion

241 704

41%

233 207

38%

4%

Total sales of goods

593 212

614 415

-3%

In 2018 the value of sales in the discount segment dropped by o 8% with 2% decrease in the
commercial chain (at the end of the year).
In the fashion segment, there was an increase in sales on the domestic market by ca. 4%, with the
average store space maintained y/y. (reduction of the outlet chain and Troll (-38%) with an increase in
the stores of the chain of Top Secret (+6%)). At the same time, sales in foreign markets decreased
significantly by -13% y/y, partly due to unfavorable changes in UAH and RUB exchange rates towards
PLN.
Table 3. The structure of sales of goods of the Redan Capital Group in the geographical layout in 2018
and 2017.
PLN ‘000
Sales in Poland
Sales abroad
Total sales of goods

2018

share

2017

share

change

515 685

87%

532 187

87%

-3%

77 527

13%

82 228

13%

-6%

593 212

614 415

-3%

In 2018, foreign sales were falling faster. This is mainly due to a decrease in export sales of the fashion
segment (-13%, PLN 4.0m y/y) and a slight decrease in the discount segment (exit from the Czech
market in May 2017). The decrease in sales in Poland is a consequence of the decrease in sales of the
TXM chain (PLN-29 m) and development of sales in the fashion segment in the most important
distribution channels – TST shops (+7%) and e-commerce (+9%).
Sales network
As at 31 December 2018, the space of the store network totalled:
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ca. 103.7 thousand m2 (388 own shops) on the domestic and foreign discount markets, which
means 2.5% drop in relation to the end of a similar period in 2017;
ca. 37.6 thousand m2 (258 stores, including 37 own stores and 221 franchised stores) on the
domestic and foreign fashion markets which means 1% increase in relation to a similar period
in 2017; the space of the main distribution channel – stores of Top Secret in Poland increased
in this period by 10% y/y.

In the reported period, the companies of the Redan Group also conducted sales in the Internet shops:
 www.topsecret.pl , www.topsecret.com.ua – on the fashion market
 www.txm.pl – on the discount market.

2. The financial situation of the Redan Group
Results
Table 4. Selected positions of the comprehensive income statement of the Redan Capital Group in 2018 and
2017
PLN ‘000
Sales
Gross profit on sales
Gross Margin

2018
602 309
255 808
42.47%

2017 change %
624 813
-4%
259 296
-1%
41.50%

change Δ
-22 504
-3 488
0.97%

-294 022

-286 947

-2%

-7 075

-38 214
-6.34%

-27 651
-4.43%

-38%

-10 563
-1.92%

Balance of other operating income and expenses

-15 569

1 159

-1443%

-16 728

Operating profit

-53 783
-8.93%

-26 492
-4.24%

-103%

-27 291
-4.69%

-7 973

-6 218

-28%

-1 755

0

-9

100%

9

-61 756
-10.25%

-32 719
-5.24%

-89%

-29 037
-5.02%

Income tax

-11 383

-3 452

-230%

-7 931

Net profit

-36 171
-5.79%

-102%

Net profitability

-73 139
-12.14%

-36 968
-6.35%

-36 969
-5.92%

-97%

Total profitability

-72 779
-12.08%

-35 810
-6.17%

Total comprehensive income attributable to noncontrolling interests

-26 670

-15 720

-70%

-10 950

Total comprehensive income attributable to
shareholders of the parent company

-46 109

-21 249

-117%

-24 860

Costs of sales and general administrative expenses
Profit on sales
Gross margin on sales

EBIT Margin
The balance of financial income and expenses
Result on the restructuring of the retail chain
profit (loss) before tax
Gross profitability

Total comprehensive income
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In 2018, the Redan Group sustained loss on sales equal to PLN 38.2 m. which means a decrease in the
result in relation to the corresponding period of the previous year by PLN 10.6m. The result
deteriorated in both market segments, a decrease by PLN 6.9 million on the discount market and PLN
3.6 million in the fashion segment. A detailed discussion of the results on the discount and fashion
markets is presented in Chapter 3.
In 2018, the balance of other operating income and expenses stood at PLN 15.6 m, which means the
decrease in comparison to the last year by PLN 16.7 m.
Table 5. Comparison of other operating income and expenses in 2018 and 2017.
PLN ‘000
Balance of impairment losses on non-current assets
Overdue, cancelled liabilities
Balance of provisions for receivables
Others
Other sales
Subsidies

2018
-14 475
-1 250
-554
-173
182
701

2017
-1 450
533
-1 392
66
2 711
691

-15 569

1 159

The most important items result from:
o

the balance of impairment losses on non-current assets
In 2018, the balance is mainly due to the creation of impairment losses on fixed assets in the
discount segment (- PLN14.1 m).

o

The balance updating the value of liabilities
In 2018, the level of this balance was affected by the establishment of provisions for liabilities in
the discount segment (- PLN 1.4 million) and the write-off of out-of-date, cancelled liabilities in
the fashion segment (PLN 0.1 million).
In 2017, these are mainly written off, outdated liabilities.

o

balance of revaluation write-downs on receivables
In 2018, the balance of provisions for receivables is at the level of -PLN 0.6 million. This was
mainly due to the write-off of outdated and cancelled receivables of the fashion segment.

o

Subsidies
This item includes subsidies for store modernization, which are accounted for according to the
depreciation value.

o

Other sales
In 2017, PLN 2.7 million amount is primarily a one-off transaction related to the impact of cofinancing capital outlays from the lessor of a logistics centre and revenues from resale of part of
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capital outlays to owners of premises in the TXM textilmarket chain, which did not occur in 2018
in that amount and revenues from services resulting from agreements with franchisees on the
fashion market.
In 2018, the balance of financial income and expenses was by PLN 1.8 million lower than the balance
generated last year. The greatest impact was caused by negative exchange rate differences and higher
interest expenses.
Table 6. Comparison of other operating income and expenses for 2018 and 2017.
PLN ‘000
Costs of interest, commissions etc..

2018
-4 668

2017
-4 014

Balance of exchange differences

-3 286

-2 123

-384

-137

365

55

-7 973

-6 218

Others
Termination of the leasing agreement
Total

The most important items are:
o Interest costs
They are an effect of the Group’s debts, incurred credit, loan and leasing liabilities and issued
bonds.
o Exchange rate differences
In 2018, the Group incurred loss on pricing the currency item of -PLN 3.3 m. It resulted mainly
from the weakened Polish zloty in relation to the American dollar in 4Q 2018, when the average
exchange rate of USD was higher by 6% y/y.
In 2018, in the corporate income tax item, the gross result was charged with the amount of PLN 11.4
million, as compared to PLN 3.5 million in the previous year. Despite the gross loss incurred, the tax
value is positive mainly due to the release of the deferred tax asset for the tax loss incurred in Redan
SA, as well as the entire asset on the discount market.
At the level of total income, foreign exchange differences from the conversion of foreign subsidiaries
into PLN are shown. In 2018, this item amounted to + PLN 0.4 million. At the end of 2017, there was a
predominance of negative differences in the amount of PLN 0.8 million resulting from the negative
impact of the exchange rate of the Russian ruble and the Ukrainian hryvnia (-PLN1.0 million).
The item ‘Total income attributable to non-controlling interests’ shows the part of total income of the
subsidiary TXM SA attributable to minority shareholders holding 41.3% of shares in that company.

Balance Sheet
The tables below present main items of the balance sheet of the Redan Capital Group.
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Table 7. Assets of the Redan Group as at 31 December 2018 and 2017.
2018
No

Specification

2017
%

amount

amount

share

Change in status
%

%

amount

share

2018/2017

Fixed assets

76 629

26%

105 381

34%

-28 752

-27%

I.

Intangible assets

25 648

9%

23 340

8%

2 308

10%

II.

Value of subsidiaries

250

0%

339

0%

-89

-26%

III.

Property, plant and equipment

45 294

15%

65 512

21%

-20 218

-31%

2 654

1%

2 907

1%

-253

-9%

IV. Long-term receivables
V.

5

0%

5

0%

0

0%

2 778

1%

13 278

4%

-10 500

-79%

Current assets

222 209

74%

203 509

66%

18 700

9%

I.

Inventory

190 181

64%

164 242

53%

25 939

16%

II.

Short-term receivables

19 346

6%

20 330

7%

-984

-5%

III.

Short-term investment

11 494

4%

17 583

6%

-6 089

-35%

1 188

0%

1 354

0%

-166

-12%

298 838

100%

308 890

100%

-10 052

-3%

Long-term investment

VI. Long-term prepayments and accruals

IV. Short-term prepayments and accruals
Total assets

The balance sheet total of the Redan Group as at 31 December 2018 dropped by 3% (PLN 10.1m)
in comparison to the state as at the end of 2017.
The most important changes are following:







fixed assets decreased by PLN 20,2 m (-31%) – which is a consequence of revaluation writeoffs made in the discount segment concerning stores in Romania and Poland.
the stock increased by PLN 25.9 m (+ 16%); this results from an increase in the level of stock
in the fashion segment by PLN 24.5 million, which is a consequence of : (i) growth of retail
store space on the domestic market (+5% y/y) and plans for further their development - growth
of goods through current collections by + PLN 5 million as at December 31, (ii) increasing
share of e-commerce sales in the goods turnover of the fashion segment, (iii) weak sales in Q4,
2018 after which autumn-winter'18 collection surplus followed (iv) an increase in USD
exchange rates and thus in unit purchase prices of goods in 4Q 2018.
long-term prepayments and accruals decreased by PLN 10.5 million (-79%) as a result of a
decrease in deferred tax assets.
cash and cash equivalents recognized in short-term investments decreased by PLN 6.1 million (35%);
intangible assets increased by PLN 2.3 million (+10%), which is related to IT expenditures
incurred in particular in the first half of the year.
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Table 8. Liabilities of the Redan Group as at 31 December 2018 and 2017.
2018
No Specification

amount

2017
%
share

%
share

amount

Change in status
amount
%
2018/2017

Equity

30 331

10%

93 760

30%

-63 429

-68%

I.

Primary capital (fund)

35 709

12%

35 709

12%

0

0%

II.

Supplementary capital

25 753

9%

25 753

8%

0

0%

III.

Other reserve capital

25 000

8%

25 000

8%

0

0%

IV.

Profit (loss) brought forward

-7 849

-3%

15 387

5%

-23 236

-151%

V.

Net profit (loss)

-46 109

-15%

-21 249

-7%

-24 860

117%

VI

Minority capital

-2 173

-1%

13 160

4%

-15 333

-117%

268 507

90%

215 130

70%

53 377

25%

Liabilities and reserves for liabilities
I.

Reserves for liabilities

9 604

3%

7 558

2%

2 046

27%

II.

Long-term liabilities

34 861

12%

7 431

2%

27 430

369%

III.

Short-term liabilities

224 042

75%

200 141

65%

23 901

12%

298 838

100%

308 890

100%

-10 052

-3%

Total liabilities

The change in the position of the equity of the Group was influenced by:
 - loss generated in 2018 in the amount of PLN 72.7 million;
 - issue of convertible bonds of the subsidiary;
 - increase in the share capital of the subsidiary by minority shareholders.

Table 9. Structure of liabilities of the Redan Group as at the end of 2018 and 2017.

