nnnnnnnnnnn

Together we deliver the brands
ddddddddddddddd

- Inchcape



B_bttling

Turnover £251.9m
Operating profit £13.1Tm
Employees 4,276

nchcape bottles and distributes soft drinks
or The Coca-Cola Company in Chile, the
ussian Federation and Peru. inchcape has
epresented Coca-Cola in southern Chile
excluding Santiago) since 1983 and operates
ive plants, holding in excess of 70% of the
s0ft drinks market. In 1994 Inchcape was
warded six franchises in the Russian
‘ederation. These cover an area south and
:ast of Moscow inhabited by nearly

& million people and incorporating six of the
w~elve largest cities in the Federation. Since
1@ year-end, Embotelladora Latinoamericana
A (ELSA) has merged with the Coca-Cola
ottlers in the North and South of Peru.

his gives Inchcape an effective 50.1%
hareholding in a company controlling over
0% of Coca-Cola sales in Peru.

Office Automation

Turnover £96.5m
Operating profit £6.2m
Employees 2,857

Inchcape has a 50:50 joint venture with
Ricoh, called Inchcape NRG. The business
has a direct presence in ten markets in Asia-
Pacific and exports to more than ten others.
It was formed on 1 September 1995 and is
the region’s largest independent distributer
of office automation equipment. Apart from
Ricoh and Gestetner, the business also
distributes Nashuatec, Konica, Mita, Hewlett
Packard, Compag, Twinhead, Hasler, Pitney
Bowes Mail Handling and Dictaphone
products,

Shipping

Tt_Jrnover £151.7m
Qperating profit. £10.6m
Empfgyees 2,889

inchcape Shipping Services is the world's
largest independent shipping agency, with
a network of 254 offices in 45 countries.
In 1997, it managed over 34,500 port calls,
and almost 1.5 million containers for Liner
Principals. It also offers a portfolio of
shipping related services, including the
supply of Japanese spare parts to ship
owners and others, forwarding services, the
operation of container depots, and Lloyds
and P&l services.

orld’s best known companies.
iribution of motor vehicles, soft
lucts, and office automation

es business is the largest

> world. The Group has a turnover
000 people in 68 countries.




Inchcape mission
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Together we deliver the brands the
world demands ..
To be the recognised leader in
delivering the brands the world
demands, we will add value to our
Partners’ products and services by:

World-beating expertise in marketing,
sales and distribution;

Anticipating and satlsfymg
Customers’ needs;

- A
Bringing to our Partnets our local
knowledge, innovation, and an ability
to create growth in value through our
mternat:onal network;

Provudmg a working environment that' )

encourages teamwork, motivates
Employees and provides continuous

development of our people’s skills and B

performance;

Creatmg consistent and sustamable
value for Shareholders;

Earning respect from all sectors of_the

local Commumt:es in which we
operate.

\
Service, Teamwork, Innovation,
Respect, Results
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Inchcape represents many of the
't specialises in the international di
drinks. consumer and industrial pre

Inchcape

Motors

Turnover £4,808.1m
Operating profit £147.2m
Employees 12,124

inchcape is the world's fargest independent
importer and disiributor of moter vehicles.
At the end of 1997 the Group represented
24 of the world’s car manufacturers and

16 commercial vehiclefindustrialfagricultural
machinery manufacturers, in 35 countries.
In 1997 Inchcape soid over 244,000 new
vehicles through its Import & Distribution
businesses of which around 197,600 were
Japanese, including 150,000 Toyotas.

Inchcape also owns retail operations which
are independent of its Import & Distribution
businesses. In 1997 these sold around
70,000 new and used vehicles. Inchcape also
provides a wide range of Financial Services
including consumer and dealer finance and
insurance and warranty products.

Marketing
Turnover £1,339.5m
Operating profit £27.7m;
Employees 15,636
Inchcape Marketing Services operates in g
25 countries, primarily in Japan, Greater "’
China, South East Asia, the Middle East and (
¥

Australia. It is managed as two separate
regions — Asia-Pacific and the Middle East - §
with management located in these markets. £
It provides a range of marketing and
distribution services for leading
manufacturers. There are four separate -
husiness areas: =
Consumer/Logistics — fast-moving
consumer goads including liquor and over
the counter pharmaceuticals.

Industrial - fast-moving industrial goods,
land management products and brewery
supplies.

Branded Lifestyle — internationally
recognised brands such as Salvatore
Ferragamo and Timberland.

Specialist Businesses — including contract
manufacturing and supermarkets.
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equipment; while its shipping serv
independent shipping network in t
of around £6 billion and employs 3
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Chairman’s Statement

ERVE I TR VIR T YRS

Our Motors business, which is by far our most
significant activity, performed strongly in 1997, with
operating profits up 16%.

Import & Distribution benefited from new products,
more positive market conditions and favourable
exchange rates on imports. We continued to exit
businesses lacking scale potential. In Motors Retail we
further rationalised our dealer network in the United
Kingdom and initiated a. major investment programme
in facilities and systems. Strong growth in retail
financial services was more than offset by fewer end of
lease disposals in the United Kingdom.

Marketing

Profits fell as our businesses faced increasingly difficult
market conditions. In the Middle East a number of
regional economies were adversely affected by lower oil
prices. In the Asia region, profits were reduced largely
as a result of the economic turmeil. During the year we
completed the majority of our Asian restructuring
programme, exiting several businesses accounting for
%4% of turnover and 16% of assets employed in that
region in 1996.

In Chile there was continued growth in both volumes
and markel share, whilst in Peru there was a substantial
turnaround in profits, Since the year end, ELSA in Peru
has been merged with the independent Coca-Cola
bottlers in the North and South of Peru. This has

L T

Inchcape plc
Chairman’s Statement

resulted in the Group’s effective shareholding increasing
to 50.1% in a company that controls over 0% of
Coca-Cola sales in Peru. In the Russian Federalion good
growth in sales and market share was insulficient 1o
offset higher start-up losses.

Inchcape NRG, our joint venture with Ricoh, suffered a
small decline in profits principally due to a significant
downturn in Thailand. All other areas of the business
improved their performance.

Operating profits fell largely as a'resull of the impact of
currency on translation of profits. Liner Services in the
US improved but the Middle East suffered from lower

activity by a major client.

Surateqy

Since the present management team embarked on a

major restructuring of Inchcape two years ago, we

have made considerable progress in improving the

performance of our principal businesses, with Headline

profit before tax up 25% over this period. Your Board's
priority continues to be the enhancement of
shareholder value and it is determined to achieve this.

Accordingly, at the beginning of March we
announced proposals to focus entirely on our Motors
activities. We are already the world's largest
independent importer and distributor of motor vehicles
and we believe this business has very good long-term
prospects.

In order to achieve this focus, the Group intends to
take the following strategic actions over the next

two vears: '

- to release substantial shareholder value by
demerging our very successful South American
Bottling operation and listing it on the Chilean Stock
Exchange, with American Depository Receipls in
New York. It is anticipated this transaction will be
completed during 1998; and

— to release additional shareholder value by demerging
our Markeling Services businesses in Asia-Pacific and
the Middle East and listing them as a single company,
on an Asian Stock Exchange. This is not expecied to
occur until 1999,

As a result of the demergers, shareholders will retain
their shares in Inchcape plc and, in addition, will own
shares directly in these two companies. The two
businesses, once demerged, as well as the continuing
business of Incheape ple, will have capital structures
appropriate o the achicvement of thelr strategic
objectives. Future dividends will reflect their individual
performance and prospects. Sharcholders will be
advised of the further details of the demergers in

due coursce.



or Inchcape plc
Key messages & Financial highlights

Key }nerésages o - Second year of recovery

- Headline profits up 12% y
(18% at constant exchange rates)

~ Continued strong performance
in Motors

- Excellent growth in South
American Bottling

- Marketing restructuring complete

Financial hlghllghts Turnover continuing activities fm § . R
‘ 96 5,723.0
- 95 5,607.4
Profit by activity* £m 1997 l Motors 147.2

"\ Marketing 27.7

D Bottling 13.1

'ﬁ Office Autcrnation 8.2
o Shipping 10.6

Profit by region® £m 1897 Europe 516"
| Far East 499"

['South East Asia 31.3]
T Middle East 152
The Americas 42.81

. | Rest of the World 13.4

Headline profit before taxation** £m

Headline earnings per share** (p}

96 17.2

Dividends per share *** (p}

* profit is total operating profit before operating excepticnal iterns, excluding central
costs £(16.7)m, and for profit by activity also exciuding other activities £(0.6)m

I h ** Headline profit and earnings per share are defined in note 2d
nc Cap e *** hafore Foreign income Dividend enhancement

il




An interview with the Group

Chief Executive

This thne last yvear, you were “oo
vear of recovery ;
for significant ¢
performance o7 v
Asia-Pacific, was & priorily.
made in the past 14 tmounins:

a4

Inchcape plc
An interview with the Group Chief Executive

Thanks to the tremendous efforts of our employeces
around the world, we have made signilicanmt progress
in the past year — as demonstrated by a”12% increase
in profits, making 25% ovcer the past Lwo ycars.
The recovery in Molors, in particular Imporl and
Distribution, has continued strongly, with the strategic
measures we have implemented over the past two years
producing a much improved operating performance.
Our Bottling operations have benefited enormously
from our heavy investmeni programme, with operaling
profits growing by nearly 60% during the year. We have
completed our initial investment in the Russian Federation,
and have established the basis for a business with good
potential for the long term. Howgver, we believe the
business will become profitable more quickly when
combined with Coca-Cola’s Russian Boltling operations.
In Marketing Services, we have made great strides in
establishing a stronger and more focused operation. We
have exited several businesses in Asia-Pacific which
were underperforming or which lacked scale. Despite
the effects of the economic turmoil in Asia, we have
entered 1998 with a leaner organisation, which is far
better placed to compete in this challenging region.

Group. Wiy did vou feel sucn dramatic craeges
We have made a lot of progress in improving the
performance of our core businesses following the
strategy of focus I announced two years ago.
Unfortunately, this improvement has ot been reflected
in the share price, nor do we expect it (o be in the near
future. And, as the Board of a public company, our first
priority must be to deliver value to our shareholders.
After a great deal of thought and discussion with the
Board, | have concluded that the hest way Lo achicve
this is for Inchcape to focus on its Molors business, which
has been our largest and most successful Stream flor
many years. Al the same time, we believe our Marketing
Services and South American Bottling businesses will be
able to make more progress as independent companies.
By the end of the process, three independent companies
will exist — each quoted on a stock exchange relevant to
its business base and cach with a management leam
experienced in the industry in which it operates. I am,
confident this will result in an immediate release of value
for our shareholders, and a better future for each of the
businesses and all.of the staff involved. We will also be
disposing of Russian Bottling and Shipping Scrvices, and
expect both businesses to flourish under new ownership.

ot o

AT AT It eniaed T svss L

It has always been a possihility that, given lime,
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Sir Colin Marshall Chairman

In addition, we have entered into discussions with

The Coca-Cola Company to sell our Russian Bottling
business, which has net assets employed of £95.7m and
produced an operating loss of £17.4m in 1997. We also
intend to sell our Shipping Services business which has
net assets of £12.2m and made £10.6m operating profil
in 1997. This wiil complete the Group's exit from its
Services businesses.

The next two years will be a period of substantial
transition for Inchcape. The demergers and divestments
are designed to deliver to shareholders the true
underlying value of the Group, which has not been
reflected in the share price for some considerable time.

e do not foresee there will be any significant
number of job losses associated with these changes and,
on hehalf of the Board, I am grateful for the support and
professionalism of staff in all parts of the Group during
these challenging times.

Beoard changes

There were several changes to our Board in 1997. Rod
0O'Donoghue, having stepped down as Finance Director
during 1997, will retire from the Board at the Annual
General Meeting after almost 12 years with Inchcape.

I pay a special tribute to him for his valuabhle
contribution over that time and wish him well in his
retirement. Andrew Cummins left at the end of 1997
after five years, having played a significant role in
developing and implementing Incheape's strategy, and
we wish him every success in the future. Jirgen Hintz
will retire at the Annual General Meeling aller four
vears as a non-executive Director and 1 am grateful for
his enlhusiastic support during this period.

Incheape ple
Chairman’s Statement

I am pleased to welcome three new Directors Lo the
Board. Raymond Ch'ien joined us on 1 July 1987 as a
non-executive Director and Chairman of Inchcape
Pacific. Ile brings with him a wealth of commercial and
public service experience in Asia-Pacific. Trevor Taylor,
Chief Executive of Inchcape Toyota Division, and

Peter Johnson, Chief Executive of Inchcape Motors
International, also joined the Board. They both have
exlensive experience of the motors industry.

Philip Cushing, Group Chief Executive, Les Cullen,
Group Finance Director and I will be responsible for
leading and implementing the demergers and
divestments. Once these are completed, which is
expected to be by mid-1999, Philig Cushing and Les
Cullen will leave Inchcape. Thereafter, it is intended
that the senior management of our company, by then
purely a Motors group, will be led by myself as
Chairman, Trevor Taylor as Executive Deputy Chairman
and Peter Johnson, as Chief Executive.

Dividend

The Board recommends that a final dividend of

6.5 pence (1996 — 6.5 pence) should be paid, giving a
total net dividend for the year of 11.0 pence (1996 -
10.5 pence). It is proposed that one half of the final
dividend should be paid as a Foreign Income Dividend.
No scrip dividend will be offered.

The net 11.0 pence dividend is covered 1.75 times by
Headline earnings per share. The payment of the final
dividend has been accelerated to 9 June 1998
(1996: 1 July 1997).

Prospects
We believe that the actions we have taken over the past
two years, together with continued buoyant conditions in
Europe, will limit the effects of the turbulence in Asia and
the reduction in our economic interest in Toyota (GB).
Your Board is confident that the intended demergers
and divestments will result in a substantial increase in
value for shareholders, when compared to that
achievable by the Group as currently constituted.

Sir Colin Marshall
2 March 1998
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An interview with the Group
Chief Executive continued

over the period. Today, despite the short-term
uncertainty created by the turmoil in Asia, all our core
businesses are stronger, more focused and ready to
stand on their own two feet — which they clearly were
not in a position to do two years ago.

For a company whose roots in Asia are more than
150 years old, the present economic problems in the
region should be seen as temporary. Although they have
had a major impact on our share price, they were not in
themselves a reason for changing our strategy. Rather,
they served to underline a much more fundamental issue
which needed to be addressed - the lack of clarity from
an investor’s perspective in the Group and its future
direction. And with that lack of clarity came a loss of
shareholder value, which we could not allow to continue.

As a purely Motors company, how will the 'new
Inchcape’ fare?

Without a doubt, Motors is the long-term core of Inchcape,
and I believe it will go from strength to strength. Our
Motors business is already the largest independent
distributor in the world, and has excellent prospects for
growth. It is able to boast an outstanding list of manu-
facturer relationships, particularly Toyota, for whom we
are their largest independent distributor and where the

relationship has been long, deep and extremely successful.

We are fortunate to have an extremely professional
management team, led hy lwo very experienced motor
industry professionals in Trevor Taylor and Peter
Johnson who will, in due course, take over lhe running
of Incheape ple (as Executive Deputy Chairman and
Chief Excculive respectively) and, I am sure, drive it to
new levels of success.

inchcape ple
Aninterview with the Group Chie! Execuiive

o A0 won vy The prospoats Tonon
husinesses? ‘
Very positively. We have invested heavily in the 1990s in
Bottling and now have a very strong business in South
America, which provides an excellent platform for
further growth. Most of its peers in South America are
independently listed; and valuations reflect the high
growth and high returns of a very attractive business.
The sale of the Russian operations will allow our
Bottling management to concentrate their efforts in the
fast growing and profitable South American markets
where the Stream management is already based,

In Marketing Services, we have worked hard and
long to turn this business into a solid and reliable
performer by exiting small or loss-making businesses.
The management team has been relocated into local
markets, and the business is much leaner and stronger
than even one year ago. The outlook for the business in
the short-term is difficult, but, nevertheless, it has a
number of strong positions in both Asian and Middie
Eastern markets. [ am sure growth will resume once
markets in Asia stabilise.

You have pur a iov of effort inte developing whe

Zali WAILGh, Saetr au YU ShpSol GiEnd TO wd wed..
forward in the new environment?

The tremendous achievements we have made over the
past two years in instilling a common sense of valoes
and a culture of teamwork and respect is as relevant at
Stream and individual business unit level as it is at the
overall Group level.

As Group Chief Executive, 1 will continue to promote
these values and it is my hope and belief that, as the
various stages of the demerger and divestment
programme are corﬁpleted, the individual businesses
concerned will continue to embrace and benefit from
the culture and values we have worked so hard to
create. At the end of the day, these are not unique lo
Incheape - they simply represent the common-sense
appreach to running a business that is fundamental to
most companies, and especially to any company that
operates across countries and across cultures.

Finally, | believe we can look forward to an exciting
new era of opportunity for all our businesses -
companies which will continue to thrive on the values
of Service, Teamwork, Innovation, Respect and Results
that have had such a tremendous impact over the past
two years on the day-to-day lives of all our employees in
the 68 countries in which Inchcape operates.,

.

Philip Cushing
2 March 1998



Philip Cushing Group Chief Executive

Inchcape plc
An interview with the Group Chied Executive

Incheape would have naturally evoived into a specialist
Motors business. The gap that now exists between the
share price and the underlying value of the Group has
brought home the importance of establishing total
clarity in our future direction, and, as a result, we have
decided to turn this possibility into reality.

In many respects, though, the demerger and
divestment programme we announced at the beginning
of March is the ultimate extension of a strategy initiated
in the mid-1980s. This strategy was based on the firm
belief that the secret of success for Incheape would be
an absolute focus on being the best in a limiled range of
major international businesses. In 1986, ten businesses
were identified as core. At the beginning of 1996,

I announced that we would be concentrating on five
businesses — all within the sphere of international
distribution.

Now, Inchcape plc will focus on just one business,
Motors; and Marketing Services and South American
Bottling will be run as independent concerns going
forward.

We have thought long and hard on what is the best way
forward for Inchcape, our shareholders and our
employees, and [ must admit it has taken a while for me
to get used to the future shape of the Company. However,
I am now very enthusiastic about the opportunities,
which offer themselves through this restructuring.

There will be those who will mourn the passing of
the ‘old Inchcape’ — diversified, yet part of one family -
but we must adapt to a changing business world, and to
be the best these days requires absolute focus. inchcape
plc as a purely Motors company and the two new
independent companies in Marketing Services and
South American Bottling will have exactly that, and | am
excited and optimistic about their prospects.