Trade liabilities
Financial liabilities
Other liabilities, including tax ones
Liabilities

2018

2017

change %

change Δ

159 359

138 385

15%

20 974

84 300

57 849

46%

26 451

24 848
268 507

18 896
215 130

31%
25%

5 952
53 377

The most significant change is the increase in financial liabilities by PLN 26.4 million (+46%). This is
a consequence of the issue of bonds both by Redan SA (PLN 13 million) and a subsidiary of TXM SA
(PLN 21 million of bonds convertible into shares).
Trade liabilities increased by PLN 21 million (+15%) as a result: (i) increase in inventories (+16%) and
(ii) weaker y/y 4Q in the fashion segment.
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Cash flow statement
The table below presents the analysis of cash flows of the Redan Group
Table 10. Selected items of the Cash Flow Statements of the Redan Group in 2018 and 2017
Net cash flow from activities:
Operational
Investment
Financial

2018
-29 034
-8 050
31 024

2017
-5 649
-17 226
16 983

Total net cash flow
Influence of changes in the foreign exchange rate on the balance of funds in
foreign currencies

-6 060

-5 892

-29

-11

Funds as at the end of the period

11 494

17 583

In 2018, the Redan Group generated negative cash flows from operating activities. The following
events had the greatest impact on this item:
 generated loss in the amount of PLN 72.8 million.
 adjustments of the result by:
o a change in the value of fixed assets and intangible assets +PLN 14.5 million - non-cash
write-off for fixed assets on the discount market related to non-continued foreign operations
on the Romanian and Slovakian markets and unprofitable shops in Poland
o planned depreciation and amortization of fixed assets + PLN 13.2 million
o value of the released asset for deferred income tax + PLN 11.4 million
o financial costs recognized in the result + PLN 4.3 million
 changes in the working capital:
o increase in inventories +PLN 25.3 million
o increase in liabilities - PLN 20.3 million
o increase in provisions +PLN 4.0 million
Capital expenditures (PLN 8.1 million) were lower by PLN 9.2 million y/y, which is related to a
significant slowdown in expenditure on the development of sales network on the discount market and
lower investments in the Group's IT infrastructure.
Cash flows from financing activities were affected as per account balance: (i) proceeds from the issue
of bonds by Redan SA and its subsidiary TXM SA, (ii) proceeds from the issue of shares in the
subsidiary TXM SA, (iii) regular repayment of financial liabilities and interest.

Ratio analysis of results
Table No. 11. Ratio analysis of the Redan Group's results as at the end of 2018 and 2017
Profitability of gross sales

2018
42.5%

2017
41.5%
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Profitability on sales
Profitability of operating activity
Net profitability
Return on assets (ROA)
Return on equity (ROE)
Current liquidity ratio
Quick ratio
Stock turnover cycle (in days)
Cash conversion cycle (in days)
Trade liabilities turnover cycle (in days)
Operating cycle (in days)
Cash conversion cycle (in days)
Total debt ratio
Debt to equity ratio
Equity coverage ratio

-6.3%
-8.9%
-12.1%
-24.5%
-241.1%
0.99
0.14
197.6
11.6
95.2
209.2
113.9
0.90
8.85
0.10

-4.4%
-4.2%
-5.8%
-11.7%
-38.6%
1.02
0.20
161.8
11.7
79.7
173.5
93.7
0.70
2.29
0.30

Rules for calculating ratios:
–
–
–
–
–
–
–

–
–
–
–
–
-

gross return on sales- gross margin on sales / sales,
return on sales - result on sales / sales,
profitability ratio on operating activity – operating result / sales
net profit margin– net profit/sales,

return on assets (ROA) - net profit / assets as at the end of the period,
return on equity (ROE) - net profit / equity as at the end of the period,
current liquidity ratio - current assets at the end of a given period / short-term liabilities
quick ratio - current assets at the end of a given period - short-term inventories / liabilities
stock turnover cycle – ratio of stock as at the end of a given period to the value of goods and materials sold for a given
period, multiplied by the number of days in the period,
receivables turnover cycle - the ratio of trade receivables as at the end of a given period to net sales revenues for a
given period, multiplied by the number of days in the period
turnover cycle of trade payable (in days) – the ratio of liabilities as at the end of a given period to revenues on sales
of products, goods and materials in a given period, multiplied by the number of days in the period.
operating cycle –ock turnover cycle (in days) + receivables turnover cycle (in days)
cash conversion cycle (in days) - operating cycle (in days) – a turnover cycle of trade payable (in days)
general debt ratio - ratio of foreign capital to total assets
debt to equity ratio - ratio of equity to total assets
financing structure ratio - equity and long-term liabilities to total assets

The values of economic ratios are determined primarily by:

 the result generated by the Redan Group in both comparable periods of 2018 and 2017
 increase in stock and trade liabilities.
Consequently:
 due to the heavier loss in 2018, the profitability ratios significantly deteriorated;
 liquidity ratios decreased due to an increase in trade liabilities in the fashion segment; however,
their values are still at the level considered safe;
 the cycle of inventory turnover was extended, which is mainly related to the increase in
inventory in the fashion segment;
 the payables turnover cycle increased as a result of an increase in the trade payables of the
fashion segment;
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the overall debt ratio increased and its value can still be considered safe;
the second year at a loss and hence the lower value of equity also had an impact on the increase
in debt ratios.

3. Distribution of the Redan Group’s result on the distribution channels
The table below presents the results achieved by individual distribution channels of the Redan Capital
Group in 2018.
Table 12. Breakdown of the comprehensive income statement of the Redan Group in 2018 into the distribution
channels

PLN ‘000

discount

Sales
Gross profit on sales

fashion

Costs of MB and
non-operational
activities.

Redan
Group

353 221
138 954
39.3%

249 088
116 855
46.9%

0
0
0,0%

602 309
255 808
42,5%

Selling costs and overheads

177 244

115 662

1 117

294 022

Profit on sale

-38 291
-10.8%

1 193
0.5%

-1 117
0,0%

-38 214
-6.3%

-15 305

-272

8

-15 569

-53 596
-15.2%

921
0.4%

-1 109
0.0%

-53 783
-8.9%

-43 591

2 839

122

-40 630

-4 779

-3 036

-158

-7 973

-58 375
-16.5%

-2 115
-0.8%

-1 267
0.0%

-61 756
-10.3%

Gross margin

Gross margin on sales
Balance of other operating income and
expenses
Operating profit
EBIT Margin
EBITDA
Balance of financial income and expenses
Profit (loss) before tax
Gross profitability

The discount market (the TXM textilmarket chain) – the results of TXM’s running the chain of the
TXM discount shops, consolidated with the results of Adesso Sp. z o. o., special purpose vehicles
running business in the discount segment abroad and a margin realized by Redan SA on the sales of
goods to TXM SA (only in 2017).
The fashion market (brands of Top Secret, Troll and Drywash) - sales and margin of brands of Top
Secret, Troll and Drywash in Poland and abroad, Internet shops, costs of maintaining retail shops and
direct distribution channels, full cost of design, purchase, marketing and logistics connected with these
brands, margin and costs of sales to external customers from Redan SA.
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Costs of the management board and non-operating activities -costs of the management board of
Redan SA and incidents not associated with the basic activity of the Redan Group i.e. sales of clothing.
Because events related to individual distribution channels may occur in various companies from the
Redan Group therefore, the relevant data of sales, margins and costs has been presented in accordance
with the principles of consolidation of financial statements

The result of the fashion market

‘Best fashion world to express yourself’
The results generated on the fashion market in 2018 have been presented in the table below.
Table 13. Selected items of the comprehensive income statement on the fashion market in 2018 and 2017.

Sales

1-4Q
2018
249 088

1-4Q
2017
240 363

change
%
3.6%

change
Δ
8 725

Gross profit on sales

116 855

110 824

5.4%

6 031

46.9%

46.1%

115 662

106 066

9.0%

9 596

1 193
0.5%

4 757
2.0%

-75%

-3 564
-1.5%

Balance of other operating income and expenses

-272

-464

41%

192

Operating profit

921
0.4%

4 294
1.8%

-79%

-3 372
-1.4%

2 839

5 926

-52%

-3 087

-3 036

-2 118

-43%

-918

0

53

-100%

-53

-2 115
-0.8%

2 228
0.9%

-195%

-4 343
-1.8%

PLN ‘000

Gross margin
Selling costs and overheads
Profit on sales
Gross margin on sales

EBIT Margin
EBITDA
Balance of financial income and expenses
Result of the restructuring of unprofitable stores
Profit (loss) before tax
Gross profitability

0.8%

In the reporting period, there was a 3.6% increase in sales revenues, which is a consequence of the
increase in sales in Poland and the decrease in foreign sales. Basic distribution channels in Poland Top Secret stores and the online store www.topsecret.pl recorded commensurate sales growth by 8%
and 9% y / y, respectively, despite the negative impact of non-trading Sundays on sales in stationary
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stores, estimated at approx. 3% lost revenues, which slightly contributed to the increase in internet
sales. In foreign channels, the decrease in sales was a consequence of the reduction of the sales network
in Ukraine by 18% and a temporary reduction in cooperation with the largest clothing multibrands in
Russia, during the change of the form of cooperation to commission one.
The analysis of 2018 indicates significant differences in revenues and results in individual quarters.
The first and second quarters are the period of implemented sales and margin assumptions, in which the
profit on sales increased by PLN 1.8 million y / y. Very good sales of the summer collection were
continued in July and August of the third quarter, however, very high temperatures in September
stopped the demand for autumn goods. Further customer interest in the summer collection was satisfied
by the extended availability of the never out of stock – summer collection. Unfortunately, significantly
lower prices of this collection and their partial discounting implemented in August resulted in a high
deviation from the sales plan, margin and the result in the whole third quarter, which worsened by PLN
0.7 million y/y.
The greatest impact on the result in 2018 was exerted by the fourth quarter, in which we recorded a
decrease in results by PLN 4.7 million y/y. The results of sales of heavy clothes, i.e. jackets and
sweaters, in 2017 and market trends presented by services indicating changes in trends led Top Secret
to extend the period of introduction of these clothes to November and December, while maintaining the
pace of their introduction in September and October. As a result, the order for jackets increased by 16%
per m2 and for sweaters by 38%. High temperatures in September and their continuation in October
(periodically even 12 degrees above the historical average), resulted in a slowdown in the sales pace
and accumulation of heavy clothes in store inventory at the end of October, followed by aggressive
bargain sales in November and December. This situation immediately translated into a decrease in the
average price in October (lack of sales of sufficient number of jackets and sweaters) and into a lower
margin in November and December as a result of the sale of deep discount garments. The situation in
December was not improved by the extended and well-selling gift collection.
Despite the factors described above, 2018 ended with a profit on sales of PLN 1.2 million.
Top Secret stores in Poland, despite the weaker second half of the year, maintained the level of
profitability, and newly opened outlets, after adjusting the level of sales / m2 by the warm-up time,
recorded a 16% increase in sales compared to stores operating for more than 12 months. This fact
prompts the company to maintain the pace of development of the traditional channel in Poland, as
provided for in the strategy.
In 2018, the e-commerce channel recorded not only a 9% improvement in sales, but also a 3pp
improvement in profitability, while maintaining the level of marketing expenses.
Foreign markets, both Russia and Ukraine, recorded a drop in sales and margins. In Russia, the trade
agreement with two online stores was changed to cooperation on a commission basis. As a result of this
change, sales dropped by 20% y/y and the result by almost 51%. On the Ukrainian market, the sales
network decreased, resulting in lower revenues by 8% and the lower result by 34%. Both the Russian
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and Ukrainian markets in 2019 are to be the main markets for the recycling of goods remaining after
the 2018 season.
As a result of the reduced sales rate of heavy clothes in the fourth quarter, their share in the final stock
increased, as a result of which the average purchase price of the off-season inventory twice exceeded
the average purchase price of the original order of the autumn-winter season 2018, and its value
amounted to over PLN 27.7 million as at December 31. The Company intends to use this stock in a
rational and selective manner in the new autumn-winter 2019 collection, especially for clothes and
models that have not even entered into sale.
The year 2018 indicates sources of improvement in the gross margin in the basic distribution channels:
• increasing the space of Top Secret stores in Poland while maintaining their profitability acts as
an operating leverage;
• a systematic and balanced increase in the share in the store stock of the NOS [never-out-of-sale]
collection leads to a proportional increase in the trade margin;
• seasonal men's collections (holiday and gift time) are becoming more and more popular, and
increasing their share in the stock leads to an increase in sales and the result;
• further increasing the diversity of the collection due to the different needs of individual
customer insights and taking into account the life cycle of products, leads to an increase in the
resale rate at the first price, and consequently to shallower discounts and an increase in the
margin.
In 2018, there was an increase in overheads and sales by over 9% (PLN 9.6 million). The largest
changes occurred in the following items:
• increase by PLN 5.6 million (+9%) in the costs of the main distribution channel, with an
increase in sales by 8% y/y due to a proportional increase in the value of a franchise
commission and an increase in labour costs (increase in minimum wage) in own stores;
• increase by PLN 2.0 million of costs of sales on foreign markets - inter alia, as a result of
changes in the principles of sales on the Russian market (online commission stores - in revenues
higher values, and their commissions in the costs) in relation to weaker wholesale sales, which
unfortunately has not yet resulted in a full recovery of sales value;
• increase by PLN 2.0 million of the head office costs resulting from the implemented IT projects
and increase in other head office costs resulting from salary pressure;
• increase of direct marketing costs by PLN 1.0 million;
• decrease by PLN 1.0 million (-41%) of variable costs of sales in the traditional channel of Troll
and the outlet channel, which is proportional to the decrease in sales (-40%) due to the decrease
in the space of the chain of these stores.
The balance of other operating income and expenses amounted to -PLN 0.2 million, as compared to PLN 0.5 million in 2017.
In 2018, the fashion segment achieved a worse balance of financial operations in comparison to the
previous year by PLN 0.9 million. This change is a result of negative exchange rate differences in
2018.
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At the end of December 2018, the fashion segment store chain consisted of:

30.9 thousand m2 of the Top Secret stores in Poland, which means increase by 9.8% y/y;

4.5 thousand m2 of the Top Secret stores abroad, which means a decrease by 19% y/y, which is
a consequence of a reduction in the chain of stores in Ukraine and Russia;

2.1 thousand m2 of outlets and stores of Troll brand, which means drop by 36% y/y.
The total area of shops in the fashion segment amounted to 37.6 thousand m2.
As at 31 December 2018, there was a significant increase in the value of fashion market stock by +
PLN 24.5 million to PLN 87.5 million. This is a consequence of the above trends (increase in ecommerce share, development of the PL network, higher y/y USD exchange rate, warm months
adversely affecting sales of autumn-winter collections), which increased in Q4 2018. The stock per m2
increased by 37% to PLN 2.3 thousand.
Table 14. Structure of fashion market stock as at 31 December.
Current collection spring-summer
Current collection autumn-winter
Current collection never out of stock
Others

2018
25%
32%
4%
40%

2017
20%
28%
5%
46%

As at December 31, 2018, the share of the autumn-winter collection increased, which is a consequence
of the weaker resale of this collection in 4Q 2018, but also the share of the current spring collection,
which is the basis for the offer in the first months of the year, increased. However, this stock structure
requires more intensive sales of autumn- winter18 season goods and older collections, which may
burden the result with increased inventory write-offs. A higher share of goods from previous seasons in
the offer (in basic distribution channels and increased wholesale sales of stock) may temporarily result
in a lower margin in 2019.
The results of 2018 generally confirm the validity of the strategic assumptions for the Top Secret
brand, but the results of the fourth quarter require a more balanced stock policy for the winter
collection. Strategic goals for the years 2019-2020 aimed at increasing the realized sales profitability
include:
 expansion of distribution channels of Top Secret brand in Poland (offline and online) by
approx. 30%, enabling the use of economies of scale and operating leverage, in order to achieve
a faster growth of gross profit on sales than service costs and overheads;
 sustainable and systematic increase in the interest margin by 3 pp to the average level in the
clothing industry through: (i) accelerating sales at the first prices and increasing the number of
faster-moving thematic fast fashion products with short life cycle, (ii) increasing the share in
stock and sales of NOS (never out of stock) basic products sold at higher margins thanks to
shallower discounts;
 reducing trade liabilities by selling off surplus stock made up of goods from previous seasons.
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The result of the discount
market
The results generated on the discount market in 2018 are set out in the table below.
Table 15. The selected items of the comprehensive income statement on the discount market in 2018 and 2017.
in PLN ‘000 1-4Q 2018 1-4Q 2017
Sales
353 221
384 450
Gross profit on sales
138 954
148 472
Gross margin
39.3%
38.6%
Selling costs and overheads
177 244
179 851
Profit on sales
-38 291
-31 378
Gross margin on sales
-10.8%
-8.2%
Balance of other operating income and expenses
-15 305
1 399
Operating profit
-53 596
-29 979
EBIT Margin
-15.2%
-7.8%
EBITDA
-43 591
-23 624
Balance of financial income and expenses
-4 779
-3 713
Result of other events - exit from the Capital Group
0
-61
Profit (loss) before tax
-58 375
-33 753
Gross profitability
-16.5%
-8.8%

change %
-8.1%
-6.4%
-1,4%
-22%
-1194%
-79%
-85%
29%
-73%

change Δ
-31 229
-9 519
0.7%
-2 607
-6 912
-2.7%
-16 704
-23 616
-7.4%
-19 967
-1 066
-24 621
-7.8%

In 2018, the discount segment suffered a loss of -PLN58.4 million before tax, i.e. by -PLN24.6 million
higher y/y. To a large extent this result is burdened with operations related to the initiated restructuring
process, which consisted of:


increase in the cost of sales by PLN 2.1 million due to identified shortages in stores on the
Romanian market;



increase by PLN 1.4 million of the cost of sales related to the write-off for bargain sale
processes, which will be carried out on the Romanian and Slovak markets, resulting from the
termination of operations on these markets and planned activities to maximize the resale of
stock located in stores in these countries;



increase in the cost of sales by PLN 0.4 million, related to the write-off for unrecovered stock
from two shops in the Czech Republic (finally, in the process of liquidation of this company,
the product was not recovered and a receivable was created towards the company in the
liquidation proceedings);



creation of a PLN 1.2 million provision (charged to the costs of sales and general
administration) for the costs of closing shops in Poland, including severance pays, costs of shop
closures and related logistics;



creation of a PLN 1.5 million provision (charged to the costs of sales and general
administration) for legal and advisory costs of the restructuring process, including those related
to negotiations with banks;



creation of a PLN 0.5 million provision (charged to the costs of sales and general
administration) for the costs related to the environmental fee on purchase packaging;
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creation of a PLN 8 million write-off for fixed assets related to shops that are planned to be
liquidated in Poland (charging other operating costs);



creation of a PLN 6.2 million write-off for fixed assets related to the planned liquidation of
business activity on the Romanian market (charging other operating costs);



created PLN 0.8 million write-off for VAT receivable related to the planned liquidation of
Romanian business and lack of the right to deduct part of it;



creation of a PLN 0.3 million write-off for fixed assets related to the planned liquidation of
Slovak business activity (charging other operating costs);



release of deferred income tax asset in the amount of PLN 4.9 million established in previous
periods due to the limitation of the possibility to deduct tax losses from income in subsequent
years.

In total, the items related to the implemented restructuring programme presented in the report for 2018
decreased the result by -PLN 27.5 million.
The result without taking into account the impact of restructuring is a result of a positive change in two
areas: (i) an increase in the percentage trade margin and (ii) reduction in operating expenses. However,
the downward trend in sales has a decisive impact on the TXM negative result.
Sales
Determining - periodical and not strategic - influence on the decrease of average sales per square meter
in 2018 in relation to the previous period had:


lack of an optimal stock offer;



bad weather at the beginning of the year - very cold February and March and very warm autumn from the beginning of September to mid-November;



continuing trend of a decrease in the number of Customers’ entries;



fewer trading days - non-commercial Sundays

In terms of sales, the first quarter of 2018 was weaker than expected. The second half of February and
the first half of March saw a decrease in the number of Customers’ entries - sales - by approximately
5% year on year. This situation was largely due to much worse weather conditions than expected at this
time of year. The severe frost at the turn of February and March contributed to the drop in the number
of entrances. An additional negative factor was the introduction of ‘non-commercial’ Sundays, which
also exacerbated the falls.
In the second quarter of 2018, a new communication strategy based on mass communication tools was
introduced. A TV campaign was implemented, aimed at both existing and new customers. These
activities in April and the first half of May attracted customers, which resulted in a general increase in
traffic in stores. The second half of May did not attract as many customers. It was then that stock
problems emerged, which further weakened the motivation to buy. June was quite diverse, the first
half was very good, but unfortunately the second half was much weaker. In that period, chain stores
conducted very aggressive bargain sales, which influenced customers' purchasing decisions. This
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situation deepened in July, when there was a break in external communication, lack of distribution of
the newsletter and TV campaign, and additionally, deepening sales in the chain stores.
From the third quarter of this year, the problem of availability of inventories began to come true. This
was a consequence of limiting supplies of goods by suppliers, towards whom trade liabilities increased.
These liabilities were the main source of financing the losses incurred by the Company in 2017 and in
the first half of 2018. Limited possibilities of financing translated into attractiveness and availability of
the offer. The effect of the disturbance in the stock policy was particularly visible in the AugustOctober offer, particularly in back to school and back to office campaigns. The insufficient level of
stock had a negative impact both on current sales levels and on the more deferred effect of reducing the
attractiveness of the offer and the TXM stores for customers.
Identifying the problem, TXM carried out a project to acquire additional sources of financing to invest
in current assets and in the second half of August it raised PLN 32 million in the form of increasing the
share capital and issuing bonds convertible into shares. Out of this amount, over PLN 29 million was
allocated for financing current assets.
However, the positive effect of gradual increase in the availability of the offer in stores as a result of
increased stock was completely counterbalanced by unfavourable weather conditions between
September and practically mid-November. Compared to the previous year, the average temperature was
higher by approx. 3 degrees Celsius in this period. The period of September and October is a standard
time for exchanging clothing for warmer, autumn and winter clothes. TXM's customers, as very
practical people, need a clear impulse in the form of lower temperatures to buy such garments.
The impact of this impulse was evident in week 39, when a drop in temperatures below the 2017 level
immediately caused a 40% increase in sales compared to the previous week. A similar situation
occurred in weeks 46 and 47, although their y/y comparability is somewhat difficult due to one
additional day without trading in week 46 (November 12) and the postponement of Black Friday's
promotional campaign (week 47). The following weeks, when the weather became typically seasonal,
show an immediate improvement in sales parameters in y/y terms.
The effect of the weather anomalies that took place in the fourth quarter for the entire clothing industry
was a very aggressive battle for the customer and an attempt to effectively liquidate the autumn and
winter stock in a shortened period, due to the lack of a weather impulse for purchases of this clothing.
This resulted in a very aggressive sale, bringing the prices of the fashion segment of the clothing
market closer to the prices offered by TXM and searching for a price opportunity by the Customer.
Increase in interest margin
In 2018, TXM realised a percentage trading margin of 40.5%, i.e. by over 2 percentage points more
than in the previous year. This is a consequence of:


an increase in the share of direct import in purchases of goods on which a higher margin is
realized by a few percentage points;



a lower level of discount during the summer sale due to a lower stock level;



but also, negatively, following the market in the area of sales of autumn and winter clothing
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Optimization of operating costs
Throughout 2018, activities aimed at reducing operating costs were carried out. In year-over-year
terms, they fell by 3% (-PLN5.4 million). This is influenced by:


no costs of network (- PLN 1.3 million) and head office (- PLN 0.5 million) due to the end of
operations on the Czech market at the end of May 2017;



decrease of costs of the Polish chain (-PLN3.7 million, with -4% decrease of costs per sqm),
which results from the effects of the process of renegotiation of store rents and optimization of
the number of staff in stores;



increase in costs (+ PLN 1.7 million, with a simultaneous -3% decrease in the cost per sqm)
related to the increase (+ 8%) in the space of the retail chain on the Romanian market;



In the absence of an increase in the area of the retail chain on the Slovak market, the decrease
of 4% of costs per square meter was observed;



decrease in the costs of the head office in Poland by (- PLN 2.2 million), in which the largest
part was attributable to a decrease in logistics and IT costs.