Naturally, I am sad to see the departure of Shipping,
which is one of the oldest parts of the Inchcape Group;
and our Russian Bottling operations, where the efforts
of our staff to establish a very large business in a very
short period have been tremendous. Again, I believe the
route that we have selected for these two businesses is
the best one to enable them to grow and prosper.

vy have you decided to do this now when we
news soan mignificgnt inprovements in operating
T et s an influence was the
When I ook over as Chief Executive two years ago, the
priorily — after deciding to sell our Testling Services and
Insurance broking businesses — was o improve our
operational performance, particularly in our targest
business, Motors. In the past lwo years, thanks 1o the
hard work of our management and staff, we have seen a
very solid recovery, with profits for the Group up 25%
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Motors

The strategic initiatives we have implemented
over the past two years - in particular, our exit
from underperforming businesses, investments
in improved supply chain management and the
enforcement of tighter working capital controls -
coupled with improved sales and market share
performance have provided the foundation for

a further improvement in results. We have also
benefited from more favourable trading conditions
in a number of major markets, and improvements
in product competitiveness through new model
introductions by our Principals.

Total operating profits increased by 16.3% to
£147.2m, the equivalent of 21.3% growth when
translated at 1996 exchange rates. We charged
exceptional items totalling £23.9m in the year,

a significant proportion of which related to exit
costs from import and distribution businesses in
Europe and South Korea, and the further
rationalisation of our UK retail dealer network.

Operating profits grew by 15.8% to £108.6m, an
underlying increase of 21.5% at constant exchange rates,
while turnover rose 11.8% (18.8% at constant exchange
rates). The sales of major Japanese margues benefited
from a significant number of new product launches.

In the UK, Toyota {(GB}) substantially outperformed
the market, increasing its vehicle registrations by 17.2%
to a record 79,015 units. This compared with a total
market growth rate of 7.5%, and increased Toyota’s
overall share by 0.3 points to 5.3%, its highest ever.
Demand for private cars was buoyant, stimulated by
generally favourable economic conditions. Toyota, aided
by successful new product launches, particularly the
Corolla, outperformed both the retail and fleet sectors.
In the light commercial vehicle (LCV) market, Toyota
share declined as the new Hilux models were not
available until October. Improved profitability was
driven by hoth the substantial increase in sales volumes
and our invesiment in Customer Oriented Logistics,
resulting in reduced lead times.

We again achieved strong growlh in Chrysler
volumes in the UK, with total registrations increasing
by 50.7% to 17,519 units. Sales were buoyed by the
successful laanch of the Voyager and the continued
good performance of the Cherokee range, although
margins reduced, and increased competition in the
4x4 market led to higher markeling costs. Daihalsu
UK registrations grew by 48.0% (o 11,102, and the
marque established itsell as Britain’s fastest-growing
car brand with new launches including the Move,
Grand Move and Terios. Ferrari UK’s registrations
grew by 23.5% to 410 units - an achievement which

Incheape plc

saw Ferrari’s Brilish sales exceeding those in ltaly for
the first time ever. In our associale company, MCL,
the Mazda franchise increased regisirations by 25.2%;
however, Kia, due lo the linancial difficullies of the
manufacturer, struggled in a very competitive

market place.

Market conditions’in France remained difficult, with
the passenger car markel declining by 19.7% as a resull
of weak consumer confidence and the withdrawal of
government incentives to scrap older cars. We achieved
an increase in Mazda's market share, despite the
continued absence of diesel-engined models in the
major volume segments; however, our operaling profils
deteriorated due to margin pressure.

In Belgium, the market showed a modest recovery,
with total volumes increasing by 2.0%, but competition
remained intense. Toyota retained its position as the
leading Japanese marque, although overall registrations
declined by 1.9% with share gains in the petrol-engined
and fleet sectors more than offset by the absence of
appropriate models in the growing diesel market.

The new Corolla was launched successfully in June,
and the overall performance of the business benefited
from our earlier cost reduclion measures.

Improving economic conditions in Greece stimulaled
a 15.2% increase in the total vehicle market. Toyota
retained its number one position in the light
commercial vehicle (L.CV) seclor, where market
volumes grew by 34.6%, and achieved leadership in the
private car market following the launch of the new
Corolla in June and aggressive marketing activity. As a
result, Toyota Hellas achieved the coveted Toyota Triple
Crown Award for the first time ever, signifying its
leadership in the overall market, as weill as in the
passenger car and LCV seclors. However, profils were
lower than in 1996 as a resuli of start-up losses on new
activities and run-oul costs on old models.

Total vehicle sales in Hong Kong grew by 56.5%
overall, and by 61.0% excluding the HGV sector,
although growth slowed in the last two months of the
year due to the impact of the Asian economic turmoil.
The strong performance reflected improved economic
conditions in the first halfl of the year, the smooth
handover to China on 1 July and many new model
launches across the market. Inchcape’s share of the
total vehicle market increased from 57.9% lo a record
43.0% (44.5% excluding HGV).

Crown Motors, our Toyota, Lexus and Hino
distributor, again led‘the market, increasing ils share
of the total vehicle market by 1.6% to 29.7%. It also
retained market leadership in the passenger car and
L.CY segments, thus achieving Tovola’s Triple Crown
Award for the sixth successive year. Hino truck sales
exceeded 1,000 unids, and gained the number one
position in the above-ten-1on secior. In addition to
increased new vehicle sales, the Tovola business
cenjoyed strong growlth in its associaled linance,
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A more focused future

The next two year

s willbe a

period of substantial transition
for Inchcape as the Company

Tocuses entirely on
international Moto

1tS |
rs operations

through a series of demergers
and divestments which are

designed to delive
shareholders the t
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underlying value of the Group.

Marketing

Bottling South America 10 P& demerged
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Shipging

Cffice Automation Discussions started with
’ joint venture partner, Ricoh
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10 Incheape plc

takes the ‘showroom’ Lo the customer. Launched at the
beginning of July, this innovative sales approach is
beginning to create new growth as consumer awareness

UK 25888 2.195.1 64.8 57.8 and understanding increases.
Continent 7822 8667 7.8 36
Far East 611.0 516.2 36.9 314
South East Asia 309.0  390.2 20.5 25.2 oo o i
The Americas 1304 118.1 6.5 59 Operating profits of £26.6m were 4.7% lower than in
Restof World - 3867 3364 107 27 1996, with strong underlying growtl in retail financial
4,808.1 44227 1472 1268 - . .
' : — LT vi in a num niri g -
Reversal of associated companies  (327.0) _ (263.1) services ber of countries offset by the start-up
24811 4,1696 costs of new ventures, adverse currency translation, and

a reduced contribution from end of contract disposals in
the UK leasing business. ,

Inchcape Financial Services, our joint venture wilh
Capital Bank, a subsidiary of Bank of Scotland, was
successfully launched in January 1997 to provide motor-
related credit and insurance services to customers of
our UK Retail dealerships. Its services were exiended to
the Daihatsu UK franchised dealer network in
November. CJ Financial Services, a joint venture with
Lloyds UDT, was launched in March 1997 to provide
similar services to dealers and customers in the UK
Chrysler Jeep franchise network. These businesses
benefited from the growth in the UK vehicle market
during 1997, while our other joint ventures in Hong
Kong and Greece also performed well.

Inchecape Financial Services (Australia) commenced
operations at the beginning of the year, providing
facilities through the dealer networks of our distribution
businesses in Australia. During the second half, we
established an alliance with Citibank to provide motor
related financial services in Singapore.

We also established a new motor insurance joint
venture with General Accident in Belgium, and
launched a new insurance company in Greece to
provide extended vehicle warranties.
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3,796.6 3.395.1 108.6 93.8

. Impost & Distribution

Retail 861.5 8920 12.0 4.9
Financial Services 150.1 1286 26.6 27.9

4,808.1 4,422.7 147.2 126.6
Reversal of associated companies (327.00 {2531y T

4,481.1 4,169.6

Turnover £m

Profit £m

insurance, parts and service activities. However, inlense
competitive activity and increased marketing
expenditure hoth impacted on margins.

Mazda increased its share of the total vehicle market
from 6.8% to 10.4%, and achieved market leadership in
the growing recreational/mulii-purpose vehicle
segment with a 23.8% share. Sales benefited from
successful new product launches including the 626,
Friendee recreational vehicle and Bongo van. The
Prestige Car Division, representing Rover, Land Rover,
MG, Jaguar/Daimler, Rolls-Royce/Bentley and Aston
Martin, also enjoved good sales growth until the last
quarter. Peugeot had a successful year, led by the
launch of the 406 Coupe.

The total vehicle market in Singapore, which is
controlled through government quotas, fell by 5.7%,
with a 9.2% decline in the private car sector being
partly offset by a 7.6% increase in commercial vehicle
regisirations. Qur Toyota/Lexus distributor, Borneo
Motors, retained ils leadership position in the overall
market, passenger car and LCV segments, gaining
Toyota’s Triple Crown Award for the fourth consecutive
year. However, operating profits were adversely affected
by very high prices for government certificates of
entitlement for new vehicles in the early part of the
year, an exceptional cost in respect of government
levies and fees, and inlensive promotional activily. Our
Suzuki business also sulfered from severe competition
in the restricted markel for small private cars, reflecting
the launch of a large number of new models by
rival manufacturers.

Our Australian ranchiscs had an excellent year,
selling more than 23,000 units - an increase of 53.5%
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againsl an overall market increase ol 11.1%. Profits
benefited from improved stock control and positive
currency trends. Our Subaru business peltl'orm ed very
strongly, increasing unit sales by 68.7% and making
Australia lhe third largest market worldwide for Subaru
after Japan and the USA. The franchise benefited from
good product positioning in the mosl buoyant market
segments and from favourable exchange rate trends.
The Impreza continued to perform well in the
expanding small car market, while the successful
launch of the new Forrester consolidated Subaru’s
established strength in the all-wheel-drive sector.
Volkswagen volumes grew by 55.2%, with the Polo
doing particularly well, and Jaguar also enjoyed a good
year with volumes increasing by £1.0%. The Peugeot
franchise saw significant volume improvements during
1997, and, with a new managemernt team now in place,
will be looking to build on this growth in 1998,

Our Toyota businesses in Brunei, Saipan and
Ethiopia performed very well both in terms of sales
and prolitability. Despite a major typhoon in Guam
in the latter part of the year, our Toyota business still
managed lo increase market share, further
consolidating its position as market leader.

In South America, our agro-industrial import and
distribution businesses in Argentina, Chile, Colombia and
Peru all performed well. BMW in Chile had an excellent
year, achieving leadership in the luxury car market for
the first Lime, and one of BMW’s highest customer
satisfaction ratings anywliere in the world. Ford in
Ecuador did well, benefiting from management and
operational restructuring and the initiation of used car
irading; however, Ford in Peru suffered {from currency
shifts which favoured its Far Eastern competitors.

Operating profits increased from £4.9m to £12.0m, with
turnover falling 4.2% as a result of the conlinuing
rationalisation of our dealer network. The 1996
operaling profit is stated after charging £4.7m of
restructuring costs. In 1997, further restructuring costs
in Motors Retail have been charged as operating
exceptionals, and include the costs of closing a number
of Rover and Ford dealerships.

Our UK Relail business is one of the counlry’s largest
dealer groups, with 76 retail outiets at the year-end
representing a total of 18 franchises. Despite the
strength of the new car market in 1997, margins in the
volume segment renfained under pressure. However,
our specialist dealerships representing Audi, BMW,
Jaguar, Land Rover and Mercedes had an excellent
year.

We are now entering a phase of major investiment in
systems and facilities which will involve significant sile
redevelopments and refurbishments during 1998, We
have also made further investments in new concepts,
such as the City Daihatsu ‘virtual dealership’, which
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Specialist Businesses Our contract manufacturing
business in South East Asia has performed-well, despite
the regional economic difficulties. The operations in
Malaysia and Indonesia enjoyed good sales growlh
from new and existing Principals, while the business

in Thailand benefited from improved operational
efficiency. Slumberland, which has factories in
Malaysia, Thailand, Indonesia and Mainland China,
performed satisfactorily in the face of weaker retail
markets across the region.

wat v

. Performance during 1997 was mixed, with lower oil

prices adversely affecting a number of economies in the
region. A good performance from Industrial was offset
by declines in other divisions, though half the 7.1%
decline in attributable operating profit to £13.1m was
due to translation at higher sterling exchange rates.

Consumer/Logistics There were improvements in
performance in a number of territories and agencies,
with Nestlé enjoying a particularly strong year, We also
benefited from a full year of our new General Foods
agency in Bahrain. This was offset by a reduction in
our business in Cyprus (since exited) and lower tobaceo
profits in Oman. Our new £8m regional distribution
centre in the Jebel Ali Free Trade Zone in Dubat was
inaugurated in October 1997. This provides a regional
hub for third party distribution, serves as a central
distribution facility for our Principals in the Middle East
and offers a range of added value services.

Inchcape is the leading distributor of beers, wines
and spirits in those Gulf states where alcohol is
permitted. During 1997, our Liquor business benefited
from the growth in tourism both in the United Arab
Emirates and Bahrain.

Industrial This division provides a range ol tecinical
oilfield services together with equipment and supplies
to the oil, gas and water industries. An excellent
performance in 1997 principally reflected increased
oilfield activity in Oman.

Specialist Businesses Our Spinneys retail chain operates
supermarkets in Dubai, Abu Dhabi, Oman and Bahrain,
each carrying over 22,000 lines. Profits for the year
were flat, reflecting increased competition in the

United Arab Emirates (and the impact of our continuing
programme of store openings and upgrades. This
substantial investment programme will continue
through 1998 with new openings scheduled in Saudi
Arabia and Lebanon, togelher with third stores in bhoth
Oman and Abu Dhabi.



Marketing

Market conditions were difficult throughout the region
in 1997, particularly in the final quarter, as the impact
of the economic crisis set in. As a result, regional
operating profit slipped 9.5% to £14.6m.

The accelerated restructuring programme
announced in the interim report has been substantially
completed, involving our exit from underperforming
businesses representing 34% of turnover and 16% of
assets employed in the region in 1996. This project has
proved to be cash generative, since it involved the
liquidation of a large amount of working capital earning
very low returns. We anticipate that it will reduce our
assel base by some £70m and generate a total
annualised benefit to operating profits of some £35.8m,
although this is likely to be offset by the deterioration
in regional trading conditions.

In addition, the demerger of our Marketing
businesses in Singapore, Malaysia and Indonesia took
effect at the beginning of 1998, following its approval
b¥ the shareholders of our Singapore-listed subsidiary,
Inchcape Berhad. This has created sepdrate Motors and
Marketing businesses in Singapore, and has given the
Marketing management team increased flexibility to
pursue growth opportunities.

e enter 1998 with a much tighter business portfolio
in the region, focused on four core aclivities:
Consumer/Logistics, Industrial, Branded Lifestyle and
Specialist Businesses. The vreduclion in our cost hase
considerably enhances our ability Lo weather the
current economic turmoil in the region.

Inchcape plc

Consumer/Logistics The reduclion in divisional profits
reflected difficult market conditions across most of the
region throughout the year. The Japanese economy was
weak, but we achieved an improved performance
through our withdrawal from loss-making businesses

in liquor and home care products. We also henefited
from better margins on seme of our snackfood products.
We successfully expanded our busintess in Hong Kong,
with the addition of new principals including Alberto-
Culver VO3, Heinz, Johnson & Johnson Medical and
Polaroid. In Thailand, we benefited from increased
operational effliciency of our logistics centre, while in
Singapore, the logistics operation reported better results
on the back of increased throughput. This was offset by
our exit from the Thai liquor business and lower
Healtheare profits in both Thailand and Singapore.

We continue to develop our logistics operation in China,
where our Shanghai joint venture, launched in
September 1996, is performing well.

Industrial The division benefited from improved
performances in Greater China and Japan, offset by
lower profits in Thailand. Our business in Greater
China benefited from our exit from a number of
underperforming businesses in huilding products,
semiconductors, contracting, and medical/dental
equipment, and from the buoyancy of the Hong Keng
economy in the first three quarters of the year. In Japan,
we achieved growth through a number of new agencies
and benefited from stronger demand for beer kegs, as
part of the normal replacement cycle. Although we
retained market leadership in Thailand, results from
tractor sales were adversely affected by a significant
reduction in margins due to an unfavourable sales mix
and the devaluation of the Thai Baht. Demand for
automotive accessories in Thailand and Toro golf
course equipment in South East Asia was also
substantially weaker.

Branded Lifestyle The division benefited from
improved performarice from Timberland in Japan,
where significant start-up investments in shops

and supporting infrastructure were made in 1996.

The Timberland businesses in the rest of the region,
including Australasia, performed hetter in the first half,
but deteriorated in the later part of the year as
consumer spending weakened. The Salvatore
Ferragamo business in South Korea had an excellent
first full-year, expanding its retail outlels in both the
domestic and duty-free markets. However, despite an
increase in turnover and the addition of the Thailand
distributorship, the Ferragamo operations in South East
Asia were allecled by margin erosion and the regional
cconomic turmoil in the second half.
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The Greater China operations had a good year overall
with strong sales in Hong Kong and a big increase in
sales to China compared with 1996. However, sales in
both markets slowed down in the last lwo months of the
year. Markel conditions in Thailand were difficult for
most of the year, and our traditional strength in the
public sector has been adversely affected by a
significant reduction in government purchasing.

In Australia, there was a significaiit upturn in
business with the sirategy of focusing on a single brand,
Ricoh, proving very successful in lerms of increasing
brand awareness and market share. Sales were further
boosted by a major contract with The Commonwealth
Bank. The bank has appointed Inchcape NRG as sole
supplier of copiers and faxes for its entire national
network of more than 1,000 branches. As part of the
contract, Inchcape NRG will be updating the bank’s fax
and copier network to the latest digital technology.

We have also been accepted by the Federal Government
as a preferred supplier, which positions us well for
increasing our sales in the public sector.

In Singapore, a fire in April 1997 destroyed the main
office and warehouse. However, with the help of other
Inchcape Group companies and Konica - another major
Inchcape NRG Principal - the business recovered
guickly, opening in new premises within two months.
Overall, unit sales in Singapore and Malaysia in 1997
were significantly up on the previous year. We opened
in the Philippines in April 1997, bringing to ten the
number of markets in which we have direct operations.
The business has started well and sales are ahead of
budget expectations.

The advent of digital technology, in which Ricoh has
quickly developed a leadership position, is having a
dramatic impact on fhe office aulomation industry.

The launch of NRG Solutions in Hong Kong in September
is a major initiative in our strategy to develop a
compelilive edge in the networked office environment.