In 2018, the balance of other operating income and expenses (after excluding the one-off restructuring
events described above) decreased by PLN 1.4 million when compared to 2017. In the previous year,
this amount included a one-off item related to the impact of the co-financing of capital expenditure
from the lessor of the logistics centre.
The balance of financial income and expenses was negative and amounted to -PLN 4.6 million as
compared to -PLN 3.7 million in the previous year. It consists of two most important items:
1) PLN 2.4 million are interest expenses resulting from TXM's financial debt.
2) PLN 2.2 million is a negative result on exchange rate differences, which was achieved mainly
due to the weakening of the Polish zloty against the US dollar.
Factors which, in the Issuer's opinion, will affect the results achieved by the Redan Group in
subsequent periods
The development of the Redan Group is influenced by both external factors which are independent and
internal factors, strictly connected with the business conducted.
Risk factors related to the environment of the Redan Group.
 The risk related to the macroeconomic situation and the slowdown in the economic growth on the
markets on which the Group operates
The companies from the Redan Group conduct operating activities in Poland and abroad, in Russia and
Ukraine, in Slovakia and in Romania. The volume of consumer demand on these markets is therefore
of great importance. It is shaped primarily by income and household debt, rate of unemployment,
interest rates, consumer sentiment indicator, budget programmes such as '500+' in Poland, foreign
exchange rates and geopolitical stability. The risk is identified that if the economic circumstances
deteriorate, which is also a consequence of a political situation, demand for goods offered by the Group
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companies will decrease, which may adversely affect the results achieved by them and the financial
situation. The factor partially reducing the risk of a significant deterioration of results in case of the
economic downturn is diversification strategy conducted by Redan by offering a wide range of goods
addressed to various groups of customers (an activity on the fashion market as well as on the discount
one) in various countries.
 The risk related to changes in fashion trends
The clothing market is subject to fashion changes, which forces companies to constantly follow
changing trends. A possible mismatch of goods offered to customers' expectations creates the risk of
creating hard-tradable stock or selling it at significantly reduced prices. This risk is partially minimized
by the diversity of the collections offered.
Preparing collections for the upcoming seasons, the design teams constantly analyse changing fashion
trends, adapting them to needs of the target groups of the brands from the Redan Group. The designers
use specialized press and trend books as well as information available on the Internet.
In the whole Redan Group, this risk factor is additionally minimized due to the diversification of
activities, as the impact of this risk factor on the discount segment is smaller.
 The risk connected with growing competition
The companies of the Redan Group operate on the widely understood clothing market, characterized by
high competitiveness, with relatively high saturation. Competition is manifested, among others,
through pressure on product prices, quality of offered goods, speed of reacting to changing trends or
competing for attractive locations of stores. There is a risk that competition on the market will increase.
In particular, this may include: the emergence of new entities on the Polish market, marketing
campaigns undertaken by competitors, possible market consolidation, long-term margin reductions or
dynamic organic growth of competition. This applies to both the fashion and discount segments. This
causes a competitive struggle between individual entities, which may have a negative impact on both
revenue and profitability of the Redan Group.
This risk is partially reduced by diversification of the Groups’ performance in different segments
(discount and fashion), in various countries as well as different distribution channels (e-commerce
development).


The risk of a change in the foreign exchange rate

The manufacture of most goods for Top Secret, Troll and Drywash and the growing part of goods for
the discount segment are ordered to contractors in the countries of the Far East. That is why, some
liabilities of the companies of the Redan Group are denominated in USD, EUR or in CNY, while most
of the revenue is obtained in the currency of the country in which the sale occurs (Poland, Ukraine,
Russia, Romania and Slovakia) and also in EUR and USD in the case of wholesale to customers
beyond these countries. Fast, sudden and unexpected strengthening of USD, EUR or CNY exchange
rate against PLN would have a negative impact on financial results achieved by the Redan Group.
The Redan Group is also exposed to the currency risk related to fluctuations in the EUR exchange rate.
As part of the retail store chains, the sales space is rented in shopping centres, where the cost of
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tenancy and additional services is usually denominated in EUR. The agreement for tenancy of a
warehouse space for the TXM discount chain is also dependent on this rate. The increase in the EUR
exchange rate against PLN influences current costs of maintaining commercial facilities and the
logistic centre which may have a negative impact on financial results obtained by the Redan Group.
In connection with the activity conducted on foreign markets in the form of subsidiaries, there is also a
risk of changes in local currency foreign exchange rates (until now the Ukrainian hryvnia, Russian
ruble, Romanian leu and euro due to the activity in Slovakia) against the zloty, in which consolidated
financial statements are presented. Changes in foreign exchange rates of these currencies against the
zloty will result in calculating foreign exchange differences from conversion of foreign companies'
statements into zlotys.


The Redan Group analyses the situation on the currency market on an ongoing basis and,
depending on its assessment of major trends, makes decisions on possible hedging of part or
the whole of an open currency position.

 The risk of a change in and instability of customs and tax regulations
The customs and tax regulations are of significance for the functioning of the companies from the
Redan Group. Frequent amendments, inconsistencies and a lack of uniform interpretation of tax law not
only in Poland, but also in in other countries in which the Group operates, involve a potential risk of
inadequate classification of economic events and, therefore, incorrect calculation of taxes. The current
situation regarding the proposed 'turnover tax on retail' or 'trade ban on Sunday', their pace and the
substantially changing provisions proposed are a good example of a possible lack of stability and
cohesion in this area. The questioning by tax authorities of tax settlements made by the companies from
the Redan Group because of divergencies or changes in interpretation or non-uniform application of tax
law provisions by various bodies of the tax authorities may result in imposing relatively high penalties
or other sanctions. In addition, taking into account the relatively long period of limitation of tax
liabilities, the assessment of a tax risk is particularly difficult. However, if the risk described above
comes true, this may have a material adverse effect on the business, financial condition or results.
Additionally, the companies of the Redan Group order production and import clothes from other
countries (China, Bangladesh, India, Turkey) while customs tariffs are regularly changed. This
increases the risk of incorrect classification of imported goods into the relevant customs codes, and thus
incorrect calculation of customs duties. To minimize this risk, the companies from the Redan Group
use specialized software with the regularly updated customs tariff and support of specialized and
professional customs brokers. They are also regularly subject to external tax audits aimed at the earliest
identification of potential risks.
•
The risk of increased labour costs and staff turnover
The costs of remuneration constitute a significant part of the operating costs of the companies from the
Redan Group. Costs of external services in the form of remuneration of agents who operate some of the
stores in the fashion and discount segments as well as the costs of employees attracted from the
temporary work agency are directly linked to labour costs. In recent years, one can observe an increase
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in both the minimum wage (from gross PLN 1,600 in 2013 to PLN 2,250 in 2019 r.) and the average
wage in the national economy (from PLN 3,650 in 2013 to PLN 5,164 in March 2019).
In addition, the unemployment in Poland is regularly decreasing (the unemployment rate fell from
13.4% in December 2013 to 6,2% in January 2019), which strengthens the wage pressure but also
makes it difficult to recruit employees from the market.
The increase in labour costs and staff turnover cause the risk of increasing the operating costs of the
company and the temporary reduction or decrease in the efficiency of rotating employees, it may
negatively affect the financial results obtained. To counteract this risk, the companies from the Redan
Group regularly undertake activities aimed at increasing work efficiency, implementing attractive
result-based bonus systems and non-financial motivating.


The risk of increased costs of manufacturing at suppliers

The Redan Group companies order the manufacture of clothes to businesses located in the states of
lower manufacture costs (inter alia China, Bangladesh, India). Currently, the Group cooperates with
dozens of partners producing clothing under own brands for the fashion segment (Top Secret, Troll and
Drywash). Also import for the TXM chain is growing gradually. Placing orders with external suppliers
allows achieving the assumed diversity of the offer and its adjustment to needs of customers, reducing
production costs, increasing the realized margin and in consequence, improving the efficiency of sales.
On commodity markets, prices are subject to significant volatility resulting from global
macroeconomic changes and abundance. Therefore, there is a risk of increasing their prices, which may
influence the cost of clothing production. This risk is partially mitigated by seeking new suppliers, new
purchase markets and introducing modifications in goods that reduce the impact of individual raw
materials on purchase costs. This risk applies equally to the main competitors of the Redan Group, as
they all operate in a similar business model to produce goods.