Bottling

Operating profits grew by 59.8% to £13.1m over
the year as a whole, following a strong second half.
Our operations in Chile continued to make excellent
progress. In Peru, we have turned around ELSA, the
company in which we acquired a controlling
interest in 1996, through restructuring and the
acquisition of additional brands. The merger of
ELSA at the beginning of 1998 with the other
principal Coca-Cola bottlers in Peru affords
considerable further potential. Start-up losses in the
Russian Federation have been larger than expected,
but the majority of our investiment programme is
now complete and we are experiencing solid
volume growth.

Turnover £m

96 197.8
96 8.2

Chile Our Chilean franchises continued to perform
exceptionally well, outperforming a soft drinks market
which showed further good volume growth. Per capita
consumption in our franchise areas has grown by 27.7%
over the last two years, increasing our market share in
those areas by over three percentage points to an
average of 75.0% in 1997, Sales benefited from the
launch of Quatiro grapefruit soda in November 1996,
which has rapidly established itself as the leading brand
in its sector. We also opened a new plant serving the
Vina del Mar franchise area, which has a total
population of 1.3 million. Performance benefited from
the combination of good volume growth and savings in
variable costs. With the launch of Nordic Mist ginger ale
and tonic water in November 1997, we now have a
comprehensive soft drinks product range with good
potential for continued growth.

Peru \We acquired management control of ELSA, Peru’s
largest Coca-Cola botiler, in March 1996, when we
purchased a 26% shareholding in the then loss-making
business.

The substantial profit turnaround in 1997 was based
on a series of distribution and product initiatives,
combined with a restructuring of the company to
reduce costs and improve efficiencies. A programme of
vending machine installations began in January 1997,
followed in February by the development ol a new
distribution svstem. In March, ELSA acquired the Kola
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Inglesa soft drink and San Luis table waler brands,
leading to a 30% increase in volume throughput.
Successful packaging innovations included the
launeh of Fania and Sprite in 0.5 litre non-returnable
bollles in April, logether with a new range of bag-in-box
products for bar dispensers, and the introduction of
Coca-Cola in a 2 litre refillable PET bottle in September.
With effect from 1 January 1998, ELSA has been
merged with the Coca-Cola bottlers in the South and
North of Peru, and now controls over 90% of the
Coca-Cola market. inchcape has an effective 50.1%
sharcholding in the enlarged company, following a

" £41m cash injection as part of the merger process.

We believe that there is considerable scope for
development of the Coca-Cola brands in our enlarged
franchise area, and for enhancing profitability through
integration and rationalisation.

The Russian Federation Ve have now completed our
initial investment in four bottling plants in the Russian
Federation, serving six franchise areas. These comprise
six of the twelve largest cities in the Federation and
cover a total population of 35 million.

Losses were greater than expecled as lhe market
grew more slowly than anticipated, and delays in the
opening of our new plants at Samara and Ekaterinburg
meant that we incurred higher start-up costs than
anticipated, together with additional transport costs
while product for these franchise areas was supplied
from other locations. Higher depreciation charges were
also incurred.

With all four plants now on stream, we are
concentrating on building market share while
maintaining tight control of our cost base.




Financial Review

The trading results of the businesses are explained
in the Chairman’s Statement and Operating reviews.
This review gives further information on financial
and accounting matters.

On 1 January 1998, in accordance with an agreement
signed in 1990, Inchcape plc sold 26.0% of the shares in
Toyota (GB) to the Toyota Motor Corporation - having
received £30m proceeds in advance. As a result of this
transaction from 1 January 1998 Inchcape owns 49.0%
of Toyota (GB) and will account for its interest as an
associate from that date. The 1997 results and balance
sheet of the Group have been restated on a pro forma
basis in Note 15 to iliustrate the effect of this change.

As at 1 January 1998 ELSA, the Peru Bottling
business, was merged with two other local Coca-Cola
bottlers. At that time the Group invested a further £41m
into the newly merged entity and increased its effective
shareholding to 530.1%.

reaus and discontinued

Gl s

The business represented by the brands of San Luis and
Kola Inglesa soft drinks in Peru was the only significant
acquisition in the year. The only individually notable
disposal was Lhat of the Marketing distribution business
in Turkey. Discontinued activilies in 1996 compriscd
[nsurance Services, Testing and various Shipping
operations. We have nol disclosed any ol our disposed
or closed businesses as discontinued in 1997 as they
were nol sufficiently material.

Inchcape plc
Financial Review

There arc no new accounting standards impacling the
results of the year, however to provide aclearer portrayal
of the lnancial position of the Group, we have made
iwo relatively minor accounling presenlation changes.

First, we have reclassified from credilors 1o debt the
finance provided by a third party in relation Lo a specific
supply of goods. This reclassilication increases the
Group’s nel debt and gearing, but does not affect
reported interest. The effect is:

£m 1897 1996
Net (deht)/ cash — previous basis : 47.2) 39.9

- revised basis 2 (96.0} 26

Secondly, given the growing investment in Motors
Financial Services, we have reclassified interest
expense relating to this aclivity, logether with intercst
income on principal funds in Shipping, from interest lo
operating profit to represent the results of operations
more appropriately. This change only affects operating
profit and interest with no effect on profit before tax.
The impact on the financial statements is:

Em 1997 1998

Net interest payable — previous basis 6.0 29.9
- revised basis 34 39.2

Total operating

profit* - previous basis 190.1 185.0

—revised basis 187.5 2043

*hefore exceptional items

e Tt

Operating profit before exceptionals, adjusted for
depreciation of £53.3m, together with dividends
received from our associated companies ol £28.7m,
amounted to £217.3m.

£rm fm
Net funds — 1 Janyary 1997 26
Operating profit and associated
company dividends and depreciaticn 217.3
Working capital increase (80.0)
Capital expenditure and acquisitions (176.8)
Disposals of fixed assets and businesses 823
Net outflow in respect of closures
and terminations (53.9)
Other items 15.4
Interest 4.2)
Tax (35.2)
Dividends paid to shareholders and
minorities {65.0)
Cash flow {100.1
Other movements 1.5
Net debt — 31 December 1887 196.0)

Working capital increased by £80.0m, of which the
Motors businesses’ inereased by £74.5m, which included



Shipping

15

Incheape ple

Ship Services This activily manages port visits, and
provides a wide range of services to vessels in port.
Excluding Liner calls, port calls handled by this division
grew 13.2% to almost 31,000, with the Americas in
particular showing strong volume growth. We established
a number of additional key account partnerships,
particularly in the Americas, benefiting from our global
IS0 9002 accreditation and our customer-centred
“Talking Your Trade’ strategy. These included Stasco
(Shell), Stolt Parcel Tankers and an expanded role with
the US Navy. We also expanded our operations in South
Africa through the acquisition of Voigt Shipping. Profits

_were affected principally by a reduction in US Navy

business in the Middle East, and aI_sb margin pressure
in certain markets in Asia-Pacific.

Liner Services This business sells container space on
hehalf of shipping lines, and arranges cargo handling in
port. As announced last year, we have exited from these
activities in Asia and most of Europe, and adopted a new
regional focus on the Americas, the Middle East and
Greece. Business showed strong growth in the Americas,
where we also gained a number of new principals.

Other Activities Our Machinery Services division
supplying Japanese-made parts to shipowners and plant
operators throughout the world had a satisfactory year.

* Turnover Profit
1997 1996 1997 1996
Shipping £m £m fm £m
Europe:
UK 16.4 15.3 2.5 {1.9)
Continent 14.1 18.3 1.2 1.5
Far East 52.2 59.2 3.0 36
South East Asia 1.2 1.4 0.5 0.9
Middle East . 7.4 7.9 21 3.2
The Americas 58.0 53.9 59 5.1
Rest of World 2.4 2.0 0.4 0.5
181.7 158.0 10.6 12.9
Reversal of associated companies 8.0 (11.8)
143.7 146.5
Turnover £m 97 1517
95 188.0
Profit £m - .97 10.6

96 12.8



Cash and debt

Net debt of £96m at 31 December 1997 comprised a large
number of cash and debt balances that are held for
operational and other reasons, summarised as follows:

£rm Debt Cash Net
Sterling {144) 49 (95)
Sterling swap deposits 377 - 377

233 49 282
US Dollar (468) 82 (386)
Dutch Guilder - 132 132
Greek Drachma (49 9 (40)
Hong Kong Dollar (42) 16 (26)
French Franc (35) 10 (29)
Japanese Yen (40) 16 {24)
Singapore Dollar {64) 70 &)
Other {114) 29 (15}

(579} 483 (986)

Our largest net balances are in Sterling and Dutch
Guilder cash and US Dollar debt. The Sterling net cash
position largely results from our use of swaps as a
means of borrowing foreign currency, whereby we
have a borrowing in one currency with a corresponding
deposit in Sterling.

The Group has a cross currency interest rate swap
which had the effect of creating a US Dollar loan of
$180m and a corresponding Sterling deposit of £120m
(at the exchange rates at inception). This matures on
19 January 1999. Following the hedging policy review
described below this arrangement will be terminated in
March 1998, nine months prior to its maturity. As a
result, Sterling cash and US Dollar debt in the ahove

Inchcape pic
Financial Review

table will each reduce by circa £110m, at year end
exchange rates. -

US Dollar borrowings comprise: the £104m
(US$172m) Privale Placement Loan Notes; the
£110m (US$180m) cross currency interest rate swap;
£47m US Dollar denominated loans in Russia; together
with some £207m of other US Dollar short-term
borrowings, a large proportion of which are derived
from short-term currency swaps. The relatively high
US Dollar cash balance was largely due to a deposit
over the year-end prior lo making the £41m investment
in Peru in early 1998. _

The Dutch Guilder cash of £132m arises primarily
from the receipt of a substantial dividend from Hong
Kong, part of which remains in Holland for fiscal
reasons. The Group has net borrowings for working
capital purposes in Greece, Hong Kong, France and
Japan. The gross cash and debt position in Singapore
Dollars results from holding cash balances in Singapore
but borrowing in Brunei Dollars (effectively pegged to
the Singapore Dollar) to support the local Motors
Financial Services operation.

The effects of unwinding of uneconomic supplier
credit will further show through in 1998 and our
expectation for the Group as presently constituted is for
net debt of some £250m throughout the year.

Other than US Dollars, the material cash and debt
balances are held locally in each currency.

The Group is not aware of any circumstances which
would significantly delay remitting major cash balances
to the UK other than from Singapore where it is held in
a separately listed company. Such remittances could
advance the date on which tax payments would have to
be made, or increase the absolute level of tax payable.

For major deposits, our policy is to use only our
eleven relationship banks, all of which have very good
long-term credit ratings.

Effective interest rates
The Group uses interest rate swaps and forward rate
agreements to manage its interest cost. Through the use
of these instruments: interest on US$50m of the Group’s
short-term borrowings has been fixed at 5.87% through
10 30 June 1998; interest on US$52m of the US$172m
Private Placement will be paid at floating rates through
to matarity; £80m of the Sterling net cash position earns
interest at fixed rates between 6.88% and 7.02%
through to 31 December 1998; interest on £35m of the
French Franc gros’s debt has been fixed at rates
between 4.55% and 4.64% through to 4 January 1999;
and £40m of Hong Kong Dollar debt incurs interest at
an average rate of 12.4% for 1998. This latler
arrangement, which was taken out to provide protection
from volalile interesl rates, is revicwed on a rolling
basis each quarter.

As a result of our cash and debt position, for 1998 the
Group’s major interest rate exposures will be Lo rising
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the build up of stocks in advance of the release of new
models. Working capital also increased in Bottling by
£16.3m offset by a reduction of £14.0m in the Asian
Marketing businesses, largely as a result of restructuring.

Expenditure in respect of fixed assets and
acquisitions amounted to £176.8m. Our Botiling
operations spent £47.3m in the Russian Federation and
£51.2m in Latin Ameriea, including the two Peruvian
soft drink brands acquired during the year. Of the
remainder we spent £62.6m in Motors, including
£14.1m on developing dealerships in the UK and
Finland, and £11.2m on extended lease vehicles. We
also invested £1.6m on acquisition of new businesses.

Disposals of fixed assets and businesses generated
£82.3m, of which £19.8m was from deferred proceeds
of earlier disposals and a further £7.9m from the
restructuring of Marketing. Disposals of property
generated £16.1m and sales of operating assets,
primarily in Motors, generated a further £26.7m, which
included the sale of vehicles at the end of their leases
amounting to £11.4m.

e spent £53.9m in respect of the closure and
termination of operations of which £38.5m was in
respect of costs provided for as part of non-operating
exceptional items and £15.4m was provided for as part
of the operating profit.

Other ilems of £15.4m included £7.7m exchange
effect of hedging instruments and £3.1m in respect of
the issue of shares and capital subscribed by minorities.

After the payment of interest of £4.2m, tax of £35.2m
and dividends of £65.0m (of which £10.8m were in
respect of minorities) the Group had an overall cash

.
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outflow in the year of £100.1m resulting in net debt of
£96.0m at 31 December 1997. -

Our Group Treasury operates within clearly defined
policies and authority levels that are approved by the
Board. The financial instruments used to manage our
interest rate, currency and liquidity risk are subject to
Board approved operating parameters and under no
circumstances will their use create additional financial
exposures over and above those arising from our
normal trading activity. Our use of derivative
instruments is restricted to foreign currency and
interest rate swaps and foreign currency options.

We use foreign currency swaps to borrow in the
foreign exchange markets in non-sterling currencies
which is cheaper than using bank debt. Interest rate
swaps are used to convert the interest payable on our
short-term horrowings into that which would be
payable on longer-term debt, which is more cost-
effective than by directly borrowing longer-term. We
also buy foreign currency options to limit the risk that :
payments to our suppliers in foreign currency would
cost us more than when we placed the orders.

SN FRUY IR et e e L

Borrowing facilities

The Group has borrowed £125m through a Convertible
Bond and £104m (US$172m) through a private
placement of US Dollar denominated Loan Notes.

We also have access to £525m of bilateral committed
standby facilities which remained undrawn in 1997 and
which are due for renewal in the year 2000. As part of
our restructuring exercise we intend to redeem the
Converlible Bond and to replace the standby facilities
with a new syndicated £400m committed facility with a
maturity of a further five years. We consider that this
will provide sufficient liquidity for the ongoing
businesses over the medium term.
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Inchcape in the community

The primary objective of incheape’s connunity

-~ invoivement programme is fo put something bac
hie the communities from wirich we earn ouy Bving,
At the Group level, the Company’s policy is to
concentrate the majorivy of itz fanding ov onu
international charity, where our support can make

a significant ditference and assist the charity in

_ achieving ey development objectives. The Group
programme is supplemented in focal markets by a
variety of sponsorships, donations and fund-raising
activities by individual businesses. Wherever
possible, Inchcape seeks to involve its employees
and business partners in community activities.

The Inchcape Initiative, our partnership with youth
development charity Raleigh International, is the
Group’s flagship sponsorship programme. Between 1996
and the millennium, Inchcape is sponsoring five
expeditions amounting to a total investment in Raleigh
International of £1.25m.

Inchcape’s support enables Raleigh International to
achieve one of its core aims, the recruitment of more
voung people from outside the United Kingdom onto its
expeditions. For Inchcape, the programme helps us
strengthen links with many of the local communities in
which we operate.

On each Inchcape Initiative expedition, Inchcape
provides 50 fully-funded bursaries and donates £25,000
towards community building projects. Successful
expeditions have already taken place in 1996 and 1997
in Chile and Malaysia, and plans are progressing well
for the next Inchcape Initiative expedition - Raleigh
International’s first ever expedition to China, which
takes place from 9 July to 21 September 1998. The 1989
Inchcape Initiative expedition will be to Oman.

Through the Inchcape bursaries, 50% of the 100 plus
voung people on the China expedition will be from
outside the United Kingdom, having been recruited
from Argentina, Chile, China, Hong Kong, ltaly, Japan,
Jordan, Malaysia, Oman and Singapore. Five Inchcape
employees from different offices around the globe will
also lake parl in the expedition - providing them with
a unique opporiunity to develop their teamwork,
leadership and communication skills.

Inchcape plc
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During the ten-week expedition, the participants (or
“Venturers”) will work in small teams on a variety of
environmental and community projects in two east-
coast provinces - Jiangsu and Shandong. In the
planning of the expedition, Raleigh international has
developed a close partnership with the China Youth
Development Foundation (CYDF), a non-governmental
organisation which is a member of the All China Youth
Federation. CYDF’s principal activity is Project Hope - a
high profile primary school construction programme in
rural areas across China. The Venturers will work
alongside local people in the construction of three
Project Hope schools, and will be*pioneers in this kind
of collaboration between China and a foreign youth
organisation.

Environmental projects are being planned in protected
areas within the two provinces. One such project would
involve assisting Chinese and UK scientists in marking
the boundaries of the Dafeng Nature Protection Area in
Jiangsu province which holds the only remaining
Chinese population of the endangered Pere Davids deer.
Another project in Jiangsu involves assisling with dala
collection and building a 12-metre bridge within the
Yancheng Biosphere Reserve. This is a 40,000-hectare
coastal wetland which provides sanctuary for 376 bird
species, including 30 which are endangered.

In addition to supporting The Inchcape Initiative,
Group companies continue to support their local
communities. For example, Incheape Pacific, in
conjunction with the University of Hong Kong (HKU)},
has recently established the Inchcape HKU China
Scholarship Programme, a five-year student exchange
programme between HKU and universities in Mainland
China. In addition, Inchcape Pacific sponsors
programmes in the Hong Kong Arts Festival and Youth
Arts Festival, and the company and its employees also
participate in major fund-raising initiatives for Hong
Kong’s Community Chest charity. '

In the United Kingdom, Inchcape and its subsidiaries
have given money during the vear for charitable
purposes amounting to £381,000 (1996 - £305,000).
Total charitable donations made by the Group
worldwide during the year were £780,000 (1996 -
£551,000). No political donations were made.



US Dollar interest rates and falling Sterling interest
rales. After taking into account the effect of hedging,

a 1% movement in US Dollar interest rates for the
whole of 1998 would affect the Group’s interest expense
by circa £0.9m and a 1% movement in Sterling rates by
circa £0.8m.

Interest

Net interest cost was £3.4m (1996: £39.2m). The Group
benefited by some £32m on the proceeds from the
disposals of Insurance and Testing Services. Lower
operational financing requirements reduced interest
costs by circa £2m, and the Group received £3m interest
in respect of final settlement of a claim. Higher effective
interest rates cost some £3m, but exchange rate
translation reduced the charge by £2m.

Balance sheet hedging

The currency turmoil during the year in Asia led to a
review of our policy on managing the exposure in
translating foreign currency net assets into Sterling.
The percentages of net assets at 31 December 1997 are
shown in the following chart:

Laaiysis of net suce’y o e
1 US$ Related*™ 38%
2 Asian 26%
3 European 29%
4 Other 7%

*includes Hong Kong $

The Group has previously tried to protect the Sterling
value of its asset base by seeking to match the value of
its local currency denominated assets with borrowings
in the same currency.

A cornerstone of this policy was the aggregation of
certain currencies based on their then close alignrnent
to the US Dollar. The Asian turmoil has meant that this
alignment is no longer assured. Furthermore, the Group
does not wish to be exposed to potentially high and
volatile interest rates through substantial borrowings in
local currency. Consequently, in early 1998 the policy
has been revised to leave investments in overseas
subsidiaries uncovered, and then maximising as far as
possible remitted earnings and financing working capital
requirements through local currency debt.

Effective exchange rates on transactions

The overall rates achieved in 1997, the proportion of
1998 forecasl exposures hedged as at 31 December 1997,
and the average rates obtained thereon in respect of our
three major transaction exposures are shown in the
following tahle:
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Hedged Average

1997 1996  proportion Sterling

Sterling Sterling of 1998 rate for

rate rate forecast 1998

achieved achieved exposure hedges

Japanese Yen 188 160 54% 202

US Dollar 1.62 1.65 37% 1.62

Deutschmark 2.62 2.21 62% 2.97
Exchange effacts - wansinyios

Had the average rates in 1996 continued into 1997 the
Group’s operating profit for the year would have been

- £13.5m higher and Headline profit ll)efore tax £11.3m

higher. The effect on operating prafit by business
stream and geographic area is analysed in Note {a of
the financial statements.

Taxation
The tax charge on Headline profit for 1997 has reduced
10 54.3% from 37.4% in 1996. The reduction in the rate
arises principally from a significant improvement in the
trading performance of a number of businesses enabling
utilisation of tax losses brought forward, particularly
in Australia.

As most of the exceptional costs are non-deductible

for taxation purposes a net tax charge of £1.6m arose on

exceptional items.

Cumulative Advance Corporation Tax (ACT) written-
off increased to £25.2m (1996: £14.3m) mainly because
of a reduction in the level of ACT offset against UK
corporation tax on dividends remitted by subsidiaries
to the UK.

It is expected that the Government’s proposal to
abolish ACT from April 1999 will be broadly neutral to
the Group’s tax rate.’

T

In recent years the Group has paid its interim dividend
as a Foreign Income Dividend (FID). Following proposed
changes to the ACT regime it is beneficial for the Group
to increase the proportion of the total dividends which
are paid as FIDs to maximise the utilisation of the
Group’s ACT asset balance. Consequently, it is proposed
that half of the final dividend for 1997 will be paid as

a FID.

Minority interesis

The increase in the charge to £17.0m (1996 £13.5m)
reflects a strong performance by Toyota (GB) and ELSA
in Peru, offset by lower profits from Inchcape Berhad
in Singapore.
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Inchcape is one of the world’s leading international
distribution groups and represents many of the world’s
best known companies. Inchcape specialises in the
international distribution of motor vehicles, soft drinks,
consumer and industrial products and office equipment
and operates the largest independent shipping services
network in the world.

As part of our vision to be the partner of choice in
developing quality international brands, we are
commiitted to pursuing sound environment, health and
safety management policies and practices across our
business. We also recognise that, by providing
customers with access to leading products and services
and through the consistent, high-quality services we
provide to our Principals, we can support the
improvement of environment, health and safety
standards in both developed and emerging markets.

It is the policy of Inchcape that we will:

- consider environment, heaith and safely issues
within existing and future business activities through
implementation of appropriate policies and
procedures;

— monitor and manage the environment, health and
safety impacts, risks and opportunities for our
businesses for the benefit of employees, customers
and Principals and the local communities in which
we operate;

~ contribute to providing and promoting services which
take account of environment, health and safety issues;

- promote awareness of the Environment, Health and
Safety Policy amongst employees, customers and
Principals; .

- regularly review implementation of the Environment,
Health and Safety Policy across our businesses to
assess performance and set practical targets for
improvement; and

~ report, as appropriate, on the status of environment,
health and safety performance within the business.

Implementation of the Policy is the responsibility of
management within each Group business, supported
and monitored by the Group Board.
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Building on the programme initialed in 1996, the Board
has now implemented a formal, Group-wide Environment,
Health and Safety (EHS) Policy (see page 22). A Board
Director has assumed responsibility for this. In addition,
each Business Stream has an EHS policy which focuses
on the key issues for its operations. Implementation of
these policies is the responsibility of management
within the Business Streams.

Progress
In February 1997 the Group, assisted by external
consultants, completed its first review of EHS

‘performance. The results formed the basis for the

development of Stream policies and supporling action
plans. The Business Streams are now working to
incorporate EHS performance within the Group’s wider
Internal Control framework. In September 1997, the
Chairman opened the first Group EHS Workshop. This
was attended by all Business Streams, those Group
functions involved in the EHS programme and external
environmental experts, who provided independent
views on Inchcape’s current EHS performance and
priorities for action.

Some examples of areas where Inchcape has

demonstrated its commitment to EHS management are:

— in Dubai, where the Spinney’s supermarket chain has
developed an environmental awareness programine
which intvolves the provision of recycling centres
and initiatives to raise environmental awareness
in local schools;

- in Inchcape Bottling, which has implemented an
investment programme to upgrade wastewater
treatment processes at all bottling plants by the end
of 1998. In Chile and Peru, Inchcape Bottling also
participates in a number of industry and recycling
programmes to recover and recycle plastic and glass
bottles and cans;

- in the UK, where Inchcape Motors’ Health and Safety
programme has been expanded Lo embrace
environmental performance;

- in Inchcape Shipping Services, which has developed
an Emergency Response service, designed to support
ship owners and operators who have suffered major
incidents;

- in Hong Kong, where Crown Motors Limited (CML),
our Toyota distributor, is involved in a Government
initiative to assess the feasibility of replacing diesel
taxis with cleaner LPG vehicles. CML has supplied
15 vehicles and is providing lechnical and training
support for the project.

In summary, [nchcape now has a management
framework which will enable the Group to build on
existing good practice and promote a consistent
approach 10 EHS management across all operations.
Next year’s programmes will strengthen performance
reporling and establish largets for improvement in each
Business Stream.

et e,
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Messrs P E Cushing, H E Norton and B J Hintz retire by
rotation. Mr Cushing and Mr Norton offer themselves
for re-election in accordance with the Articles of
Association. Mr Hintz and Mr O’Donoghue retire at the
conclusion of the Annual General Meeting on 25 April
1998. :
Dr R K F Ch’ien, who was appointed to the Board on
1 July 1897, and Messrs P W Johnson‘and T H Taylor,
who were appointed on 1 January 1998, being eligible,
offer themselves for re-election in accordance with the
Articles of Association.
During the year, the following Directors retired from
the Board: :
Mr P M F Cheng 22 May 1997
Mr A D Cummins 31 December 1997
The names of the Directors, plus brief biographical
details, are given on page 23. Except as slated above
they all held office throughout the year.

Lorporaie Governanua

The Final Report of the Committee on Corporate
Governance was published on 28 January 1998. The
Committee has announced its intention to produce a
set of principles and code of good corporate governance
which combine its own work with that of the Cadbury
and Greenbury Committees. This is then to be
published by the Stock Exchange, together with
proposed associated changes to the Listing Rules. The
Company awaits the publication of the Stock Exchange
code and the changes to the Listing Rules.

The Directors are firm supporters of the principles
of good corporate governance and set out below is an
explanation of the way in which the Company applies
those principles. _

The Board confirms that the Company has complied
throughout the year with the Code of Best Practice
published in 1992 by the Cadbury Commiltee on the
Financial Aspects of Corporate Governance. The report
by the auditors, Coopers & Lybrand, on this statement is
on page 34.

The Board
The roles of the Chairman and of the Chief Executive
are separate and have been so since 1991. In addition
to the Chairman, the Board includes six other non-
executive Directors who bring a wide diversity of
experience and expertise. Five of the other non-
executive Directors are also independent of the
management of Inchcape, being either free from any
business or other relationship which could materially
interfere with the exercise of their independent
judgement or not previously involved in the
management of the Group. Tony Alexander has heen
appeinted as the senior independent non-execulive
Director.

Non-executive Dircctors are usually appointed for an
initial period of three years, which may be extended by



Board of Directors

Chairman

Age 64. Joined the Inchcape Board in November 1995
and was appointed non-executive Chairman on

1 January 1896. Sir Colin was formerly Deputy
Chairman and Chief Executive of British Airways Plc
and has been that company’s Chairman since February
1993. In addition, he is Deputy Chairman of British
Telecommunications ple and of Siebe plc, and a non-
execulive Director of HSBC Holdings plc. He was
appointed President of the Confederation of British
Industry in May 1996.

Executive Directors

Group Chief Executive

Philip Cushing

Age 47. Joined the Group as Chief Executive of Inchcape
Berhad in 1990 and was appointed to the Inchcape ple
Board in May 1992. Mr Cushing was appointed Group
Managing Director in March 1995 and Group Chief
Executive in March 1996, Mr Cushing was previously
with Noreros, LEGO Group and Norton Opax. He is a
non-executive Director of Ikon Office Solutions Inc.

Les Cullen

Age 46, Joined the Inchcape Board in April 1997 and
became Group Finance Director in July 1997. Mr Cullen
was previously with Goodman Fielder Ltd, De La Rue plc,
STC plc and Grand Metropolitan PLC.

Peter Johnson

Age 50. Joined the Group in 1995 as Chief Executive of
Inchcape Motors Retail, and became Chiefl Executive
of Inchcape Molors International in 1996. He joined
the Inchcape Board in January 1998. Mr Johnson was
previously with the Rover Group, Applied Chemicals
and Marshall Motor Group.

Rod O’'Donoghue

Age 59. Joined the Group in 1986 as Group Finance
Director, stepping down in July 1997 prior to his
retirement from the Board at the 1998 Annual General
Meeting. Since July he has maintained responsibility for
information technology and worked on other operational
assignments. Mr O’Donoghue was previously with
Kimberly-Clark, Rank Xerox and Pritchard Services Group.

Trevor Taylor

Age 60. Joined the Group in 1987 as Deputy Managing
Director of Toyota (GB), becoming Chief Executive in
April 1993. He became Chairman and Chief Executive
in October 1995 and also at that time was appoinled
Chiel Executive of Inchcape Toyota Division. He joined
the Inchcape Board in January 1998, at which time he
resigned his exccutive role with Toyota (GB) to become
a non-execulive Director. Mr Taylor was previously with
Ford Motor Company and the Rover Group and its
formative companies.
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Non-Executive Directors

Tony Alexander

Age 59. Joined the Incheape Board in January 1993.
Formerly a Director and Chief Operating Officer UK

of Hanson plc, he was appointed Vice Chairman of
Imperial Tobacco Group plc in 1996. He is also
Chairman of Marley plc and a non-executive Director
of Cookson Group ple, Misys plc and Shanks & McEwan
Group PLC.

Or Raymond Ch'ien

Age 46. Joined the Inchcape Board in July 1997 at the
same time becoming Chairman of Inéhcape Pacific
Limited. Dr Ch’ien is a member of the Executive
Council of the Hong Kong Special Administrative Region
Government and Chairman of the Hong Kong Industry &
Technology Development Council. He is also Chairmarn
of HSBC Private Equity Management Limited and a
non-executive Director of The Hongkong and Shanghai
Banking Corporation Limited,

B. Jiirgen Hintz

Age 55. Joined the Inchcape Board in February 1994,
Mr Hintz is Chiel Executive designate of Caradon plc.
He was President and Chief Executive of
Carnaud/Metalbox until October 1995. Prior to joining
Carnaud/Metalbox he was Executive Vice-president of
Procter & Gamble.

Hugh Norton
Age 61. Joined the Inchcape Board in January 1995.
A Managing Director of the British Petrolewm Company

» ple until July 1995, he is a non-executive Director of

Standard Chartered plc and of LASMO plc. He is also a
member of Council of the Royal Institute of
International Affairs.

Timor Roberisan

Age 57. Joined the Inchcape Board in May 1996. He
was formerly Chairman of Kleinwort Benson Group plc,
where his carcer spanned 33 years, mainly in corporate
finance. He is currently President of Goldman Sachs
Europe Limited and Managing Director of Goldman
Sachs International Limited. In addition he is a non-
executive Director of BTR plc, John Mowlem & Co PLC
and J W ’Connor & Company Incorporated.

Liam Strong

Age 53. Joined the Inchcape Board in January 1993.
Formerly Chief Executive of Sears ple, he is Chief
Executive, WorldCom International. In addition

Mr Strong is Chairman of the London Health Partnership.

1 Member of the Audit Committee
2  Member of the Reruneration Committee
3  Member of the Nomination Commitiee

Tony Alexander is Chairman of the Audit Committee and Sir Colin Marshall is
Chairrman of the Remuneration and the Nomination Cormiltees.
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botiling system in Southern Peru and, therefore, it was a
related party of the Group at the time of the transaction.
Following the merger, 1.26% of the enlarged ELSA is to
be transferred to Mr Mitchell and, consequently, this
further transaction will be with a related party. The
Group made a cash injection of £41m for the additional
equily in the enlarged business which had pro forma
net assets of £113m on 30 June 1997.

Creditor payment policy

The Company is responsible for agreeing the terms and
conditions under which business transactions with its
suppliers are conducted. In line with Inchcape Group
policy, payments to suppliers are made in accordance
with these terms, provided that the supplier is also
complying with all relevant terms and conditions. The
number of days’ purchases outstanding at 31 December
1997 in respect of our UK husinesses is calculated at

48 days.

Year 2000

A Group wide programme is underway to address the
impact of year 2000. Responsibility for managing the
issues arising is held by Business Stream management.
A task force has been established, resourced by a
combination of internal staff and external consultants,
together with a central programme office, to monitor
progress and manage the defined quality assurance
programme,

The Streams have completed the assessment,
planning and budgeting phases of the programme and
are proceeding with implementation. We estimate,
including the cost of already scheduled projects that
will also address the year 2000, that the tolal external
expendilture to address the issue will be approximately
£350m of which approximately half is capital expenditure.

EMU

We are preparing our businesses for the expected
introduction of the Euro as the single currency in
anticipation of European Monetary Union (EMU)
coming into effect on 1 January 1999.

The Group has established a Working Party
comprising representatives of all Business Streams and
functions to assess the potential impact of EMU on the
Group. The Working Party meets regularly and has the
benefit of the input of external legal and finanecial
experts in the field as appropriate.

Asmnual General Meeting
The notice convening the Anmual General Meeting of
the Company is enclosed with this Report and Accounts.
The AGM will be held at 11.00am on Thursday 23 April
1998 at the Mandarin Oriental Hyde Park Hotel,
66 Knightsbridge, London SW1X 7LA.

It is proposed to put to the Annual General Meeting
resolelions to renew the Direelors’ authorities to allot
securities in the Company.,

Crnn i T Sl e e e e e
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Resolution 10 set out in the Notice of Meeting
provides the Directors with authority to allot securities
in the Company up to an aggregate nominal value of
£44,165,455. If passed, resolution 10 will enable the
Directors to allot a maximum of 176,661,825 ordinary
shares representing approximately 33% of the issued
ordinary share capital as at 27 February 1998, being one
month prior to the date of the notice of Annual General
Meeting. The Directors have no present intention of
exercising the authority which would be conferred by
resolution 10. _

Resolution 11 set out in the Notice of Meeting is a
special resolution disapplying pi‘e-emption rights and
granting authority to the Directors, without the need for
further shareholder approval, to make allotments of
equity securities for cash by way of (a) rights issues and
(b) other issues up to an aggregate nominal value of
£6,624,818. The authority conferred by resolution 11 is
limited as regards issues of shares other than by way of
rights issues to approximately 5% of the issued ordinary
share capital of the Company. This amounted to
26,499,273 ordinary shares at 31 December 1997 and
27 February 1998. In relation to the exercise of this
authority the Company will have regard to the
guidelines published by the investment committees of
both the Association of British Insurers and the National
Association of Pension Funds. The authorities sought by
these resolutions are to replace the existing powers of
the Directors which expire at the conclusion of the
Annual General Meeting. The authorities sought will
expire at the conclusion of the Annual General Meeting
to be heid in 1999,

In certain circumstances, it might be advantageous to
the Company to purchase its own shares. Resolution 12
is a special resolution seeking an authority for such
purchases. The resolution specifies the maximum
number of shares which may be acquired
(approximately 10% of the Company’s issued ordinary
share capital as at the date of the Notice of Meeting)
and the maximum and minimum prices at which shares
may be bought.

The Directors intend to use this authority only if, in
the light of market conditions prevailing at the time,
they believe that the effect of such purchases will be
to increase earnings per share and will be in the best
interest of the shareholders’ generally. Other investment
opportunities, appropriate gearing levels and the overall
position of the Gomipany will be taken into account in
reaching such a decision. Any shares purchased in this
way will be cancelled and the number of shares in issue
will be reduced accordingly.

Coopers & Lybrand have expressed Lheir willingness
to continue as auditors and their reappointment is
proposed in accordance with Section 385 of the
Companies Act 1985. It is also proposed that the
Directors be given authority to sel the auditors’
remuncralion.
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agreement with the Board.

The Board is responsible for leading and controlling
the Group and meets regularly to deal with strategy and
policy issues, lo review the Group’s financial
performance, and to examine significant acquisitions
and disposals and major operational capital
expenditure. The Board has a schedule of matters
required to be brought o it for its decision.

Board Committees

The Board has three principal Committees, all with
defined written terms of reference. Membership of each
of the Board Commitiees is indicated on page 23.

The Audit Committee is responsible for reviewing a
wide range of financial matters, for the preservation
and promotion of good ethical practices and for _
monitoring the Group’s financial controls. Its meetings
are attended by the Group Finance Director, the Group
Audit Director and the external auditors. The non-
executive Directors also have the opportunity at each
meeting to review any issues with the auditors in the
absence of executive management.

The Femuneration Committee is responsible for
remuneration issues regarding executive Directors and
senior management. More details are given in the
Remuneration Committee Report on pages 27 to 32.

The Nomination Committee is responsible for
making recommendations to the Board on selection and
nomination of Directers and their re-election at the
Annual General Meeting,

The Audit Committee and the Remuneration
Commitiee meet at least twice a year and the Nomination
Committee meets at least once a year. In addition, the
Committees hold ad hoc meetings when required.