The risk related to the seasonality of sales and margin

In the activity of the Redan Group companies, like in all entities selling clothes, there is seasonality of
sales and realized gross margin. On the fashion market (brands of Top Secret, Troll and Drywash) the
realized percentage margins are higher at the beginning of the season (March-May and SeptemberNovember) than in the period of bargain sales (January-February and June-August). On the discount
market (TXM chain) the margin percentage is subject to significantly lower fluctuations. The level of
sale on both markets looks similarly, the highest turnover occurs in the 4th quarter, the lowest in the 1st
calendar quarter.
Changes in demand occurring seasonally increase a need for the working capital and affect the growing
of stock. Because of the seasonality, we pay special attention to effectiveness of logistic activities
aimed at the maximum shortening of the supply of goods to customers.
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The risk related to weather conditions

Acting in the clothing industry, the companies from the Redan Group are exposed to the risk related to
weather conditions. It relates to seasonal changes in the product offer and its potential failure to adapt
to weather conditions. Unexpected changes in conditions such as long and warm autumn, cold summer,
short winter etc. can have a negative effect on the turnover speed of goods offered in stores, necessity
of lengthening / postponing sales, deepening price reductions, etc. Unusual weather conditions may
lead to a reduction in the sale of some product groups, and consequently to increased stock levels or indepth discounts. The occurrence of seasonal fluctuations described above may lead to unplanned price
cuts, which will result in lowering the trade margin, creating excessive stock and increasing storage
costs. This in turn affects the level of indebtedness, efficiency of using resources of the Redan Group
and, in consequence, the financial results obtained by the Group. In addition, an increase in inventories
may limit the storage space available for new products, resulting in an increased demand for the
working capital and, consequently, affect the deterioration of financial liquidity.
Risk factors related to the operations of Redan Group


The risk associated with the management of stock

A characteristic feature of the Group's companies is the constant launch of new models of goods for
sale. This raises the risk of mismatch of the clothing to customers’ demand related to, for example,
weather changes or current consumer trends.
There is a risk related to overestimation or underestimation of a quantity of purchased goods, as well as
their delayed introduction to stores. In the case of overestimation, the Group may have limited sales
opportunities. This can lead to the sale of goods at lower margins or the accumulation of stock that
binds financial resources. Underestimating the quantity of goods may lead to a lack of possibilities to
satisfy customers' needs and losing potential revenues and profits, and at the same time the need to bear
the costs of maintaining a chain of stores. However, the case of delayed introduction of the stock to
stores may lead to a situation in which e.g. a cut price will be necessary, which will negatively affect
the realized margin.
The developed chains of the Redan Group’s stores, their diversification as for location as well as the
space of an individual shop and diversified, developed stock also create significant challenges in stock
replenishment, both in the purchase process and in the process of managing the allocation. There are
risks associated with inefficient goods placement between stores, which may lead to potential loss of
possible income and profits, over-stocking or the necessity to resell goods at lower margins.
To counteract this risk, the companies from the Group constantly optimize and improve the processes
related to planning collections as well as the allocation of goods.
 The risk associated with the long process of clothing production
Specificity of the business run by the companies of the Redan Group consists in ordering the
manufacture of clothes in the countries of the Far East. This applies to much of the offer for the fashion
segment (brands of Top Secret, Troll and Drywash) and to the growing extent, for the discount
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segment. The entire production and logistics process, from the design of the collection to the delivery
of finished products to stores, takes almost a year. The companies from the Redan Group must
appropriately early identify the trends that will be followed in fashion and customer preferences in the
following seasons, prepare clothing models, verify the quality of collection samples received from
foreign producers, order the manufacture and provide comprehensive delivery logistics. Logistic
complications in the production and import processes may contribute to delays in timely delivery,
negatively affecting the efficiency of companies from the Redan Group.
This risk is reduced by the growing share in the fashion segment of the fashion collection, which is
produced in a short time (several weeks) in Europe.
 The risk of improper location of stores
The development strategy for the Redan Group is based on the expansion of the store chain. Opening
new facilities carries the risk of misplaced locations. In this case, the revenues realized by a given store
may not reach the assumed level and they may be insufficient to cover the costs of its functioning.
In case of own stores, their liquidation is associated with the loss of expenditure incurred on the
adaptation of the premises and with the need to incur high costs of terminating long-term tenancy
agreements that are usually concluded for a definite period without the possibility of early termination
by the tenant. It cannot also be excluded that historically profitable stores will in the future reach sales
levels or margins at unsatisfying levels. This may be due to the opening of other, competing shops in
the surrounding, a change in the perception of a given location or a wrong marketing policy.
To minimize this risk, individual companies thoroughly analyse potential locations for new stores and
negotiate the terms of tenancy of the premises limiting the risk of incurring losses on unprofitable
stores.
 The risk related to the termination of franchise agreements and tenancy agreements
Franchising agreements concerning the stores of Top Secret are concluded for unspecified time and the
parties have the right to terminate them giving three-month notice. Termination of the significant
number of the agreements by franchisees in a short time could cause deterioration of the financial
results of the fashion segment of the Redan Group. To counteract this risk, the Group constantly
monitors the franchise market and introduces changes to its offer to potential franchisees to ensure that
it will still be attractive to them.
There is a risk related to the possibility of termination of lease agreements in the discount segment,
which may involve the necessity to close down or move shops to other locations. The Group companies
have overdue liabilities towards landlords, which - in cases where the delay is sufficiently long - gives
the landlords the right to terminate the agreements. The condition to take advantage of this possibility
is to comply with the statutory procedure of agreement termination due to arrears in payments.
At present, this risk is higher in the discount segment as landlords may react negatively to the fact that
TXM has initiated court proceedings to enter into an arrangement. However, the factor limiting the risk
of termination of agreements by landlords is the fact that, according to the provisions of the
Restructuring Law, provided that TXM duly performs its obligations under lease agreements after the
restructuring proceedings are opened (including timely payment of current rental obligations),
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landlords will not be able to terminate lease agreements due to unpaid obligations arising before the
opening of the proceedings.
Termination of a significant number of lease agreements for store premises by landlords in a short
period of time could cause deterioration in the financial results and liquidity of the Redan Group.


The risk related to dependence on the management

Redan’s success depends largely on the quality of the work of highly qualified management staff,
including, members of the management board of Redan and its subsidiaries, top-level directors and
specialists. Loss of key employees may have an adverse effect on business and financial results of the
Redan Group.
The risk is limited by the incentive system for key employees as well as the constant search for people
who can bring additional know-how to the Redan Group.


The risk of a computer system

The effectiveness of activities conducted by the companies from the Redan Group is connected inter
alia with the patency and reliability of the operation of integrated ERP class management systems,
extensive IT network and the infrastructure servicing the online store. Constant modernization of the IT
infrastructure in combination with comprehensive guarantee agreements and technical support
(cooperation with specialized IT companies) provides a high probability of reliability of IT systems. An
additional element that guarantees security is the use of server solutions from reputable suppliers,
adjusted at the implementation stage to the specific requirements of the companies from the Redan
Group.


The risk of crediting customers

In the case of franchise agreements (operating in Poland and Ukraine) and agency agreements (agents
running own stores) there is a potential risk of losing the property entrusted to contractors (goods and
takings). In wholesale, mainly to foreign customers, the companies from the Redan Group provide
customers with a mercantile credit. Therefore, there is a potential risk of its non-repayment. This risk is
minimized by implementing procedures for ongoing monitoring of trade receivables. The franchisees
are mostly proven partners, and the franchise agreements have introduced property security such as
blocking funds in a bank account, bank guarantees, insurance guarantees or a mortgage.


The risk related to the functioning of the warehouse and logistic processes

As part of the conducted business, the Redan Group uses logistic centres, separately for the fashion and
discount segments. The logistic centre and processes in it are designed for a certain scale and manner of
operation. Exceeding this scale or another significant change in logistic processes, especially related to
their complexity, could have a negative impact on the efficiency of the distribution of goods from
suppliers to stores and customers of the online store, as well as cause an over-proportional increase in
the costs of their operation. Both factors would have a negative impact on the results achieved.
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In addition, the Group cannot exclude the risk related to force majeure, e.g. fire or flooding of
warehouses ( both in Łódź and Mysłowice). This could interrupt their operation or damage the goods
stored in them. Both goods located in the logistic centres, as well as the buildings themselves and their
equipment are insured, however, the insurance will cover only the reimbursement of the purchase of
goods or restoring the tissue of the warehouse, but will not compensate for the lost benefits that would
result from the sale of goods with a margin.


The risk related to intellectual property rights of third parties

As part of the business conducted, the Redan Group stocks up from its suppliers for further sale of
products with which industrial and intellectual property rights of third parties may be associated,
including those of which the Companies may not have knowledge.
It cannot be excluded that third parties will have claims against the companies for infringement of
industrial and intellectual property rights, such as copyright, industrial design rights, trademark rights,
etc. If such claims are filed in the future, even if they are unreasonable, this may involve the suspension
of the sales of the goods whose reported claims concern or even their withdrawal from the sale, as well
as incurring additional costs, including costs of court proceedings and costs of possible damages for
infringement of intellectual or industrial property rights.


The risk related to a breach of credit agreements

As part of the business conducted, the Redan Group companies are parties to credit agreements and
agreements for lines of letters of credit and guarantees. Each of the financial agreements has a closed
list of commitments and incidents of breaches, which are, among others, following:
o clauses obliging the companies to reach turnover with a declared value through specific
bank accounts;
o a commitment to maintain defined financial ratios at the declared level;
o limitations regarding the payment of dividends;
o a limitation in terms of incurring new debt and encumbering assets;
o a failure to make payments;
o receivership and/or liquidation of the borrower;
o insolvency of the borrower;
o seizing the borrower's assets.
In the event of a breach or default, financial institutions are entitled, in particular, to: (i) make all or
part of the receivables due immediately as a result of which the relevant amounts will immediately
become payable; or (ii) request collateral for their claims, or (iii) terminate the agreement in whole or
in part, giving thirty day notice, and if the borrower goes bankrupt, seven- day notice, and (iv) increase
the credit margin.
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The occurrence of each of these cases would have a negative impact on the financial liquidity of the
companies from the Redan Group, and thereby could also have a negative influence on results achieved
by the Group.
To counteract this risk factor, the Group conducts open communication with main financial partners,
regularly fulfilling all reporting obligations and informing them in advance about known changes in the
business.
At the same time, due to the lack of links between the discount and the fashion segments, possible
violations in one of them will not have a direct impact on the other.
 The risk of lacking sufficient external debt financing
The companies from the Redan Group use financing in the form of bank loans, which have been
granted by some banks for a limited time. There is a risk that the loans granted will not be renewed and
that it will not be possible to obtain financing in the same amount in other banks. Such a situation
would have a very significant negative impact on the liquidity of companies from the Redan Group.
To reduce the risk, the companies from the Redan Group remain in a constant operational and strategic
contact with all the financing institutions. This risk is partially limited by financing both segments of
the Redan Group by various banks. Due to pending restructuring proceedings of TXM S.A. the Redan
Capital Group may have a problem with obtaining debt financing. The creditworthiness of Redan is
measured based on the consolidated financial statements encumbered with the results of TXM S.A.
 The risk of insufficient value of letters of credit
As part of the operations, some suppliers, especially from Bangladesh, expect the financing of
payments in the form of lines of letters of credit. If the companies from the Redan Group do not have
appropriate values of available letters of credit, this may cause delays or shortages in the delivery of
some of the goods. This in turn may result in sales levels lower than planned, and thus also in the lower
results.
The Redan Group companies are in constant contact with banks in order to ensure the necessary level
of availability of credit lines.
 The risk of losing trade limits with suppliers
When purchasing some goods, the companies from the Redan Group use deferred payment terms to
suppliers. Some suppliers from China also use trade credit insurance granted to companies from the
Redan Group in China Export & Credit Insurance Corporation. There is a risk of limiting by individual
suppliers, as well as by the above insurance company or other insurance companies, limits of
mercantile credits granted to the Redan Group’s companies. If such a risk comes true on a larger scale,
this may be associated with difficulties in obtaining an attractive product and deterioration of liquidity.
To counteract such a risk, Redan maintains contact with any suppliers in various countries caring for
the best possible relations with them.
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The risk of overdue liabilities

There are delays in some payments of trade liabilities by individual Group companies. They are always
in direct contact with all their creditors and set a new payment deadline. In the event of failure to reach
agreement in individual cases, they do not generate significant risks for the Group. However,
disagreement with more creditors with respect to deferring payments may cause significant difficulties
in day-to-day liquidity management, and thus also affect deterioration of the results, e.g. with respect to
difficulties with ordering or introducing new collections to stores.
To counteract such a risk, the Group companies conduct detailed liquidity management and maintain
constant contact with their partners, ensuring the best information flow with them.
 The risk related to operations on the Ukrainian market and an uncertain geopolitical situation
in Ukraine
An increase in the rental costs of stores is observed on the Ukrainian market, while at the same time
there is no increase in sales / sq. m, which may result in the closing of franchise stores. A significant
reduction in the chain stores in Ukraine will result in head office costs exceeding the profit on stores,
and thus a situation may arise in which continuation of operations in Ukraine will not be justified.
Redan has receivables from Ukrainian companies, whose full refund may not be possible in such a
situation. To reduce this risk, the delivery of goods to Ukraine is at a minimum required value (thus
minimizing the creation of receivables of Redan from companies of this country).
 The risk related to the restructuring process of TXM S.A.
On 3 April 2019. TXM applied for the opening of a restructuring procedure, a fast-track arrangement
procedure. The application was submitted based on the provisions of the Act of 15 May 2015 called
Restructuring law. As at the date of this report, the application was not considered by the competent
court. However, it passed the formal control (i.e. it meets all formal and fiscal conditions) and awaits
the substantive examination. At this stage, the only risk in this area is the possibility to refuse to open
restructuring procedure.
If restructuring proceedings are opened, there is a risk that the Company will not be able to pay its costs
on an ongoing basis. In such a case, the court will discontinue the restructuring proceedings. In order to
minimize this risk, the Company conducted a thorough analysis of the cash flow forecast for the period
of the expected duration of the proceedings and on this basis assesses that lack of liquidity should not
occur.
TXM will seek to make a composition agreement with the creditors. However, there is a risk that the
creditors will not accept the arrangement proposed by the Company. However, in the alternative
scenario (the insolvency of the Company), these creditors will not receive any real funds. Therefore, in
the opinion of the Management Board, rational creditors will support the presented composition
proposals, and therefore the possibility of this risk factor materializing is very unlikely. This is also
indicated by the ongoing contacts with creditors in this group in the period between the publication of
the application to open restructuring proceedings and the preparation of this report.

Page 32 of 48

Report on performance of the Redan Capital Group for 2018 r.
An important condition for the enforceability of the court-approved composition agreement is also the
establishment of rules for the restructuring of the liabilities towards the banks financing TXM. There is
a risk that the Company will not be able to reach an agreement with the banks. However, analysing also
the degree of potential satisfaction of the Banks (secured by a registered pledge on the Company's
stock) even with a relatively low probability of full execution of the restructuring proceedings at the
level of 20%, the degree of the Banks’ satisfaction will be higher than in the alternative receivership
scenario. Therefore, the Management Board believes that the probability of working out a target
restructuring agreement with the banks is also high.
However, if one or more of the risks described above occur, TXM's financial position would deteriorate
further and the Company's ability to continue as a going concern would be threatened.
This risk applies directly to the discount segment only, as both segments are completely independent of
each other. Each segment performs separate operations for itself, unrelated and not shared with the
other segment (except for IT support provided by Redan to TXM). In particular, there are in each
segment: (i) different goods, (ii) separate stores, (iii) separate warehouses, (iv) other sources of
financing and (v) there are no employees working simultaneously in both segments. Therefore, the
current financial situation of TXM has no significant impact on the companies in the fashion segment,
as none of them:
- granted any entity belonging to the discount segment any loans or other similar instruments;
- guaranteed or otherwise provided security for the liabilities of any entity belonging to the discount
segment;
- conducted any material business transactions with companies belonging to the discount segment;
- has any significant receivables from the companies in the discount segment.


The risk of payment of damages or contractual penalties under the TXM share purchase
agreement
Under the terms of the investment agreement concluded in August 2014 relating to the investment of
fund 21 Concordia 1 S.a. r.l. into TXM shares, Redan and TXM made a number of representations
regarding TXM's corporate matters, real estate, assets, transactions with associates, agreements
concluded, off-balance sheet commitments, employees, financing, intellectual property, litigation,
insurance, administrative decisions, environmental protection and product liability, financial
statements, taxes, personal data and assurances regarding TXM shares. These assurances did not differ
from those commonly used in such transactions on the market.
If these assurances proved to be untrue, in some specific situations ,Redan might be required by the
investor to pay damages on terms described in the investment agreement.


The risk of payment of damages or contractual penalties under the TXM share purchase
agreement
On 10 August 2018 Redan S.A. with its registered office in Łódź and 21 Concordia 1 S.a.r.l. with its
registered office in Luxembourg following the planned recapitalisation of TXM entered into an
agreement in which they regulated mutual rights and obligations in respect of the capital exit
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(divestiture) by either Party to the investment in TXM shares. On 13 August 2018, two individual
investors joined the said agreement and took up series G shares or series A bonds issued by TXM.
Redan and Concordia have the right to require that TXM shares held by one party be sold if the other
party intends to sell its shares (right to tag along).
Without the obligation to provide a right to tag along each party may sell up to 5% of the Company's
shares within 12 months and up to 10% of TXM shares throughout the term of the agreement.
In the cases described above, the sales of a joining or drawn party must be made on the same basis as
the sales of the selling or requesting party.
A party that fails to perform or improperly performs its obligations under the shareholders' agreement
will be obliged to pay the other party a contractual penalty in the amount of PLN 50,000,000 (fifty
million) zloty.
The agreement expires when Redan or Concordia's share in TXM's share capital falls below 15%.

4. Additional Information
Significant events which occurred after the balance sheet day
On 3 April 2019, TXM SA, a subsidiary, applied for the opening of a restructuring procedure – fasttrack composition procedure. The application was submitted based on the provisions of the Act of 15
May 2015 called Restructuring law.
On 26 April 2019, TXM SA due to: (i) the prolonged time for consideration of the motion to open
TXM's restructuring proceedings of 3 April 2019, which according to the regulations should be
considered within 7 days of its submission; and (ii) the necessity to comply with formal requirements
under the applicable laws; filed a motion for receivership with respect to TXM together with the
motion to suspend consideration of the motion for receivership until a final decision on the TXM's
restructuring motion is issued.
On 15 May 2019, the District Court opened a fast-track restructuring procedure for TXM S.A. and
appointed a judge- commissioner and a court supervisor.
Redan's Management Board stresses that the court's acceptance of the motion to open restructuring
proceedings does not have any material impact on other companies belonging to the Redan Capital
Group, but not belonging to the TXM Capital Group, as none of these companies:
1) has granted loans or other similar instruments to any entity within the TXM Capital Group;
2) has guaranteed or otherwise provided security for the obligations of any entity within the TXM
Capital Group;
3) conducts any substantial business transactions with TXM Capital Group companies;
4) has any significant receivables from TXM Capital Group companies.
The two segments of the Redan Capital Group: fashion (companies belonging to the Redan Capital
Group and not belonging to the TXM Capital Group) and discount (companies belonging to the TXM
Capital Group) are completely independent of each other. Each of them conducts separate operations
for themselves, unrelated and not shared with the other (except for IT services provided by Redan to
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TXM). There are in each segment: (i) other goods, (ii) separate stores, (iii) separate warehouses, (iv)
other sources of financing and (v) there are no employees working simultaneously in both segments.
Generally, between the companies: (i) on the one hand belonging to the Redan Capital Group and at the
same time not belonging to the TXM Capital Group, and (ii) on the other hand - belonging to the TXM
Capital Group, the only significant relationship is TXM shares held by Redan.
On 25 January 2019, a registered pledge agreement was concluded on 3 950 000 shares of TXM SA,
as a security for 13,000 series F Redan SA bonds.
On 11 April 2019, Redan SA received the result of a customs and fiscal inspection initiated on 10 July
2017 with regard to compliance with the provisions of the Corporate Income Tax Act of 15 February
1992. ("CIT Act") with respect to income earned in 2014 and 2015. The audit was conducted by the
Head of the Małopolska Customs and Tax Office in Kraków. No irregularities were found with respect
to compliance with the provisions of the CIT Act with regard to income generated in 2014.
With respect to compliance with the provisions of the CIT Act with regard to the revenue generated in
2015, irregularities were found concerning the overstatement of tax-deductible costs by PLN 16.4
million. The questioned costs relate to the cost of shares sold in TXM SA in accordance with the sale
agreement of 2 April 2015. The Company informed about the sale transaction in current report 9/2015
of 3 April 2015. Redan acquired the sold TXM shares on 17 December 2014 from the subsidiary
Carissonio Limited Partnership, which was announced in current report 51/2014.
The controllers questioned Redan's purchase price of the shares in TXM SA, which was settled by
offsetting Redan's liability to Carrisonio LP for the payment of the sale price of the shares in TXM
against Redan's entitlement to receive the assets included in the liquidation assets according to the
resolution to dissolve Carrisonio LP. In the opinion of the audit, there was no set-off but confusion,
which deprived the Company of the right to tax deductible costs of the acquired TXM shares.
The audit estimated that Redan, instead of showing a PLN 11.3m tax loss for 2015, should have shown
a PLN 5.1m taxable profit.
Due to the fact that for the financial years 2013 and 2014, the Company reported tax losses that were
not used, now the Company has the right to reduce its income for 2015 in the amount of PLN 5.1
million due to the settlement of these losses from previous years. As a result of the settlement of tax
losses, there will be no tax liability due to corporate income tax for 2015, thus it has no impact on the
liquidity situation of the Redan Capital Group companies.
In connection with the receipt of audit results in the financial statements for 2018, the Company
released deferred income tax assets due to tax losses in the total amount of PLN 5.2 million.

Reference to earlier published forecast
The Group of Redan SA did not publish any forecast for 2018.

The evaluation of the feasibility of investment plans
The estimated value of the investment for 2019 is PLN 2.9 m.
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The planned expenditure is related to (i) development of the sales network and expenditure on shops;
(ii) renovation of the sales network; (iii) development of the IT infrastructure, including in particular
the implementation of a new POS system; (iiii) development of the logistic infrastructure.
The sources of the financing for investment activities will be funds earned in the course of business
activity and funds from financial leasing (PLN 0.5 million). In the opinion of the Management Board,
the investment plans of the Redan Group have ensured sources of financing.
Organisation of the Redan Group
Redan SA together with the subsidiaries forms the Capital Group. The leading entities are:
•

•

Redan SA – the parent entity that conducts logistics for the fashion segment (brands of Top
Secret, Troll and Drywash), and coordinates the development of foreign business. However,
tasks related to the management of the Group, pursuit of IT projects, organization of financing
and centralization of highly specialized services for the Group companies become more and
more important.
TXM SA - conducts a chain of the TXM retail shops and the Internet shop http://www.txm.pl/.
In respect of this, it manages selection, purchase and sale of goods, a choice of a location to set
up shops of this chain and deals with their adaptation on its own. The company is in possession
of a warehouse and a logistic centre for the TXM shops in Mysłowice.

•

Top Secret Sp. z o.o. – managing brands on the fashion market (Top Secret, Troll and
Drywash), so responsible for design, purchase of goods and their sale and also running in
Poland a chain of retail stores and online sale at http://www.topsecret.pl/
Additionally, the following entities are in the Group:
• companies running business on the foreign markets in the fashion segment (four entities) and in
the discount segment (three entities), respectively;
• companies managing the logistic centres: Adesso Sp. z o. o. for the discount segment and Loger
Sp. z o. o. for the fashion segment;
• shop companies which have technical importance, i.e. the object of their business is running
retail shops for the fashion and discount brands from the Redan Group;
• companies in Cyprus which also have technical importance i.e. the object of their activity was
participation in projects connected with recapitalization of the Capital Group and getting its
business right.
The list of the entities subject to consolidation
The consolidated financial statement embraces the statement of Redan SA and the statement of its
subsidiaries. The Companies in the Redan Capital Group in 2018.
Table 16. The companies in the Redan Capital Group Redan in 2018.