POt R EAIOGES Gar i
The Board of Directors is responsible for the Group’s
systems of internal financial control. Such systems can
provide only reasonable and not absolute assurance
against any material misstatements or loss. The
Board has delegated to executive management the
implementation of the systems of internal financial
control within an established framework applicable
throughout the Group. )

The Group’s key internal financial control and
monitoring procedures include the following:

Financial reporting There is a comprehensive
budgeting system with an annual budget approved by
the Directors. Monthly actual results are reviewed and
reported against budget and revised forecasts are
prepared and reviewed regularly.

Monitoring systems On hehalf of the Board, the Audit
Committee examines the effectiveness ol these systems
which are monitored and reviewed by an independent
Imernal Audit function. The Commitiee receives reports
arising from the internal and external audit process and
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reviews issues arising therefrom with line management.
Where control weaknesses are identified, follow-up
processes exist to ensure appropriate corrective action
is taken.

Operating unit controls The overall financial control
framework for the Group is detailed in the Group
Finance and Information Systems Manuals. Compliance
is regularly assessed through the audit process and
through a process of self-certification and internal
control questionnaires which requires Business Units
and Business Stream management to assess annually

the quality of key control elements in their area.

Risk management There is an annual risk assessment
for each Business Stream which assists the Audit
Committee in ensuring that appropriate internal andit
effort is focused on the significant risk areas. Twice a
year each Stream updates an overview of the significant
operational risks facing their businesses for review by
the Directors.

Investment appraisal The Group has clearly defined
policies for capital expenditures. These include annual
budgets and detailed appraisal and review procedures.
A periodic post-investment appraisal is reviewed by the
Board.

The Board has reviewed the effectiveness of the
systems of internal financial control in operation during
the financial year through the monitoring processes set
oqt above.

Going concern After making enquiries, the Directors
have a reasonable expectation that the Company, and
the Group as a whole, have adequate resources to
continue in operational existence for the foreseeable
future. For this reason, they continue to adopt the going
concern basis in preparing the accounts.

Transactions witi: Diveciors

No transaction, arrangément or agreement required to
be disclosed in terms of the Companies Act 1985 was
outstanding at 31 December 1997 or occurred during
the year for any Director and/or connected person
{1996 — none).

Transactions with Directors of subsidiaries
Pursuant to London Stock Exchange Listing Rules the
following transaction with a director of a company,
which was and continues to be treated in the Group’s
accounts as a fully consolidated subsidiary, is notified:
In January 1998 the Group completed the merger of
Embolelladora Latinoamericana SA (‘ELSA"), the Lima
Coca-Cola bottler of which it has managemenl control,
with two companies owning the Coca-Cola bottling
systems in Northern and Southern Peru. The Chairman
of ELSA, Mr Michael Mitchell, controlled more than
30% of the voting rights of the company owning the
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years. After that period the extent of the awards,
including notional increases to allow for the dividends
on the shares from the date of the award to the date of
the exercise, is determined. In normal circumstances,
participants will not receive their shares for a further
two years.

The Comrnittee has decided that, for awards in 1998,
the Company’s total shareholder return should be
measured against the total sharehoelder returns of the
top 250 companies in the FTSE Index, as being a more
appropriate measure. Participants will be entitled to
exercise their 1998 awards in full if the Company’s
performance is ranked in the top quartile of returns of
those companies. The awards then vest on a reducing
sliding scale according to the Company’s rating. If the
Company is ranked at 126 or below, no part of the
award may be exercised.

All the shares are held in a general discreticnary
trust established in Jersey whose potential beneficiaries
include emplovees and former employees of the Group
and their dependants.

Executive Share Options

Executive share options are granted on a phased basis
to senior managers throughout the Group who do not
participate in the Long Term Incentive Plan.

The exercise of options granted from 1995 onwards is
subject to a performance test based on the Inchcape
share price outperforming the FT All Share Index over a
rolling three year period.

Special arrangements have been put in place for
Dr Ch'ien as part of the terms and conditions under
which he was appointed Chairman of Inchcape Pacific
Limited. It was agreed that he would be granted
oplions over shares in Inchcape plc to a total value of
£500,000 in two instalments, half on appointment and
half a year later. In fulfilment of the first part of this
commitment, on 1 July 1997 Inchcape Pacific Limited
granted Dr Ch’ien an option to acquire 88,028 shares in
Inchcape plc at an exercise price of £2.84 per share.
The terms of this option are similar to those of options
granted under the Inchcape International Executive
Share Option Scheme. Accordingly, the option will be
exercisable between three and ten years after grant
provided that the percentage growth in the Inchcape plc
share price has, over any continuous three year period
after the date of grant of the option, exceeded the
percentage growth in the FT All Share Index over the
same period. Exercise is also normally dependant upon
continued employment. Special rules apply, however,
where the employment ends in certain specified
circumstances (such as, for example, death or disability)
or in the event of a change of control in Inchcape ple.

Retirement benefits

The Group operates the Inchcape Group (U.K.) Pension
Scheme (an approved final salary scheme) and the
Incheape Group UK Supplemental Pension Scheme

Inchcape plc
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(a funded unapproved retirement henefit scheme for
execulives whose benefits are limited by the earnings
cap introduced under the 1989 Finance Act). Both
schemes are non-contributory.

The Inchcape Group (U.K.) Pension Scheme provides
benefits for executive Directors and senior executives af
the normal retirement age of 60, equal lo two-thirds of
final basic salary, subject to completion of 20 years’
service. A lump sum benefit of four times basic salary is
provided on death in service, along with a spouse’s
pension of two-thirds of the member’s prospective
pension. On death after retirement, the spouse’s
pension is two-thirds of the member’s pension.
Children’s pensions may also be pagable.

Pensions in payment are guaranieed to increase in
line with the lesser of 5% and the increase in the UK
Retail Prices Index.

In the case of executive Directors and senior
executives appointed after 1 June 1989 the benefits
under the Scheme are in respect of capped basic salary.
A separate life insurance arrangement exists to
supplement the approved life cover to a total lump sum
benefit of four times basic salary on death-in-service.

The Inchcape Group UK Supplemental Pension
Scheme was established in April 1996. This is a funded
defined contribution scheme, established under a
central trust, but with individual retirement accounts
for participating executives.

Trevor Taylor remains a member of the Toyota (GB)
pension scheme where he enjoys similar terms to the
UK scheme but 70% of his honus is pensionable.

Yaxahle and cther benefits

These include such items as company cars, medical
insurance and life insnrance premia. These are in line
with standard employment practice in the UK.

Charrmoan
The Chairman’s remuneration is dealt with by the
non-executive Directors.

Non-executive Directors

The fees for the non-executive Directors are determined
by the Board, within the restrictions contained in the
Articles of Association, the non-executive Directors
taking no part in the discussion or decision.

Service contracts
Sir Colin Marshall’s appointment as Chairman has been
renewed for a further period of two years with effect
from 1 January 1998.

None of the non-executive Directors, including
Mr Nerten and Dr Chv'ien, who are proposed for
re-clection al the 1998 Annual General Mecting, are
engaged on service contracts with the Company.
With the exception of Dr Ch'ien neither they, nor
the Chairman, are eligible for pension scheme
membership, or participation in any of the Company’s
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The Bemuneration Sommiitog

Wiembers
Sir Colin Marshall (Chairman}, Tony Alexander,
B Jiirgen Hintz, Hugh Norton and Liam Strong.

All the above members served during the whole of 1997,
The Committee has formal terms of reference and
normally meets twice a year, in addition to ad hoc
meetings as required. It determines all matters relating to
the remuneration and benefits of executive Directors and
approves the remuneration and benefits of certain other
senior executives, It approves awards under the Long
Term Incentive Plan and share option allocations under
the Executive share option schemes. It is also responsible
for the major compensation and benefit policies relating
to senior managers generally in the Group.

The Group Chief Executive and the Group Human
Resources Director are invited to attend the meetings
when their input is required. No one attends any
discussion regarding his own remuneration.

The Committee confirms that the Company has fully
complied throughout the year with Section A of the best
practice provisions annexed to the London Stock
Exchange Listing Rules. The Committee also confirms
that full consideration has been given to Section B of the
best practice provisions annexed to the Listing Rules in
framing its remurneration policy and when determining
the remuneration packages applicable to the executive
Directors in 1998. The Auditors’ Report on the financial
statements set out on page 34 covers the disclosures
contained in this Remuneration Committee Report that
are specified by the London Stock Exchange as requiring
audit (Tables (a), (b}, (c) and (d) on pages 29 to 32).

Csemneranon Folicy

When considering the remuneration packages of
executive Directors, the Remuneration Committee
follows the principles cutlined below:

— the packages should be competitive when compared
with those in organisations of similar size, complexity
and type;

- there should be a clear link between the level of
remuneration and the performance of the Group and
the individual; ’

— the interests of the shareholders should be
safeguarded;

- the package as a whole should be easy to understand
and motivating for the individual;

— the composition of lhe package should reflect best
practice among other leading companies.

The Remuneration Comimiltee has access to three
major surveys, regularly carricd oul by leading
remuneration consultants, as well as to the services of
an independent adviser, as required. These external

Inchcape plc
Remuneration Comnuitee Raport

sources of data and advice, together with consideration
of the levels of pay increases for other employees, and
the principles outlined ahove, provide a framework for
Llhe decision-making process.

The remuneration packages for the executive
Directors are made up of the following elements:

Base saiary
This is based on level of responsibility] experience,
individual performance, and salary levels in the ‘market’.

Annual bonus
In 1997 the executive Directors participated in a bonus

" plan which yielded a bonus of 30% of base salary for

on-target performance, with a maximum honus of 60%
of base salary at 115% of target. The plan was based
on profit and working capital targets for the year. The
bonuses paid under this plan for 1997 are shown in Table
(a)} on page 29. In 1998 Mr Johnson and Mr Taylor will
participate in a bonus plan which has the same
characteristics as the 1997 plan save that the financial
measures are based on the performance of the Group’s
Motors Business Stream and excludes those businesses
which will be demerged or divested under the
restructuring which has been announced.

Long Term Incentive Plan

In 1996 shareholders approved the establishment of a
Long Term Incentive Plan, which has applied since then
to the executive Directors, as well as to certain other
senior executives. This Plan replaces grants under the
Executive share option schemes for those participants.
The Plan is designed to align the interests of executive
Directors and the other senior executives with those of
shareholders, to encourage increased shareholding, and
to reward sustained good performance over a period of
time.

Under the Plan a participant will be contingently
awarded a number of ordinary shares in the Company.
The awards made to Directors in 1997 are set out in
Table (d) on page 32. They are subject to a performance
target based on the Company’s total shareholder return
(share price growth plus reinvested dividends over a
three year performance period), subject to a minimum
requirement of real growth in share price over that
period.

The extent to which the performance target is
achieved determines the extent Lo which the award may
be exercised, if at all. Participants will be entitled to
exercise their 1996 and 1997 awards in full if the
Company’s total shareholder return, when compared
over the same period against the total shareholder
returns of companies in the FTSE 100 [adex, is ranked
in the top quarlile. The awards then vest on a reducing
sliding scale according to the Company’s raling. If the
Company is ranked at 56 or below, no part of the award
may be exercised.

The performance targel is measured over three
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Notes to the Remuneration Committee Report continued

2 Table {b) - Directors” pension entitlement

{ii Contributions paid in year to money purchase schemes

L G Cullen {appointed 21.4.97}

A D Cummins

P E Cushing (Highest Paid Director}
R C O'Dencghue

Total

(it} Accrued annual pension under defined benefit schemes and unfunded schemes

Age at

31.12.97

A D Cummins 48
P E Cushing

{Highest Paid Director) 47

A C O'Donoghue 59

Total

Years of
service at
31.12.97

Increase in
accrued
pension
during the
year under
defined
benefit Transfer value
schemes (a) of increase

£000 £000
3 29

2 26

15 234

20 289

{a) The increase in accrued pension during the year excludes the effects of inflation.
ol In April 1997 the accrued pension under unfunded schemes was extinguished by a capital payment to The Inchcape Group UK Supplement Pension Scheme.
An additional amount of £72,542 was charged to the profit and loss account at that time, representing the increase in the value of the unfunded benefit for the

period from 1 January to 31 March 1897,

1997
£000

74
75
. 148

297

Accumulated

1986
£'000

48
104

152

Accumulated

total of total of

Accumulated Accumulated accrued accrued
total of total of pension under pension under
accrued accrued unfunded unfunded
pension pension schemes schemes at
at 31.12.97 at 1.1.97 at 31.12.97 1.1.97 (b}
£'000 £°000 £000 £'000

16 13 - -

21 18 - 51

175 154 - -

212 185 - 51

P i F Cheng was age 60 when he retired on 22.5.97. Mr Cheng had a personal pension arrangement with Inchcépe Pacific Limited which, although structured to
deliver a pensicn could, at his option, be converted fully to a lump sum payment on retirement. Contributions of £53,063 were paid during 1997, which met the
Company's full obligation to fund the scheme. As the pension was fully commuted on Mr Cheng’s retirement the Company's obligation has been fully extinguished.




bonus, share option or other incentive schemes.

Dr Cl'ien, in his capacity as Chairman of Inchcape
Pacific. has a service contract with thal company wilh
a notice period which will reduce from an initial period
of two vears to one year from 14 April 1998. He also has
options over shares in the Company as described above.

Mr O’Donoghue will retire from the Company in
June 1998. Mr Cushing and Mr Johnson have service
contracts with notice periods of two years. The other
execulive Directors have service contracts with a notice
period of one year.

The length of the notice period of executive
Directors’ service contracts is reviewed annually by
the Committee. The Committee has adopted a policy
in respect of new appointments to the Board that, in
normal circumstances, a two-year fixed term contract
would be given, which would become subject to a one-
year notice period at the end of the first twelve months.

Inchcape ple
Motes 1o e Remuneration Commitioe Repoit

Il is the normal policy of the Commitlee, ir the event of
termination, to seek {air mitigation of contraclual rights.

Solicy o external appomrusanis

Inchcape recognises that its Directors may well be
invited to become non-executive Directors of other
companies, and that this additional experience is likely
to benefit the Company. Executive Directors are,
therefore, allowed Lo accept one non-executive
appointment (two in the case of the Group Chief
Executive) as long as these are not with competing
companies, and are not likely to leadlto conflicts of
interest. Any fees received for these duties may be
retained by the executiv,

Sir Colin Marshai
Chairman of the'Remtrtieration Committee
2 March 1998

Notes to the Remuneration Committee Report

Directors” emoluments

The total emoluments of the Directors were as follows:

Remuneration and non-executive Directors’ fees
Bonus payments

Table {a) - Individual emoluments for the year

1997 1996
£000 £°000
1,798 1,680
597 450

2,395 2,130

The table below shows & breakdown of remuneration, including taxable and other benefits of each Director. Details of pensicn
entitlements, options held and granted during the year and awards made in the year under the Long Term Incentive Plan are shown in

tables (), (c) and {d) respectively on pages 30 to 32.

Bonus Taxable and other benefits Total remuneration

Base Salary
1997 1996
£'000 £°000
A G L Alexander 24 23
Dr R K F Ch'ien {appointed 1.7.97) {a) 81 -
L G Cullen {appointed 21.4.97) 186 -
P E Cushing {Highest Paid Director) {c) 379 349
R C O’Donoghue {c} 272 263
B J Hintz 22 22
Sir Colin Marshall (c} 200 200
H E Norton 24 22
S Robertson 22 13
L G Strong 22 21
Directors who retired during the year:
P M F Cheng {retired 22.5.97) (a} 98 243
A D Cummins (retired 31.12.96) (¢} 297 278
Totat 1,627 1,434

{a) The emoluments disclosed for Mr Cheng and Dr Ch'ien include those in respect of thewr duties performed as Chairman of Inchcape Pacific Limited.
(o) In the year the Incheape Group (U.K) Pension Scheme paid the sum of £2,000 to Mr H E Norton as the fee for chairing the Scheme's trustee board.

1997 1996 1987 1996 1997 19985
£000 £'000 £000 £'000 £000 £°000
- - - - 24 23

- - 1 - 92 -

92 - 10 - 288 -
200 164 16 16 599 529
142 121 11 10 425 394
- - 22 22

- - 33 20 233 220

- - - - 24 22

- - - - 22 13

- - - - 22 21

7 33 75 185 180 461
156 132 15 15 468 425
597 450 171 246 2,395 2,130

{c} 1996 :zxzble benefits have been restated to reflect replacement of car benefit with leasing cost, and inclusion of supplemental life insurance.
1d1Sir Co ~ Marshall's 1996 taxable benefits have been restated 10 include supplemental ife nsurance. As stated last year, the Company paid £8,626 in 1996 to

Britg~ & -uays 25 a contruton 10 that company providing a car and chauffeur for his use

W

R ety

"

.
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Notes to the Remuneration Committee Report continued

Table {d) - Awards under the Long Term Incentive Plan

‘Details of the Company's ordinary shares contingently awarded during the year to Directors under the Long Term Incentve Plan 5=
the maximum number of shares to which the Directors will be entitied five years after award provided the Company's periormar cz
criteria are fully met are as follows:

Director T
3N
Total at Award in Notional increase for  Transferable at the ¢~z o°
1.1.97 (a) year dividends during the year  five vests after awana -
L. G Cullen - 77,941 4,361 82.302 3
. A D Cumimins 75,444 88,235 9,156 172.8351¢) 279 .
P E Cushing {Highest Paid Director} 93,655 113,235 11,574 216.-i64 333 :
R C O'Donoghue 68,941 80,588 8,365 157.894 135 !

{a) Includes notional increase for dividends.

{b) The maximum figure represents all the shares, (excluding future notiona! increases for dividends) which will ransfer 1¢ the Directer in 2007 7328 zwarzs 372
2002 (1997 awards) provided the Company’s performance criteria are fully met.

{c) Based on mid-market price of the shares on 31.12.97 - £1.615.

(e An accrual totalling £0.2m {1996 — £0.1m} has been expensed in the financial statements in respect of the awards made to the above Direciars wrgar 72 LI°Q
Term incentive Plan.

{e)hr A D Cumming’ awards lapsed on 1.1.98.