Place of registration and
business

Percentage volume of the shares held by
Redan
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Name of the subsidiary

As at
31.12.2018

TXM SA

Poland

58,70%

Top Secret Sp. z o.o.

Poland

100%

Adesso Sp. z o.o.

Poland

58,70%

Lunar Sp. z o.o.

Poland

100%

Kadmus Sp. z o.o.

Poland

100%

Krux Sp. z o.o.

Poland

100%

DELTA UKR

Ukraine

100%

Redan Moskwa

Russia

100%

Top Secret OOO

Russia

100%

Top Secret OOO

Russia

100%

R-Moda Sp. z o.o.

100%

R-Shop Sp. z o.o.

Poland
Poland

58,70%

R-Trendy Sp. z o.o.

Poland

100%

R-Style Sp. z o.o.

Poland

100%

R-Fashion sp. z o.o.

Poland

100%

Gravacinta LTD ( in liquidation)

Cyprus

100%

Raionio LTD (in liquidation)

Cyprus

100%

LOGER Sp. z o.o.

Poland

100%

Adesso Slovakia s.r.o

Slovakia
Poland

58,70%

R-Colection sp .z o.o.
R-Line Sp. z o.o.

Poland

100%

TXM Slovakia s.r.o

Slovakia

58,70%

Perfect Consument Care sp. z o.o.

100%

Poland

58,70%

Romania
Poland

58,70%

Adesso Consumer Brand sp. z o.o.

Poland

58,70%

TXM Beta Sp. zo.o.

Poland

58,70%

TXM Shopping Alfa srl *

Romania

58,70%

TXM Shopping Beta srl *

Romania

58,70%

Adesso Romania s.r.l.
Adesso Consumer Aquisition sp. z o.o.*

58,70%
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Diagram no 1. Structure of the Redan Capital Group as at 31 December 2018

* as at the date of this report, Redan SA's share in the share capital of TXM SA and thus indirectly in

the subsidiaries of TXM SA amounts to 58.70%; Adesso Consumer Aquisition sp. z o.o., TXM
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Shopping Beta srl are not subject to consolidation due to their insignificant impact on the financial
result as these companies do not yet operate. The Group lost control of TXM Shopping Alfa srl due to
the receivership initiated in 2017.

Changes in the structure of the Redan Capital Group
On 13 August 2018, TXM offered Redan a private subscription:
a) 2,787,999 newly issued ordinary bearer shares of the Company, series G, of the nominal value of
PLN 2.00 (say: two zlotys) each, numbered from 0000001 to 2787999, and
b) 1,162,001 newly issued series B ordinary registered shares of the Company of the nominal value of
PLN 2.00 (say: two zlotys) each, numbered from 0000001 to 1162001.
The Issuer accepted these offers and concluded a share subscription agreement with TXM. The Issuer
undertook to cover the acquired shares in cash in the total amount of PLN 7.9 million.
After the registration of the above-mentioned changes in the TXM share capital, Redan holds
22,826,920 shares representing 58.7% of the share capital carrying 34,826,920 votes representing
68.4% of all votes in the Company.
Transactions with affiliated entities
Information on transactions with the affiliated entities have been presented in note xxx to the
Consolidated Financial Statement of the Redan Capital Group for 2018.
All the transactions entered into by the issuer with the affiliated entities in the reporting period were
concluded on the market terms.

Managing and supervisory bodies
As at 31 December 2018 the Management Board SA was composed of:
•

Bogusz Kruszyński -President of the Management Board

As at 31 December 2018 the Supervisory Board was composed of:
• Sławomir Lachowski – Chairman of the Supervisory Board
• Leszek Kapusta – Vice Chairman of the Supervisory Board
• Piengjai Wiśniewska – Member of the Supervisory Board
• Monika Kaczorowska– Member of the Supervisory Board
• Radosław Wiśniewski – Member of the Supervisory Board
As at the date of this statement, the composition of the Management Board and the Supervisory Board
did not change.
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Shareholders
The list of shareholders holding over 5% of the shares of Redan SA as at 31 December 2018 is
presented in the table below.
Table 17. The list of shareholders holding at least 5% of the shares of Redan SA as at 31 December 2018

Entity

seat

Number of
shares

Radosław Wiśniewski
Piengjai Wiśniewska (from Ores Sp. zo.o.)

Poland
Poland

13 981 345
9 130 668

39,15%
25,57%

45,85%
22,40%

Other shareholders in the agreement of 9
May 2016 ( Teresa Wiśniewska)*
free float

Poland

140 000
12 457 231

0,40%
34,88%

0,34%
31,40%

35 709 244

100,00%

100,00%

Total

% of the capital
held

% of vote
rights

Description of the agreement concluded by shareholders:
On 9 May 2016, the shareholder – Mr. Radosław Wiśniewski, Ms. Piengjai Wiśniewska, Ms. Teresa
Wiśniewska, Redral spółka z ograniczoną odpowiedzialnością sp. k. [ limited partnership] with the
registered office in Łódź and “Ores” sp. z o. o. with the registered office in Łódź entered into an
agreement concerning inter alia voting in concert by them at the general meeting of the Company,
mentioned in art. 87 (1)p.5 of the public offer act of 29 July 2005 (O.J. of 2013, item 1382 as
amended).

The holding of the shares of Redan SA and the shares and interests in the entities
affiliated with Redan SA by members of the Management Board
As at 31December 2018 and as at the date of the report, the shares of Redan SA were not held by
members of the Management Board of Redan SA. The spouse of Mr. Bogusz Kruszyński, President of
the Management Board of Redan SA, holds 186 020 ordinary bearer shares in the Company.
The Vice-President of the Management Board, Agnieszka Smarzyńska holds 11,300 shares. On 12
March 2018, the Vice-President of the Management Board purchased the number of shares on the
regulated market, which was published in current report 7/2018 of 12 March 2018.

The holding of the shares of Redan SA and the shares and interests in the entities
affiliated with Redan SA by members of the Supervisory Board
The table below presents the number of Redan shares in possession of members of the Supervisory
Board as at 31 December 2018.
Table 18. The number of the Redan shares held by members of the Supervisory Board
Member of the Supervisory Board
As at 31.12.2017 As at 31.12.2018
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Leszek Kapusta
Piengjai Wiśniewska (together with Ores sp. z o.o.)
Radosław Wiśniewski (together with Redral Sp. z
o.o. sp. k.)

313 765
2 031 635
21 080 474

313 765
9 130 668
13 981 345

Members of the Supervisory Board do not hold any shares or stocks in subsidiaries of Redan SA
subject to consolidation.

The shareholders’ agreements affecting the business of the Redan Group
The Company does not have any information about agreements, the parties to which are shareholders
of Redan SA and which could affect significantly the business of the Company or the Redan Group

The holding of own shares by Redan SA, entities composing the Group and the people
acting for them
Shares of Redan SA are not in possession of Redan SA, entities comprising the Capital Group and
people acting for them.

Issue, redemption and repayment of non-equity and capital securities
As at 31 December 2018. Redan S.A. was a holder of issued bonds.
On 10 August 2018, the Management Board of Redan S.A. adopted a resolution on the issue of series F
bonds. The issued bonds have the following characteristics:
1) Type of bonds: bearer bonds in the form of a document
2) Nominal value of one bond: PLN 1,000.00
3) Issue price of one bond: PLN 990.00
(4) Issue volume: 13,000 bonds of the total nominal value of PLN 13,000,000
The Issue targets:
a) PLN 7 million - was allocated for the acquisition of newly issued shares in TXM SA by Redan
SA;
b) PLN 5 million - was earmarked for partial repayment of the Redan SA credit towards HSBC
Bank Polska SA, resulting from the agreement on the import credit and letter of credit line no.
80/2014 concluded between the parties;
c) PLN 1 million - will be used to secure off-balance sheet products such as documentary letters of
credit or guarantees of proper performance of lease agreements within the Company's Capital
Group.
5) Interest: fixed
6) Redemption term: 2 years
7) The bonds will be redeemed: 200 bonds each will be redeemed by Redan every month except for
January, February and March 2019.
8) Right to demand early redemption by bondholders: in case of specific events typical for this type of
financial instruments, bondholders will be entitled to present bonds for early redemption;
9) Right to demand an early redemption by the Issuer: after the lapse of 7 months from the date of the
issue, the Issuer is entitled to an early redemption of all or part of the bonds.
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Redan also signed agreements to secure the following series F bonds:
1) granting a surety by Top Secret sp. z o.o. (a 100% subsidiary of the Issuer) together with a
declaration on submission of Top Secret sp. z o.o. to enforcement proceedings;
2) submission by Redan SA of a statement on submission to enforcement;
3) establishment of a registered pledge on 2,500,000 shares of Redan SA;
4) establishment of a registered pledge on all shares in Top Secret sp. z o.o;
5) establishment of a registered pledge on 8,750,000 shares in TXM,
6) establishing a registered pledge on the inventory of commercial goods belonging to Top Secret sp. z
o.o;
7) establishment of a registered pledge on the inventory of commercial goods owned by the Issuer;
8) establishment of a registered pledge on protective rights over trademarks owned by Top Secret sp. z
o.o;
9) remittance to secure the Issuer's receivables from Top Secret sp. z o.o. arising from 2 loan
agreements.
Dividend
In 2018, the Issuer neither paid nor declared any dividend.
Employment
Table 19. Employment of the Redan Capital Group as at the end of 2018 and 2017
Data on a number of people employed
Employees
Average annual employment

31.12.2018

31.12.2017

1448
1399

1371
1447

Salaries of key management personnel
The value of remuneration, bonuses or benefits, including those resulting from an incentive or a bonus
programmes based on equity of Redan SA paid to the managing or supervising people was set out in
the Consolidated Financial Statement of the Redan Capital Group for 2018 – note xxx.
The Group does not have any incentive or bonus programmes based on the Issuer’s capital

Information about the system of employee share programmes
Currently, there are no employee share programmes in the Capital Group

Agreements between the Company and Management Board members providing for a severance
pay in the event of resignation or dismissal from the position held
The conditions for appointment of members of the Management Board SA in case of their removal
from the positions held or not appointing them for a subsequent term provide that then they are entitled
to a severance pay in the amount of six-month remuneration. Otherwise, Redan SA did not enter into
Page 42 of 48

Report on performance of the Redan Capital Group for 2018 r.
an agreement with any of the managing people providing for compensation in case of their resignation
or removal from the position held with no good reason or when their removal or dismissal occurs
because of the merger of the issuer by acquisition.

Information on incurred credits, loans and granted sureties and guarantees
Credits incurred by the companies from the Redan Group
The value of credits and loans as at the end of December 2018 in the Redan Capital Group incurred by
Redan SA was described in detail in note 43 to the Consolidated Financial Statement of Capital Group
Redan for 2018.
Credits and loans granted by the Companies of the Redan Group
The value of credits and loans as at the end of December in the Redan Capital Group incurred by
Redan SA was described in detail in note 43 to the Consolidated Financial Statement of Capital Group
Redan for 2018.
Surety and Guarantees granted
As at 31 December 2018, Redan SA did not grant any sureties or guarantees which would exceed 10%
of the equity of Redan SA.
Table 20. Comparison of sureties of the affiliated entities for the benefit of Redan SA as at 31 December
2018.