(i Messrs PW Johnson and T H Taylor were appointed Directors on 1.1,98 and their respective contingent awards at the end of five years afis” znzrz 8t 173 nite
were 144,182 and 120,159,




3 Table (¢) - Directors’ Share Options

Exercised
during the
year

Granted
during the
year

Held at
1.1.97

135,800(a)
8,9001{a)
26,800(a}
21,900(a)
6,900(b)
64,200(a)
17,100(a)
29,000(a)
203,700{a)
1,659{b)
4,140{b)
28,098(a)
59,427(a)
7.428(a)
65,157(a)
19,700(a)
23,900(a)
18,200(a)
1,847(b)
64,500(a)
2,489(b)

A D Cummins

P E Cushing
{Highest Paid
Director)

R C O'Donoghue {28,098} ()

1,725(b)

Dr R KF Ch'ien 88,028(c)

31

Held at
31.12.97

135,900
8,900
26,800
21,900
6,900
64,200
17,100
29,000
203,700
1,659
4,140

59,427
7.428
65,157
19,700
23,900
18,200
1,847
64,500
2,489
1,725
88,028

Inchcape plc

Mpizs 1o the Remureration Comnuttee Report

Option
price
£le)
5.15
5.85
5.51
3.19
2.50
5.07
5.85
5.51
3.1¢9
2.35
2.50
1.59
1.62
2.38
3.12
5.07
5.85
5.51
4.06
3.19
2.35
2.26
2.84

Lapsed on
1.1.98

135,900
8,900
26,800
21,900
6,900

1,847

Gain on

Price When exercisable exercise

paid for in the year

option £
£1 May 1995 - May 2002
£1 June 1996 - Juna 2003
Nit  Apr 1987 - Apr 2004
Nit  May 1998- May 2005
Nit  Aug 2000 - Feb 2001
£1 May 1995 - May 2002
£1 June 1996 - June 2003
Nil  Apr 1997 - Apr 2004
Nil  May 1998 - May 2005
Nil  Aug 1999 - Feb 2000
Nil  Aug 2000 - Feb 2001

£1 June 1980 - June 1997 37,932

£1 June 1991 - June 1998
£1 May 1992 - May 1999
£1 May 1994 - May 2001
£1 May 1995 - May 2002
£1 June 1996 - June 2003
Nil  Apr 1997 - Apr 2004
Nil  July 1997 - Jan 1998
Nil  May 1998 - May 2005
Nil  Aug 1999 - Feb 2000
Nil  Aug 2000 - Feb 2001
Nil  July 2000 - Juty 2007

On 1 January 1998 P W Johnson and T H Taylor were appointed as Executive Directors and their share opticns as at that date and the date of this report are set

out below:

P W Johnson

T H Taylor

{a) Under the Inchcape Executive Share Option Schemae.

(b}Under the inchcape SAYE Share Option Scheme.

{c) Under a Deed dated 1 July 1997,

id) At the date of exercise the market price of the shares was £2.94.

Held at Option
1.1.98 price

£le)

192,300() 3.12
4,314{b) 2.26
48,600(a) 5.07
12,000(a) 5.85
3,800(a) 5.51
4,140(b) 2.50
1,725(h) 2.26

, Price When exercisable
paid for
option

Nil Apr 1998 - Apr 2005

Nil Aug 2000 - Feb 2001

£1 May 1995 — May 2002

£1 June 1996 — June 2003

- Nil Apr 1997 - Apr 2004

Nil Aug 2000 - Feb 2001

Nil Aug 2000 - Feb 2001

{e) Option prices are determined in accordance with the Rules of the relevant Share Option Scheme and on an equivalent basis for the Deed in favour of

Dr Ch'ien.

MNotes on Share Options

The table above shows Directors’ opticns over ordinary shares of 25p. The mid-market price of the shares at 31.12.97 was £1.615. The price range during 1997

was £1.585 to £3.07.

Under the Inchcape Executive Share Option Scheme and the Incheape International Executive Share Option Scheme {formesly known as the Incheape Overseas
Executive Share Option Scheme), options are granted on a discretionary basis to full-time senior executives based respectively within, and outside, the United
Kingdom and, prior to 1995, were granted to Directors of Inchcape plc: such options are exercisable between three and ten years of grant.

Both Executive Share Option Schemes were renewed, with shareholder approval, during 1994. Options granted since the date of renewal are subject to the
performance target that they may normally only be exercised if, following any three year period after their date of grant, the percentage increase in the market
value of the shares has exceedad the percentage change n the FT-SE Actuaries All Share Index over the same period,

The inchcape SAYE Share Option Scheme, which was also renewed with shareholder approval in 1994, is open to employees in the United Kingdom with at least
one year's service. Up until and including 1995, participants made savings for a five year period. For the 1996 and 1997 invitations, monthly savings 2re made fora
three year period. At the end of the savings perod options become exercisable within six months
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Report of the Auditors to the members
of Inchcape plc

We have audited the financial slatements on pages 35
‘to 63.

FRespective a’esp(msihémiés of inrecicrs
and Auditors
As described on page 33 the Company’s Directors are
responsible for the preparation of financial statements.
H is our responsibility to form an independent opinion,
based on our audit, on those statements and to report

_ our opinion to you.

Basis of opinion

We conducted our audit in accordance with Auditing
Standards issued by the Auditing Practices Board.

An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in the
financial statements. It also includes an assessment of
the significanl estimates and judgementis made hy the
Directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate
to the Group’s circumstances, consistently applied and
adequately disclosed. We planned and performed our
audit so as to ohtain all the information and
explanations which we considered necessary in order to
provide us wilh sufficient evidence to give reasonable
assurance that the financial statements are free from
material misstatement, whether caused by frand or
other irregularity or error. In forming our opinion we
also evaluated the overall adequacy of the presentation
of information in the financial statements.

Opinion
In our opinion the financial statements give a true and
fair view of the state of affairs of the Company and of
the Group at 31 December 1997 and of the profit, total
recognised losses and cash flows of the Group for the
year then ended and have been properly prepared in
accordance with the Companies Act 1985,

o A7 S’
Coopers & Lybrand
Chartered Accountants and Registered Auditors
London

2 March 1998

Inchcape plc
Senotis o ine Aaions

Report of the Auditors to Inchcape plc
on corporate governance matfters

In addition to our audit of the financial statements, we
have reviewed the Directors’ statements on pages 24
and 25 concerning the Company’s compliance with the
paragraphs of the Cadbury Code of Best Practice
specified for our review by the London Stock Exchange
and their adoption of the going concern basis in
preparing the financial statements The objective of our
review is to draw attention to noir-compliance with the
Listing Rules 12.45 (j) and 12.43 (v).

1D Ui oo

We carried out our review in accordance with guidance
issued by the Auditing Practices Board. That guidance
does not require us to perform the additional work
necessary to, and we do not, express any opinion on the
effectiveness of either the Company’s system of internal
finaneial control or its corporate governance procedures
nor on the ability of the Company Lo conlinue in
operaiional existence.

DEITHOTIOIE

With respect to the Directors’ statements on internal
financial control on pages 24 and 25 and going concern
on page 25, in our opinion the Directors have provided
the disclosures required by the Listing Rules referred to
above and such statements are not inconsistent with the
information of which we are aware from our audit work
on the financial statements.

Based on enquiry of certain Directors and Officers of
the Company, and examination of relevant doctinents,
in our opinion the Directors’ staterment on page 24
appropriately reflects the Company’s compliance with
the other aspects of the Code specified for our review by
Listing Rule 12.43 (j).

Coopers & Lybrand
Chartered Accountants
London

2 March 1998
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Directors’ interests

The table helow shows the interests other than options
or awards under the Long Term Incentive Plan,
including family interests, on the dates indicated, in
the shares of the Company and its subsidiaries, of the
persons who were Directors at 31 December 1997.

All the interests are beneficial.

Ordinary shares fully paid of Inchcape pl; of 25p each
31.12.97 1.1.97

A G L Alexander 10,000 10,000
Dfr RF K Chien - Nil (a} Nil
L G Cullen 33,500 (a)18,730
A D Cummins 21,382 20,873
P £ Cushing 64,000 30,000
B J Hintz Nil Nil
Sir Colin Marshall 22,462 12,166
H E Norton 3.000 3,000
R C O'Doneghue 39,043 39,043
S Robertson Nil Nil
L. G Strong 1,744 1,703
Notes:

{a) Held at date of appointment,

{b} The executive Directors of the Company, together with other
employees of the Group, are potential beneficiaries of the
Inchcape Employee Trust and, as such, are deemed by the
Companies Act 1985 to be interested in any shares held by
the Trustees. At 31 December 1997, the Trustees’
shareholding totalled 758,415 (1 January 1997 - 458,415).

{c) Messrs P W Johnson and T H Taylor were appointed
Directors on 1.1.98 and their respective interests at that date
were 23,496 and 45,926,

There have been no changes in Directors’ interests
between 1 January and 2 March 1998.

By order of the Board L
R C Williams 2 d /L)(‘ Lttﬂfﬁq
Secretary /

2 March 1998

Inchecape plc
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Directors’ responsibilities

Company law requires the Directors to prepare
financial statements for each financial year which give
a true and fair view of the state of affairs of the
Company and of the Group and of the profit or loss of
the Group for that period. In preparing those financial
stalements, the Directors are required to:

— select suitable accounting policies and then apply

them consistently;

- make judgements and estimates that are reasonable
and prudent;

— state whether applicable accounting standards have
been followed, subject to any material departures
disclosed and explained in the financial statements;
and

- prepare the financial statements on the going
concern basis unless it is inappropriate to presume
that the Company will continue in business.

The Directors are responsible for keeping proper
accounting records which disclose with reasonable
accuracy at any time the financial position of the
Company and of the Group and to enable them to
ensure that the financial statements comply with the
Companies Act 1985. They are also responsible for
safeguarding the assets of the Company and of the
Group and hence for taking reasonable steps for the

prevention and detection of fraud and other irregularities.
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Consoidatnd and Compnry baatee shoes
Consolidated and Company balance sheets
as at 31 December 13897
Group
1997 1996
restated
£m fm
Fixed assets:
Intangible assets 22.4 -
Tangible assets 549.9 532.8
Investments 166.3 160.7

738.6 693.6
Current assets:

Stocks 1,218.8 1,026.1
Debtors:

~ amounts due within one year 693.2 768.4
-~ amounts due after more than one year 91.7 86.6
Cash at bank and in hand ) 483.1 806.7

2,486.8 26878
Creditors - amounts falling due within one year:

Borrowings (318.0) (372.6)
Other (1,495.6) (1,344.0)
(1,813.6} (1,716.6}
Net current assets 673.2 971.2
Total assets less current liabilities 1.411.8 1,664.7
Creditors - amounts falling due after more than one year:
Borrowings (261.1) 431.5)
Other (82.8) (88.7)
(343.9) {620.2)
Provisions for liabilities and charges (145.1) {129.3)
922.8 10152

Net assets

Capitatl and reserves:

Called-up share capital 132.5 132.2
Share premium account ’ 106.7 106.5
Revaluation reserve 125.9 140.2
Profit and loss account ‘841.4 931.3

1,206.5 1,310.2
Goodwill on consolidation (416.2) (423.4)
Equity shareholders’ funds 790.3 886.8
Minority interests 132.5 128.4

922.8 1,015.2

1997

496.8
649.9
0.1

1,146.8
{444.5)
{444.5}

702.3
833.9
(126.4)

(20.0)

(146.4)
{17.2)

670.3

132.5
106.7

431.1
670.3

670.3

670.3

Company

1956

fm

157.0
167.0

674.9
556565
0.1

1,230.%
483.8)
1483.8)

746.7
903.7
{127.8)

(27.9)

(155.7)
(14.2)

7338

132.2
106.5

4951
7338

733.8

733.8

The accounts on pages 35 to 63 were approved by the Board of Directors on 2 March 1998,
and were signed on its behalf by:

Directors C\/\/—\:,
Philip Cushing -

Ltes Cullen -,
LC) Cillew




Consolidated profit and loss account

for the year ended 31 December 1997

Turnover
Cost of sales
Exceptional operating items

Gross profit

Operating expenses

Exceptional operating items
Utilisation of termination provisions

Operating profit
Share of profits of associated companies

Total operating profit
Net profit on disposal of properties and investments
Net loss on sale and termination of operations

Profit on ordinary activities before interest
Interest

Profit on ordinary activities before taxation
Tax on profit on ordinary activities

Profit on ordinary activities after taxation
Minority interests

Profit for the financial year
Dividends

Retained (loss) for the financial year

-

3b Inchecape plc

Wt

+ 1997

£m

5,931.4
(4,831.9)
(7.7}

&

. 1,091.8

(974.8)
(32.9)
10.6

94.7
52.2

146.9
3.8
(57.7)

93.0
(3.4)

89.6
{64.8)

248
(17.0}

7.8
(58.3)

(50.5)

Headline profit before tax {£m)
Headline earnings per share (pence)

FRS3 profit before tax (Em)
Earnings per share (pence)

All itemns in 1997 relate to continuing operations.

Statement of total recognised gains and losses

Profit for the financial year
Effect of foreign exchange rate changes:

— results for the year

- foreign currency net investments

Unrealised surplus on revaluation of properties
Total recognised gains and losses

184.1
19.3p

89.6
1.5p

1997

1996
restated
£rm

6,263.2
{4,977.7)

1,285.5
{(1,147.4)

7.4

1455
58.8

204.3
9.2
(67.3)

146.2
(39.2)

107.0
{71.0)

36.0
(13.5)

225
81.1}

(38.60

165.1
17.2p

167.0
4.3p

1986
£m

228
4.4)

(18.7)
14.3

13.7
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Accounting policies

Accounting convention The accounts have been prepared
in accordance with applicable UK accounting standards, on the
historical cost basis, modified to include the revaluation of
certain tangible fixed assets.

Basis of Group accounts The results of businesses
acquired cr sold are included in the consolidated profit and loss
account using the acquisition method from, or up to, the date
control passes. All undertakings over which the Group
exercises control or a dominant influence, being the right to
direct operating and financial policies, are consolidated as
subsidiary undertakings (“subsidiaries”). The profit and loss
_account includes the Group's share of profits less losses of
‘associated undertzkings {"associated companies”} and the
consolidated balance sheet includes interests in associated
companies at the Group's share of net assets.

Turnover is the total amount receivable for goods scld and
services provided including Motors Financial Services interest
and feasing income. It excludes sales related taxes and intra-
Group transactions.

Foreign currencies The results and cash flows of overseas
subsidiaries and associated companies are translated into
Sterling at the average for the year of the month end rates of
exchange, except when results are adjusted for the impact of
nyper-inflation by using an alternative functional currency.
Assets and liabilities in foreign currencies are translated into
Sterling at closing rates of exchange except where rates are
fixed under contractual arrangements.

The difference between the profit and foss acgount transtated
at average and at closing rates of exchange is included in the
statement of total recognised gains and losses as a reserve
movement. Exchange differences arising from the retranslation
te closing rates of exchange of opening net assets, long-term
foreign currency borrowings used to finance foreign currency
investments, and foreign currency borrowings and instruments
that provide a hedge against net assets are also reflected as a
reserve movemeant, All other exchange differences are dealt
with in the prefit and loss account.

Financial instruments are used to manage the Group's
exposure 1o fluctuations in interest rates and foreign currency
exchange rates. Gains and losses are accounted for when the
hedged transaction itself is recognised or at the time when the
instrument ceases to be an effective hedge.

Intangible fixed assets represent separately identifiable
brands, assessed at fair values upon acquisition. Amortisation is
not provided except where the end of the usefu! economic life
can be foreseen. The useful economic lives of brands and their
carrying value are subject to annlal review and any amortisation
or provision for permanent impairment would be charged
against profit for the period in which it arose.

Tangible fixed assets are stated at cost or valuation less
depreciation, which is provided, except for freehold land, on a
straight line basis over the estimated useful lives of the assets,
mainly at the following annual rates:

Freehold buildings and long leasehold

land and buildings 2%

Short leasehold land and buildings term of lease

Plant, machinery and equipment 5% — 33.3%

Major computer software applications  33.3%

Land and buildings were revalued in 1996 on an open market
existing use basis by local firms of professionally qualified

Inchcape plc
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surveyors in accordance with the Group’s policy of triennial
valuation. Permanent diminutions in value of individual
properties below cost are charged to the profit and loss account
whereas deficits which the Directors consider to be tempaorary
in nature are offset against surpiuses recognised in the
reveluation reserve,

Fixed asset investments are stated at cost, less provisions for
permanent diminutions in value. %

Vacant leasehold property is prov_ided to the extent of the
value of the estimated future net cost.

Stocks and work in progress are valued at the lower of
cost and net realisable value. Cost comprises expenditure
incurred in bringing stocks and work in progress to their present
location and condition.

Leases As Lessee - assets held under finance leases are
treated as if they had been purchased at the present value of
the minimum lease payments. This cost is included under
tangible fixed assets and depreciation is provided over the
shorter of the lease term and the estimated useful life. The
corresponding obligations under these leases are included
within borrowings. The finance charge element of rentals
pavable is charged to the profit and loss account to produce
a censtant rate of interest. Rental payments arising from
operating leases are charged on a straight line basis.

As Lessor - the net investment in finance leases and hire
purchase contracts is included under debtors and represents
the total amount outstanding under lease agreements and hire
purchase contracts less unearned income. Finance lease and
hire purchase income is allocated to accounting periods to give
a constant periodic rate of return on the net cash investment.
Rentals receivable from operating leases are credited to the
profit and loss account on a straight line basis.

Deferred taxation is provided using the liability method at
current taxation rates on timing differences to the extent that it
is probable that a liability or asset will crystallise.

Trade finance provided by manufacturers or suppliers, or
related finance houses, is treated as a creditor and the cost of
such credit is included in cost of sales. Finance provided by
independent entities relating to a separately identifiable supply
of goods is treated as borrowings {prior years as creditors) and
the charge for credit remains included in interest,

Post-retirement benefits Liabilities under defined
contribution pension schemes are charged when incurred. The
Group has a number of defined benefit pension schemes for
which contributions are based on triennial actuarial valuations.
Pension charges in the profit and loss account are calculeted at
a substantially level percentage of current and expected future
pensionable payroll, with.variations from regufar cost spread
over the expected remaining service lives of employees. Other
post-retirement benefits are accounted for on a similar basis to
defined benefit pension schemes,

Goodwill represents the difference between the fair values of
the cost of acquisition and the attributable identifiable net
assets at the date of acquisition and is eiiminated against
reserves. The profit or loss on the disposal of a previcusly
acquired business reflects the attributable amount of purchased
goodwill relating to that business.

O
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Consolasied cash How stuemes:

Consolidated cash flow statement
for the year ended 31 December 1997

Reconciliation of operating profit to operating cash flows

1997 1996
restated
£m £m
Operating profit before exceptional operating items 135.3 1455
Payments in respect of exceptional operating items {15.4} {14.7)
Depreciation 53.3 69.8
Loss on sale of tangible fixed assets other than property 1.7 4.3
{Increase) in stocks {268.5) {17.2}
{Increase) in debtors 47.00 {140.2}
I_ncrease in creditors 235.5 144.0
Exchange effect of hedging instruments 7.7 492
Net cash (outflow) from termination of operations {38.5) (26.0)
Other items 29 (2.8)
Net cash inflow from operating activities 67.0 211.9
Consolidated cash flow statement
Net cash inflow from operating activities 67.0 211.9
Returns on investments and servicing of finance 13.7 (15.9)
Taxation (35.2) (85.3)
Capital expenditure and financial investment {103.6}) (28.6}
(58.1) 102.1
Acquisitions and disposals 9.1 473.6
Equity dividends paid (54.2) (48.9)
Net cash inflow before use of liquid resources and financing (103.2) 526.8
Net cash inflow {outflow) from the management of liquid resources 450.5 414.1)
Net cash {outflow) from financing (135.1) (76.5)
Net increase in cash 212.2 36.2
Reconciliation of net cash flow to movement in net funds and debt
Net increase in cash 212.2 36.2
Net cash outflow from increase in debt and lease financing 138.2 81.7
Net cash {inflow) outflow from the management of liquid resources (450.5} 4141
Change in net {debt) funds resulting from cash flows {100.1) 532.0
Effect of foreign exchange rate changes con net debt 24 10.5
Inception of finance lease contracts (0.5) (2.5)
Net loans and finance leases of subsidiaries acquired and sold (0.2) (2.6)
Liguid resources of subsidiaries sold {0.2) (223.4)
Movement in net {debt) and funds : (98.6) 314.0
Net funds {debt} at 1 January 2.6 {311.4)
2.6

Net (debt) funds at 31 December

(96.0)




Notes to the accounts continued

1 Segmental Analysis continued
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Notes 1o the

. Group share of associated companies’ turnover and profit before tax

JULOUTIS

Turnover by origine

Profit before tax

1997 1996 1997 1996
By business stream: £m fm £m £m
Motors:
Import & Distribution 240.8 184.5 - 6.4 6.9
Firancial Services 86.2 68.6 18.0 14.0
Total Motors 327.0 253.1 24.4 20.9
Marketing 280.9 298.0 18.6 19.8
Bottling 7.0 5.5 0.3 0.3
Office Automation 96.5 100.5 6.2 6.4
Shipping 8.0 11.5 2.6 4.5
QOther activities 0.1 25 0.1 1.1
Discontinued operations - 3356 - 58
719.5 704.6 52.2 h8.8
By geographical market:
Europe:
- United Kingdom 2426 178.1 18.0 139
— Continent 25.8 49 1.6 1.6
Far East 120.6 1305 8.1 a1
South East Asia 92.6 111.4 3.2 5.2
Middle East 201.9 214.8 18.3 20.3
The Americas 8.2 6.4 0.4 05
Rest of World 27.8 25.0 2.6 2.4
Discontinued operations - 335 - 5.8
7195 704.6 52.2 58.8
Average number of employees Company & subsidiaries Associated companies Total
1997 1996 1997 1996 1997 1696
restated restated
Motors:
Import & Distribution 6,203 5,779 930 839 7.133 6,618
Retail 4,448 4,267 - - 4,448 4,267
Financial Services 326 269 217 149 543 118
Total Motors 10,977 10,315 1,147 988 12,124 11,303
Marketing 7,546 8,279 8,090 7,940 15,636 16,219
Bottling 4,195 3,774 81 57 4,276 3,831
Office Automation - - 2,857 2,598 2,857 2,598
Shipping 2,252 2,138 + 637 1,033 2,889 3.171
Other activities 10 177 - 375 10 5562
Corperate 97 88 - - 97 88
Discontinued businesses - 9,651 - 1,379 - 10,930
34,322 12,812 14,370 37,889 48,692

25,077
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Notes to the accounts
1 Segmental Analysis
a Turnover and total operating profit Turnover by origin
1997 199
By business stream: £m fm
Motors:
Import & Distribution 3,796.5 3,395
Retall 861.5 899.0
Financial Services 150.1 128.6
Total Motors 4,808.1 4,422.7
Marketing 1,339.5 1,508.6
Bottling 251.9 197.8
Office Automation 96.5 100.5
Shipping 151.7 158.0
Cther activities 3.2 6.5
Central costs - -
Reversal of associated cormpanies’ turnover* (719.5) 671.1)
Continuing businesses 5,931.4 5,723.0
Discontinued operationg** - 540.2
5,931.4 6,263.2
Exceptionat operating items — note 2¢ ‘
Total operating profit
By geographical market:
Europe:
- United Kingdom 2,608.4 22147
- Continent 839.7 916.6
Far East 1,444.1 1,426.4
South East Asia 716.1 886.3
Middle East 221.3 238.6
The Americas 396.9 338.2
Rest of World 4244 3733
Reversal of associated companies’ turnover* (719.5) {671.1)
Discontinued operations** - 540.2
Central costs - -
5,931.4 6,263.2

Inchcape plc

GUOOLD TS

Year on year change explained as:

Total operating profit

1997
£m

108.6
12.0
26.6

147.2

27.7
13.1
6.2
10.6
(0.6)
(16.7}

187.5

1875
(40.6)

146.9

59.9
(8.3)
49.9
31.3
15.2
42.8
13.4

(16.7)
187.5

1986
£m

93.8
4.9
279

126.6

30.2
8.2
6.4

12,9

{0.6)
(15.1)

168.6
35.7

2043

204.3

53.9
(3.4)
376
442
17.3
27.7
6.4
357
5.1}

204.3

Change

Exchange at 1996 Exceptional
translation average cperating
effect ~  raws itemns
R 1997

£m E£m £m
(5.4) 20.2 (10.86)
(0.1} 7.2 {10.5)
(0.9) {0.4) -
(6.4} 27.0 {21.1}
(3.4} 0.9 (19.8)
(2.0) 6.9 (1.0)
{0.5) 03 -
{1.3) (1.0} (2.9)
0.1 (0.1) 4.2

- (1.6} -
{13.5) 324 {40.6}
- {35.7) -
{13.5) (3.3} {40.6)
- 6.0 (13.7)

0.2 (5.1} (3.2)
{2.7) 15.0 (12.5)
(4.7) (8.2) (9.7)
(0.7} {1.4) -
(3.4} 18.5 (1.5)
(2.2) 9.2 -
- (35.7) -

- {1.6) -
{(13.5) (3.3} (40.6)

* Turnover excludes that of discontinued associated companies.

** Discontinued operations in 1996 consisted of Insurance and Testing Services, certain Shipping liner operations in Europe, Far East and

South East Asia and the Motors Import & Distribution business in Switzerland.

An associated company in the Far East, previously included in the Shipping stream, was transferrad to the Marketing stream in 1997.

The analysis of turnover by destination is not significantly different to the analysis of turnover by origin.
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Notes to the accounts continued

Profit and loss

Analysis
1997
£m
Turnover : 5,931.4
Cost of sales {4,831.9)
Exceptional cost of sales 7.7}
Gross Profit 1,091.8
Distribution costs (493.9)
Administrative expenses (489.7)
Excepticnal operating expenses — administrative (32.9)
Other operating income 8.8
Utilisation of termination provisions 10.6
Operating profit 94.7

Profit on ordinary activities before taxation is stated after the following charges (credits):
Wages and salaries

Social security costs

Other pension costs

Total employment costs of the Company and its subsidiaries:

Depreciation of tangible fixed assets

- owned

- held under finance leases

{ oss on sale of tangible fixed assets other than property
Hire of plant, machinery and equipment

Other operating lease rentals:

- payable

- receivable

Audit fees and expenses:

- Coopers & Lybrand (Company: £0.1m, 1996 - £0.1m}
~ Other firms

Accounting and other advisory services providéd to Group companies
in the United Kingdom by Coopers & Lybrand

As 'berm-it"ted‘ By Sectign 23b 'df the Companies Act 1985, no separate profit and loss account is presented for the Company.

Directors

operations

1996
restated
£m

5,723.0
(4,642.8)

1,080.4
{502.6)
{470.3)

5.6
2.5

115.6

Continuing Discontinued

operations

1986
restated
£m

' 540.2
(335.1)

205.1
{9.5)
{188.0)

15.4
4.9

29.9

1997
£m

342.5
30.9
17.2

390.6

52.0
1.3
1.7
4.1

54.6
(7.4)

2.7
0.2

04

Information on Directors’ emoluments and interests, which form part of these audited financigl statements, are given on

pages 29 to 32.

Total

1996
restated
£m

6,263.2
(4,977.7)

1,285.5
{512.1}
(656.3}

21.0
7.4

145.5

1996
fm

520.8
51.9
33.1

605.8

66.0
3.8
43
7.9

76.7
(11.2)

2.5
0.4

5.3
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1 Segmental Analysis continued

d Net assets

By business stream:

Motors:

Import & Distribution
Retail

Financial Services

Total Motors

Marketing

Bottling

Office Automation

Shipping

Other activities

Net (debt) funds”®

Other unallocated assets and liabilities

Continuing businesses
Discontinued operations

By geographical market:
Europe:

— United Kingdom

— Continent

Far East

South East Asia

Middle East

The Americas

Rest of World

Net (debt) funds™

Other unallocated assets and liabilities
Discontinued operations

Group share of
assoclates’ net assets

1997

£m

341

54.1
88.2

37.7
1.8
20.9
0.5
2.5

151.6

151.6

58.6
7.7
31.4
223
20.7
2.0
8.9

151.6

* Reconciled to net (debt) funds — note 3d(i), as follows:
Net {debt) funds as above
Motors Financial Services debt in respect of consumer financing
Shipping cash in respect of principal funds

Net {debt) funds as reported

Group
1996 1997 1996
restated
£m £m £m
229 3956.8 334.0
= 102.7 1045
50.7 97.9 725
73.6 596.4 511.0
38.1 273.2 3781
1.2 229.7 126.8
20.7 20.9 20.7
8.3 12.2 28.9
8.1 {0.6) (1.7}
- (85.1) 325
- {123.9) (77.0)
150.0 922.8 1,019.3
35 - (4.1}
163.5 922.8 1,015.2
49.0 227.9 166.4
8.4 217.9 1671
32.7 256.1 267.8
40.3 205.9 268.9
14.3 27.7 35.7
1.3 192.5 145.7
4.0 38 22.2
- {85.1) 325
- {123.9} (77.0)
35 - (4.1}
1535 922.8 1,015.2
{85.1) 32.6
(39.7) (67.3)
28.8 37.4
{96.0) 26
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Notes to the accounts continued

Treasury information

Group ! Company
' 1997 1996 1997 1986
restated restated
Maturity £m £m £m £m
Long and medium term
Bank Loans (secured £10.7m - 1996 £9.3m)
Repayable beyond five years - t- - -
Two to five years 14.8 268 - -
One to two years 8.4 163.9 - -
Other loans {secured £1.5m - 1996 £1.5m)
Repayable beyond five years 125.0 167.1 125.0 125.0
Two to five years 104.3 61.7 1.4 2.8
One to two years 25 1.0 - -
Finance leases
Repayable beyond five years 2.1 43 - -
Two to five years 2.6 5.0 - -
One to two years 1.4 1.7 - -
Amounts falling due after more than one year 261.1 4315 126.4 127.8
Short term - repayable within one year
Bank loans and overdrafts (secured £19.6m — 1996 £8.2mj) 214.8 262.8 - -
Other loans {secured £0.7m - 1996 £5.5m) 101.3 106.9 - -
Finance leases 1.9 2.9 - -
Amounts falling due within one year 318.0 3726 - -
Total borrowings and finance leases 579.1 804.1 126.4 127.8
Cash and deposits {483.1) {808.7) {0.1) (0.1)
Net borrowings (cash} 96.0 (2.6) 126.3 127.7

The Group has changed its accounting presentation of trade finance. As a result £48.8m (1996 — £37.3m) has been reported in other
loans payable within one year. it was previcusly included in trade creditors falling due within one year. Comparative figures in the cash

flow statement have been restated accordingly.

The Group has £125m 6%% Convertible Subordinated Bonds Due 2008 which are convertible at the option of the holder, on or prior to
3 May 2008, into fully paid ordinary shares of 25p each of Inchcape plc at 683 pence per share. None of the bonds was converted

during the year. If the conversion rights attaching to the bonds outstanding at 31 December 1997 were exercised, 18,142,235

ordinary shares of 25p each of Inchcape plc would fall to be issued. The bonds may be redeemed at the option of the Company, in
whole or in part, at any time after 30 May 1998 or earlier if certain conditions are met. Unless previously redeemed or converted, the

bonds wil! be redesmed at par on 10 May 2008,

A US Private Placement was made in May 1995, consisting of US$100m {£60.6m: 1996 - £58.5m) of 6.93% Senior Loan Notes, due

2000 and US$72m (£43.6m; 1996 - £42.1m) of 7.09% Senior Loan Notes, due 2002.

In July 1997 & subsidiary redeemed £150m of Foreign Income Dividend Cumulative Redeemable Preference Shares.

Other loans are at various rates of interest, finked to interbank market rates. Net obligations under finance leases are at various local

prevailing rates of interest.

Facilities

The Group has committed stand-by credit facilities of £325m (1996 — £325m) in total expiring in 2000. During the vear £nil was drawn

(1996 - £50m was drawn for three months and £25m for a further one month).
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2 Profit and loss continued . '
. 1997 1996
¢ Exceptional items £m £m
Exceptionat cost of sales (7.7) -
Exceptional operating expenses — administrative (32.9) -
Total exceptional operating items ' ‘x (40.6) -
Net profit on disposal of properties and investments 3.8 9.2
Net loss on the sale and termination of Operations (57.7) (67.3)
Total exceptional items (94.5) (58.1)

The Marketing Asia-Pacific restructuring comprised mainly redundancy and business closure costs amounting to £59.0m, of which
£19.8m was for exceptional operating items and the balance for business termination costs classified as non-operating.

Final settlernent of a claim on the Depertment of Transgort in respect of a formerly owned maotorway service station generated an
exceptional operating gain of £1.0m and a £3.6m non-operating exceptional profit,

a revision of government levies and fees in Singapore and Moters Retail incurred £10.5m primarily on dealership closures, They also
included a credit of £5.2m on the restructuring of & Singapore pension scheme.

Other non-operating exceptionals were £18.3m of which the withdrawal from Motors mport and Distribution in South Kores and
Europe cost £6.2m. Also included in other non-operating exceptionals were Shipping exit costs of £3.8m and £10.4m incurred in
respect of previously disposed businesses,

Inciuded in the exceptional loss on sale and termination of operations was goodwill written off of £8.0m (1996 - £409.8m} which had
been charged against reserves in previous years. ‘

4 Earnings per ordinary share Headiine FRS3
1997 1996 1997 1996
£m fm £m £m
Headline profit before tax 184.1 " 165.1 184.1 165.1
Exceptional items — note 2¢ - - (94.5) {58.1)
Profit before tax 184.1 165.1 89.6 107.0 B
Taxation 63.1) 61.7)  (64.8) (71.0)
Minority interests {18.7) (12.5) {17.0) {13.5} :
Earnings 102.3 809 7.8 225
Earnings per share - 19.3p 17.2p 1.5p 4.3p

The weighted average numberofkfullypmd shares in issue during the year was 529.4m (1996 — 528.6m).
No material dilution of earnings per ordinary share would arise from full conversion of the Convertible Subordinated Bonds Due 2008.

Headlire profits and earnings (before tota! exceptional items and after the utilisation of provisicns made in respect of discontinued
activities) are adopted in that they provide a representation of underlying performance.

By
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Notes to the accounts continued

Treasury information continued

d Cash flow continued

{iii}

(iv)

v

(vi}

Bank loans repayable within one year
Loans other than from banks

Debt due within one year
Finance leases
Bank overdrafts

Interest received
Interest paid

Dividends paid to minority interests

Management of liquid resources

Issue of ordinary share capital
Capital subscribed by minority interests
Decregse in short term borrowings

conducting this activity were:

Associated company

CJ Financial Services Limited
Incheape Finance SA

Inchcape Financial Services Limited
Inchroy Credit Cerporation

MEVC Finance Limited

TGB Finance Limited

1997 1996
restated
Borrowings - amounts repayable within one year £m £m
150.6 118.7
101.3 106.9
251.9 2256
1.9 2.9
64.2 1441
‘Borrowings — amounts payable within one vear as per baiance sheeat 318.0 372.6
Returns on investments and servicing of finance
70.4 61.3
{74.6) (98.8)
Dividends received from associated companies 28.7 31.1
Dividends received from other fixed asset investments - 0.2
(10.8) 9.9
13.7 (15.9)
Decrease in liquid resources from discontinued activities - 36.3
Decrease (increase) in other liquid rescurces 450.5 (450.4)
450.5 (414.1)
Net cash (outflow} inflow from financing
0.5 1.1
26 4.1
{132.6} {74.7)
Capital element of finance lease rental payments (5.6) (7.0}
(135.1) (78.5)
Borrowings of associated finance companies
Certain associated companies that form part of Motors Financial Services are primarily financed by borrowings without recourse to
any other Group company. Borrowings (before deducting external shareholders’ interests) of the major associated companies
1997 1996
External shareholder Em £m
Lioyds UDT Limited 1366 -
Cofica SA ‘ 43.6 428
Capital Bank plc 55.0 -
Bark of America Finance Corporation 332.2 235.1
Lloyds Bowmaker Limited 46.7 49.8
ILloyds Bowmaker Limited 380.3 4386
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3 Treasury information continued
1997 1986
restated
¢ Interest £m £m
Interest payable and other charges:
On bank loans, overdrafts and other loans falling due within five years : 54.8 61.8
On bank loans, overdrafts and other toans {including the 6%% Convertible Subordinated x
Bonds Due 2008 falling due after five years) . 7.8 10.7
On Cumulative Redeemable Preference shares issued by a subsidiary 4.6 838
On finance leases mainly repayable within five years 1.0 1.9
QOther interest 104 8.8
78.6 82,0
Less amounts included in cost of sales for Motors Financial Services 4.2) (3.8
74.4 88.2
Interest receivable {(84.3) (73.6)
Less amounts included in:
- Motors Financial Services turnover ‘ 11.7 11.5
- Shipping and discontinued activities other operating income 1.6 13.1
(71.0} 48.0)
3.4 39.2

{i

The Group has changed its accounting presentation in respect of interest costs in Motors Financial Services and interest income from
Shipping principal funds (1996 also included Insurance Services interest income on third party funds). As a result these amounts are
now included in cost of sales and other oparating income as appropriate, rather than interest as previously disclosed.