Affiliated entity Type
of Title
granting surety affiliation
for the benefit of
Redan SA

Financial
conditions

Amount

Term*

Top Secret Sp. z Subsidiary
o.o.
of Redan SA

Surety
granted for a
fee
Poręczenie
udzielone
odpłatnie
Surety
granted for a
fee

PLN
10426.15

31-01-2019

PLN
9 430.40

31-03-2019

Top Secret Sp. z Subsidiary
o.o.
of Redan SA
Top Secret Sp. z Subsidiary
o.o.
of Redan

Top Secret Sp. z Subsidiary
o.o.
of Redan

Liability
to
Orix Polska Sp.
z o.o.
Liability
to
Orix Polska Sp.
z o.o.
Liability
to
Bank Zachodni
WBK S.A.

PL 2 700 000 2019-03-21***
**

Liability
by Surety
12 400 000
virtue of issue granted for a
of bonds
fee

2023-12-31

Page 43 of 48

Report on performance of the Redan Capital Group for 2018 r.
* In the case of the term of sureties, the dates given inform when the credit liabilities of Redan SA must

be paid off at the latest
** maximum limit of debt under the agreement for a limit for bank guarantees; the using of the limit as at 31
December 2018 amounts to PLN 1,501,310.22.
*** the longest term of validity of an individual guarantee

Proceedings before a court, arbitration authority or public administration authority
As at 31 December 2018 there were no significant proceedings pending before any court, arbitration
authority or public administration authority concerning liabilities or receivables of Redan SA or its
subsidiaries.
The Management Board of Redan SA informs that on the day of publication it received the result of a
customs and fiscal audit initiated on 10 July 2017 with regard to compliance with the provisions of the
Corporate Income Tax Act of 15 February 1992. ("CIT Act") with respect to income earned in 2014
and 2015. The audit was conducted by the Head of the Małopolska Customs and Tax Office in
Kraków. No irregularities were found with respect to compliance with the provisions of the CIT Act
regarding the revenue generated in 2014.
With respect to compliance with the provisions of the CIT Act regarding income earned in 2015, some
irregularities were found concerning the overstatement of tax-deductible costs by PLN 16.4 million.
The questioned costs relate to the cost of shares sold in TXM SA under the sale agreement of 2 April
2015. The Company informed about the sale transaction in current report 9/2015 of 3 April 2015. The
sold shares of TXM, Redan acquired on 17 December 2014 from the subsidiary Carissonio Limited
Partnership, which was announced in current report 51/2014.
The controllers questioned the purchase price of the shares in TXM SA by Redan, which was settled by
offsetting Redan's liability to Carrisonio LP for the payment of the sale price of the shares in TXM
against Redan's entitlement to receive the assets included in the liquidation assets pursuant to the
resolution to dissolve Carrisonio LP. In the opinion of the controllers, there was no set-off but rather
confusion, which deprived the Company of the right to obtain income by virtue of the acquired TXM
shares.
In the circumstances of the above-mentioned transaction, Redan obtained an individual tax
interpretation according to which the Company determined the costs of TXM SA shares sold. However,
in the opinion of the controllers in the application for an individual tax interpretation, Redan
determined the facts differently, which means that the interpretation's findings are not applicable.
The audit estimated that Redan, instead of reporting a PLN 11.3 million tax loss for 2015, should have
reported a PLN 5.1 million taxable profit.
Due to the fact that for the financial years 2013 and 2014 the Company reported tax losses that were
not used, now the Company has the right to reduce its income for 2015 in the amount of PLN 5.1
million due to the settlement of these losses from the previous years. As a result of the settlement of tax
losses, there will be no tax liability due to corporate income tax for 2015, thus it has no impact on the
liquidity situation of the Redan Capital Group companies.
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In connection with the receipt of control results in the financial statements for 2018 the Company
released deferred income tax assets due to tax losses in the total amount of PLN 5.2 million.
On 3 April 2019, TXM SA, a subsidiary of the Issuer, filed a motion to open restructuring proceedings
– fast-track composition proceedings. The application was submitted pursuant to the provisions of the
Act of 15 May 2015 called Restructuring law. TXM S.A. will seek to enter into a composition
agreement with creditors. Due to the need to secure the interests of the Company itself, as well as of all
its contractors, a motion was filed to the court to open court restructuring proceedings, which will help
to improve the situation of the enterprise and provide the Company with stabilization of the financial
situation in the future. The aim of these actions is in particular to improve the economic efficiency of
the Company. The adopted restructuring assumptions are based on the maintenance and further
development of the existing business, taking into account the need to introduce organizational changes
necessary to achieve the above-mentioned objectives.
On 26 April 2019 TXM SA due to: (i) the prolonged time for consideration of the motion to open
TXM's restructuring proceedings of 3 April 2019, which according to the regulations should be
considered within 7 days of its submission; and (ii) the necessity to comply with formal requirements
under the applicable laws; filed a motion for receivership of TXM together with the motion to suspend
consideration of the motion for declaration of receivership until a final decision on the TXM's
restructuring motion is issued.

Insurance agreements
The companies of the Redan Group take advantage of the insurance cover resulting from the insurance
policies embracing:
1) turnover insurance:
a) against fire and other random events,
b) against theft with burglary and robbery,
c) in land transport,
d) in sea transport;
2) insurance of fixed assets:
a) against fire and other random events,
b) against theft with burglary and robbery,
3) car fleet in the scope of OC [civil liability], AC [comprehensive cover] and NW [against accident]
4) liability insurance.
The insurance contracts are concluded for 1 year and regularly renewed before their expiration after
taking into account changes in the value of the insured property.
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Customers
In 2017, the retail sale constituted 95% of revenues of the Redan Group. In
Management Board, the Redan Group does not depend on any customer.

opinion of the

Suppliers
The fashion segment of the Group consistently made most purchases in the Far East countries.The
Group's discount segment made most purchases from Polish suppliers - producers or importers.
Although its share of own imports is growing every year.
The Redan Group has well-established experience allowing placement of production at producers
offering quality and price relation appropriate to the target groups of particular brands.
In opinion of the Management Board, the Redan Group does not depend on any of the suppliers.

Explanations regarding the seasonality or cyclicality of the issuer's activities in the
presented period
In the business of the Redan Group, like of other entities selling clothes, express seasonality of sales
and realised commercial margin are noticeable. On the fashion market (brands of Top Secret, Troll and
Drywash) implemented interest margins are a lot (sometimes even several times) higher at the
beginning of the season (March-May and September-November), than during the bargain sale period
(January-February and July-August). On the discount market (TXM chain) the percentage margin is
practically not subject to significant fluctuations during the year.
The level of sales on both markets is similar, with the highest turnover in the fourth quarter and the
lowest in the first calendar quarter.
Achievements in research and development
The Redan Capital Group did not conduct and works in the scope of research and development.

Impact on the environment
The entities of the Redan Capital Group did not carry out any investigation on the impact on the
environment.

Information on the entity authorised to audit financial statements
The entity authorized to audit financial statements, with which the Company concluded an agreement
for a period of two years, is PKF Consult Spółka z ograniczoną odpowiedzialnością Sp.k. The
agreement for the audit of the financial statements of Redan SA and the consolidated financial
statements of the Redan Group for 2017-2018 was concluded on 20 June 2017.
Table 21. Information on the remuneration due to the auditing firm authorised to examine financial statements.
Gross data PLN ‘000
Audit of annual financial statements
PKF Consult Spółka z ograniczoną odpowiedzialnością Sp.k.

2018
82
82

2017
86
86
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Review of the financial statement
PKF Consult Spółka z ograniczoną odpowiedzialnością Sp.k.

61
61

62
62

In 2017, PKF Consult Spółka z ograniczoną odpowiedzialnością Sp.k. was paid remuneration resulting
from the agreement of 1 October 2015 for drawing up documentation of transfer prices, a gross value
of invoices of PLN 41.8 thousand and there were paid invoices for training of PLN 11 thousand.
Additionally, Adesso Romania srl concluded:
 on 24 Jan. 2018 an agreement with the company PKF FINCONTA S.R.L. under which the
Romanian company PKF audited financial statements of Adesso Romania for 2016 and 2017.
The agreed remuneration under this agreement was of net Euro 12.0 thousand
 on 4 Jan. 2018 – an agreement with PKF FINCONTA S.R.L. under which the Romanian
company PKF conducted an audit of the financial statements of Adesso Romania srl for the
year 2018. The remuneration under this agreement was agreed at the level of net EUR 10.5
thousand.

Representation on the consolidated statement concerning non-financial information
In this respect, Redan Capital Group has prepared a separate document ‘Consolidated statement on
non-financial information prepared on the basis of the report of sustainable development of the Redan
Capital Group’. The report covering the Redan Group was placed on the website
http://www.redan.com.pl/ on the day of publication by Redan SA of its financial statement for 2018,
i.e. 30 April 2019.

Corporate governance statement
In this respect, the Capital Group prepared a separate document – ‘Report on the application of
corporate governance rules by Redan SA in the period from 1 January to 31 December 2018’. In
accordance with recommendation I.R.2 of the "Code of Best Practice for WSE Listed Companies
2016’. In 2018, the Group companies were engaged in sponsorship, charity or other similar activities.
The Redan Group companies primarily made donations to the Happy Kids Children's Aid Foundation Poland's largest non-governmental organization running family homes for children. The amount of the
donations was a margin on the sale of advertising bags in the Group's stores.

4.Representation made by the Management Board
1. The Management Board represents that, to the best of its knowledge, the annual consolidated
financial statements for 2018 and the comparable data were prepared in accordance with the applicable
accounting principles and that they reflect, in a true, reliable and transparent manner, the property and
financial situation of the Redan Capital Group and its financial result, and that the annual consolidated
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management report contains a true picture of the development, achievements and situation of the Redan
Capital Group, including a description of the basic risks and threats.
2. The Management Board of Redan S.A. pursuant to § 71.1. of the Regulation of the Minister of
Finance of 29 March 2018. on current and periodic information provided by issuers of securities and
conditions for recognising as equivalent information required by the laws of a non-member state on the
basis of a statement of the Supervisory Board of the Company included in the Resolution of the
Supervisory Board of 29 April 2019 on the selection of an auditing firm to audit the annual
consolidated financial statements, informs that the Company has selected an auditing firm to audit the
annual consolidated financial statements for the financial year 2018 in accordance with applicable
regulations and in compliance with internal regulations of Redan S.A. regarding the selection and
procedure for the selection of auditing firms. Additionally, the Management Board of the Company
points out that:
─ the auditing firm and the members of the audit team of the annual consolidated financial statements
for the financial year 2018 fulfilled the conditions for the preparation of an impartial and independent
audit report on the annual financial statements in accordance with the applicable regulations,
professional standards and rules of professional ethics;
─ Redan S.A. complies with the applicable legal regulations related to the rotation of the audit firm and
the key statutory auditor, as well as with the mandatory withdrawal periods;
─ Redan S.A. has a policy regarding the selection of an auditing firm and a policy regarding the
provision of additional non-audit services to the issuer by the auditing firm, an entity affiliated with the
auditing firm or a member of its network, including services that are conditionally exempt from the ban
on the provision of audit services by the auditing firm.

Łódź, 22 May 2019

.................................................................
Bogusz Kruszyński - President of the Board
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