Cash flow .
Acquisitions
At and disposals
1 January {excluding Other At
1997 Cash ' cashand non-cash Exchange 31 December
restated flow  overdrafts) movements movement 1997
Analysis of net funds (debt} £m frn £m £m £m £m
Cash in hand and at bank 202.2 152.0 (12.3) 3419
Overdrafts {144.1) 60.2 19.7 (64.2)
2122
Debt due after one year {420.5) 161.0 4.5 (255.0
Debt due within one year {225.6) (28.4) 2.1 (251.9)
Finance leases (13.9} 56 0.2} 0.5 1.0 (8.0)
138.2

Liguid resources 604.5 (450.5) {0.2) {12.6) 141.2
Net funds (debt) 26 {100.1) (0.4) {0.5) 2.4 (96.0)

Liguid reserves are principally term deposits at bank which are not available for immediate \;V'Lthdrawal without penalty.
1997 1996
(il Cash and deposits £m £m
Cash at bank and in hand : 341.9 202.2
Liquid resources 141.2 604.5
Cash and deposits as per balance sheet 483.1 806.7
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Notes to the accounts continued

Taxation continued

-The potential amount of deferred tax asset (liability) on timing differences and the amount which has been providied in the accounts
comprise:

Potential Recognised

1997 1996 1997 1996

restated restated

£m £m £m £m

Excess capital allowances (4.0} (5.2) {1.1) (1.1}
Revalued assets {1.1) {0.9) - -
Other timing differences 13.8 10.6 4.9 6.6
8.7 7.5 3.8 5.5

To provide clarification of the balance sheet, advance corporation tax recoverable has been reported separately in debtors — see
note 9b.

No account has been taken of taxation which would be payable if the retained profits of overseas subsidiary and associated
undertakings were distributed, as there is currently no intention to remit such profits.

Pensions and other post-retirement benefits

The Group operates pension schemes for its employees in most subsidiaries. Schemes are mainly of the defined benefit type with
assets held under trust in separately administered accounts. Some overseas employees are covered by defined contribution schemes
which are principally linked to local statutory arrangements. The Group also has some unfunded arrangements in the UK the cost of
which are included in the pension cost figures below. The Group has no health and medical plans providing post-retirement benefits
for current employees but does have a liability in respect of past employees under schemes which have been closed to new entrants.

Pensions — UK schemes
The pension costs for the main defined benefit schemes operated in the UK were determined in accordance with the advice of
independent professionally qualified actuaries based on the projected unit method.

The market value of the assets held by the Group's UK schames at March/April 1997 was £413.2m. Actuarial valuations for these
schemes were carried out during 1997 using, in the main, per annum long-term assumptions of investment return of 8.5 — 10.0%,
salary increase of 6.0 — 7.5%, dividend growth of 4.5 - 5.0% and pensicn increase of 4.5 — 5.0%. The actuarial valuations of the total
assets covered 112% of benefits that had accrued to members. From 1 January 1998 these assumptions will be used to determine
the annual pension cost.

Following the abelition of the dividend tax credit on UK equity shares on 2 July 1997, the actuaries to the main defined benefit
schemes have reconsidered the valuation assumptions used and have confirmed that they remain appropriate.

Pensions - overseas schemes

The assets of all overseas schemes had a market value of £150.0m based on the latest actuarial valuations carried out during 1997.
The actuarial assumptions used for overseas schemes were consistent with local practice. The actuarial valuations of the total assets
covered 95% of the benefits that had accrued to members.

Pension cost

The pensicn cost charged for 1997 was £17.2m (1996 — £33.1m) of which £14.7m (1996 — £25.8m) relates to schemes of a defined
benefit nature and £2.5m {1996 — £7.3m) represents the amount attributable to defined contribution schemes. The significant
decrease in cost in 1997 is mainly due to the disposal of businesses in 1996. A provision of £7.0m (1996 — £9.7m} is included in
provisions for liahilities and charges, being the excess of the pension cost charge over the amount funded. Qutstanding contributions
to defined contribution schemes are £1.7m (1996 ~ £1.6m).

An amount of £3.8m was credited to operating exceptional items and £3.0m (1986 - £4.4m) charged to non-operating exceptional
itemns in respect of disposals and terminations.
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3 Treasury information continued

f Operating lease commitments Property leases , Other operating leases
1097 1896 1997 1998
£m fm £m £m

Operating lease rentals payable in the next year
in respect of commitments expiring: .
— within one year : 9.3 14.5 1.7 1.9

— between one and five years 29.9 24.8 1.5 2.0
—in five years or more 11.4 13.1 - -

50.6 52.4 3.2 3.9

4 Taxation

1997 1996

a Taxation on profits £m £m
United Kingdom corporation tax at 31.5% {1996 — 33%) 28.1 43.6
Double taxation relief {14.4) (15.8)
13.7 28.0
Advance corporation tax written off (back) ‘ 10.9 (4.6}
24.6 234

Overseas taxes 30.1 434
Deferred tax credit (0.4} {5.8)
54.3 61.0
Adjustments to prior year liabilities (0.1} (2.1)
The Company and its subsidiaries ! 54.2 58.9
Associated companies 10.6 12.1
64.8 71.0

The tax charge in 1997 was impacted by exceptional costs which were not deductible for tax purposes.

1997 1996

restated

b Deferred taxation asset £m £m
Balance at 1 January 5.5 5.0
Effect of foreign exchange rate changes . - -
Credited to profit and loss account 0.4 5.8
Adjustments to prior year liabilities 2.1} -
Subsidiaries sold - (5.3)

Balance at 31 December {1997 due in more than cne year) 3.8 55
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Notes to the accounts continued

Fixed assets - tangible assets continuad

1997 1996
£m fm
Book value of land and buildings analysed between;
— freshold 176.4 175.7
— leasehold with over 50 years unexpired 84.1 143.2
— short leasehold 90.0 31.4
350.5 350.3 )
Historic cost velue of fand and buildings analysed between:
" - cost 301.5 2052 £
— less depreciation (46.5) {45.2)
255.0 250.0
The book value of tangible fixed assets heid for rental under operating leases amounted to:
— cost 15.3 1.6
- less depreciation (1.9) (2.4)
13.4 8.2
The book value of tangible fixed assets includes £11.8m (1996 - £12.5m) in respect of assets held under finance leases,
1997 1996
£m £m
Capital expenditure and financial investment — cash flow
Expenditure on tangible fixed assets {149.1) (113.9)
Inception of finance leases 0.5 25
Increase {decrease} in craditors 22 (3.7)
Cash outflow on purchase of tangible fixed assets (146.4) (115.1)
Sale of tangible fixed assets 42.8 86.5

{103.6)

(28.6)

e
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6 Fixed assets - intangible assets
. Acquired
brands
£m

Subsidiaries acquired 22.4

Cost at 31 December 1997 . 22 4

in March 1997, as part of the Group's acguisition of an increased interest in ELSA, the Bottling business in Perupurchased two soft
drinks brands at a fair value of £22.4m. :

7 Fixed assets — tangible assets

Plant,
Freehold and  machinery
leasehold land and
and buildings  equipment Total
: £m £m £m
Cost or valuation at 1 January 1997 357.1 356.9 714.0
Effect of foreign exchange rate changes {20.5) (14.1} {34.6)
Subsidiaries acquired - 1.0 1.0
Subsidiaries sold (8.8} 2.9) {(11.7)
Additions 56.1 93.0 149.1
Disposals (6.5) (47.2) (53.7)
Transfers (14.0) - (14.0)
Cost or valuation at 31 Decernber 1997 3634 386.7 750.1
Analysed:
Valuation 1993 11.0 - 11.0
Valuation 1996 ‘ 285.3 - 285.3
Cost 67.1 386.7 453.8

363.4 386.7 750.1
(6.8} (174.4) (181.2}

Depreciation at i January 1997

Effect of foreign exchange rate changes 1.1 9.5 10.6
Subsidiaries sold 0.6 1.7 2.3
Provided for the year (8.2} {45.1) (53.3)
Disposals 04 21.0 21.4
Depreciation at 31 Decermber 1997 (129} (187.3) (200.2)
Book value at 31 Decernber 1997 350.5 199.4 549.9

Book vatue at 31 Decemnber 1996 350.3 182.5 532.8
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Notes to the accounts continued

Fixed assets - investments continuad

Other listed investments
Book value

Market value

Inchcape plc

Noies o the aocours

Company

" At 1 January 1997
Effect of foreign exchange rate changes
Additions
Provisions for the yvear
Amortisation of shares purchased for Inchcape Employee Trust

At 31 December 1897

Net current assets

Stocks

Raw materials and work in progress
Finished goods and merchandise

.
Associated companies

1997
£m

8.3

35.9

1996
fm

9.4

26.7

Own
shares
£m

1.4

0.6

(0.5)
1.5

Other investments

1997
£

7.1
6.2

Shares in
subsidiaries
£m

155.6
0.4

(25.9}

130.1

1997
£m

34.1
1.184.7

1,218.8

The replacement cost of stocks is not materially different from the amounts stated above,

1996
£m

1.5
1.4

Total
£m

157.0
0.4
0.6

(25.9)
(0.5)

131.6

Vehicles amaunting to £35.2m (1996 — £31.9m) are held on consignment and are in substance assets of the Group. Consequently,
they have been included in finished goods stocks, with the corresponding interest bearing liability included within trade creditors.
Payment becomes due when title passes to the Group, which is generally the earlier of six months from delivery or date of sale.

e
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8 Fixed assets - investments
Shares in Loans to s
associated  associated Own shares Other
companies  companies at cost investments Total
a Group £m £m £m £m £m
Cost less provisions at 1 January 1997 97.8 26.2 1.4 5.8 131.2
Effect of foreign exchange rate changes (9.7) - - . 10.3) (10.0)
Additions 2.0 - 0.8, 9.0 11.8
Provisions against investments - - - {3.0) (3.0}
Amortisation of shares purchased for Inchcape Employee Trust - - {0.5) - (0.5}
Disposals - - - (0.3} (0.3}
Transfers {0.5) - - 1.9 1.4
Cost less provisions at 31 December 1997 . 89.6 26.2 1.7 13.1 130.6
Share of post acquisition reserves:
Balance at 1 January 1997 45.8 45.8
Effect of foreign exchange rate changes (3.0} (3.0
Transfers 1o other investments {1.4) (1.4)
Retained profit for the financial year - note 13d 10.5 10.5
Balanceé at 31 December 1997, 51.9 51.9
Adjustment to cost in respect of net goodwill:
Balance at 1 January 1997 {16.3) (16.3})
Effect of foreign exchange rate changes 0.7 0.7
Additions (0.6} {0.6)
Balance at 31 December 1997 {16.2) {16.2)
Book value at 31 December 1997 125.3 26.2 1.7 13.1 166.3
Book value at 31 December 1996 127.3 26.2 1.4 5.8 160.7

The share of post acquisition seserves of asscciated companies attributable to the Group after minority interests as at 31 December
1997 is £50.1m (1996 — £43.9m). .

Transactions with associated companies within the Motors Financial Services activity include vehicle purchases and net interest paid
on stock financing totalling £20.1m {£0.8m outstanding at 31 December 1997), and vehicle sales and rental income totalling £70.9m
(£13.3m outstanding at 31 December 1997). Management fees and expenses received from assoclated companies amounted to
£6.1m {£0.5m outstanding at 31 December 1997).

Transactions with associated companies within the Marketing activity include sales, rental income and net interest totalling £3.5m
{£2.56m outstanding at 31 December 1997}, and management service and agency fees totalling £2.7m (£1.1m outstanding at
31 December 1897). In addition, net loans due from Marketing associates totalled £0.4m at 31 December 1997,

Own shares at cost are held by the Inchcape Employee Trust, a general discretionary trust whose beneficiaries include employees
and former employees ot the Group and their dependants. To enable the Trustees to purchase ordinary shares in the Company to
meet contingent awards under the Inchcape Long Term [ncentive Plan, the Company and a subsidiary loaned £0.6m and £0.2m
respectively during the year 1o the Trust.

On 28 May 1997 the Trustees purchased 300,000 shares at a cost of £0.8m, bringing the 1otal gumber of shares held to 758,415,
which they continued to hold at 31 December 1997. The market value at 31 December 1997 was £1.2m.

The cost of providing these shares is charged to the profit and loss account on a systematic basis over the period during which
performance criteria of the incentive plan apply.

The respective performance periods under the contingent awards made in 1986 and 1997 had not expired at 31 December 1997 and
none of those awards had become exercisable at that date.
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Notes to the accounts continved

Net current assets continued )
1997 1986
NMet investment in finance leases and hire purchase contracts comprises: £m Em
Total amounts receivable 116.0 114.9
Less: interest allocated to future periods (25.7} (23.8)
1 90.3 91,1
Finance leases and hire purchase contracts:
Rentals receivable during the year 51.9 50.6
Assets acquired during the vear for onwards finance leasing 50.0 61.0
Group Company
1997 1996 1997 1996
restated
Creditors - amounts falling due within one year: £m £m £m £m
Borrowings — note 3a 318.0 3726 - -
Other:
Payments received on account 143.5 193.2 - -
Other trade creditors 1,004.0 857.2 - -
Amounts owed to subsidiaries - - 395.3 4346
Amcunts owed to associated companies 1.6 0.9 - -
Corperate taxation 32.0 358 - -
Advance corporation tax 10.1 8.3 10.1 8.3
Gther taxation and social security 37.9 19.2 - -
Proposed final dividend 35.0 33.3 35.0 33.3
Dividends payable to minorities 7.7 6.8 - -
Other creditors 30.9 24.5 2.8 2.0
Net proceeds arising on disposal of shares representing 26% of Toyota (GB} )
to Toyota Motor Cerporation - note 15a 30.0 - - -
Accruals and deferred income 162.9 164.8 1.3 5.6
1,495.6 1,344.0 444.5 483.8
Total creditors falling due within one year 1,813.6 1,716.6 444.5 4838
Group Company
1997 1996 1997 1996
Creditors - amounts falling due after one year: £m £m £m £m
Convertible Subordinated Bonds Due 2008 125.0 125.0 125.0 125.0
Cumulative Redeemable Preference Shares - 150.0 - -
Finance leases 6.1 11.0 - -
Other borrowings 130.0 145.5 1.4 2.8
Total borrowings and finance leases ~ note 3a 261.1 43156 126.4 127.8
Amecunts owed to subsidiaries ‘ - - 20.0 279
Corporate taxation ‘ 1.4 - - -
Net proceeds arising on disposal of shares representing 26% of Toyota (GB)
tc Toyota Motor Corporation in 1998 - note 15a - 30.0 - -
Trade and other creditors 81.4 58.7 - -
343.9 155.7

Total creditors falling due after more than one year

520.2
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9 Net current assets continued
Group Company
1997 1996 1997 1996
b Debtors £m Em £m £m

Amounts due within one year:

Trade debtors subject to limited recourse financing 4.0 29 - -
less: non-returnable amounts received ' (3.5) (2.4) - -
0.5 0b - -
Cther trade debtors 499.2 531.0 - -
Net investment in finance leases and hire purchase contracts 36.8 383 - -
Amounts owed by subsidiaries - - 481.4 635.3
Amounts owed by associated companies 8.8 34 - -
Daferred taxation asset — note 4b - 5.5 - -
Advance corporation tax recoverable 14.0 338 14.0 33.8
Other debtors 81.2 105.7 14 58
Prepayments and accrued income 52.7 50.2 - -
693.2 768.4 496.8 674.9

Amounts due beyond one year:
Trade debtors subject to limited recourse financing - 36.0 259 - -
less: non-returnable amounts received (31.5) (21.5) - -
4.5 4.4 - -
Net investments in finance leases and hire purchase contracts 53.4 52.8 - -
Amounts owed by subsidiaries ’ - - 645.7 549.0
Amounts owed by associated companies - 0.1 - -
Trade and other debtors 25.8 29.3 - 6.5
Deferred taxation asset — note 4b . 3.8 - - -
Advance corporation tax recoverable 4.2 - 4.2 -
91.7 86.6 649.9 5565
Total debtors 784.9 855.0 1,146.7 1,230.4

Trade debtors subjeci to limited recourse financing represent hire purchase debtors discounted with banks in the ordinary course of
business, so that the majority of cash received by the Group on discounting is not returnable, and which carry interest at variable
rates. The returnable element of the proceeds is recorded as bank loans and overdrafts due within and after one year as appropriate.
The Group is not required to make good any losses over and above the agreed recourse limit and the relevant banks have confirmed

their acceptance of this position in writing.

In addition to the advance corporation tax recoverable included above, a cumulative £25.2m has been written off to 31 December
1997 (1996 — £14.3m), and is available for set-off against future UK corporation tax liabilities.
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Notes to the accounts continued
Dividends, minority interests and equity continued

1997 1996
Minority interests ‘ £m £m
Paid or payable as dividends i2.4 14.0
Net retained profit {loss) for the year 4.6 {0.5)

17.0 13.5

Y

Substantial shareholdings
tn accordance with the requirements of the London Stock Exchange the following interests in the issued crdinary shares of 25p each

of the Company are noted:
27 February 31 December

1998 1997
Prudential Portfolio Managers Limited 5.11% 5.11%
Templeton Global Investors, Inc. {in the name of Franklin Templeton Group} 16.60% 11.37%
Toyota Motor Corporation 4.76% 4.76%
1997 1996
Profit (loss) for the financial year £m £m
Dealt with in the accounts of:
The Company (8.0} 147.9
Subsidiaries 5.3 (141.8)
Associated companies — note 8a 10.5 16.4
7.8 225
Allotted,
called-up
Authorised and fuily paid
1997 1996 1997 1996
Share capital . £m fm £m £m
Summary:
Ordinary shares - authorised 786,000,000 ordinary shares of 25p each
{1996 - 786,000,000 ordinary shares of 25p each) and allotted, called
up and fully paid 529,985,489 ordinary shares of 25p each
(1996 - 528,826,278 ordinary shares of 25p sach}. 196.5 196.5 132.5 132.2
{ii) During the year the following ordinary shares of 25p each in Inchcape plc were issued:
Under the SAYE Share Option Scheme . 140,246
Under the Executive Share Option Scheme 28,098
Under the International Executive Share Opticn Scheme 63,062
Linder the scrip dividend scheme in lieu of 1996 dividend in cash 927,785

in aggregate shares to a nominal value of £0.3m were issued at a total consideration of £0.5m.
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Provisions for liabilities and charges

Group Company
Pensiens and
other post-
retirement  Exceptionat
benefits operating Cther Other
note b}  expenses  provisions Total  provisions
£fm £fm £ £fm £m
Bzlance at 1 January 1997 12.2 11.7 105.4 129.3 14.2
Effect of foreign exchange rate changes (0.1) {2.3) {8.4) {10.8) -
Charged to profit and loss account ) 17.6 40.6 90.4 148.6 12.5
Utilised during the year:
- Cash {18.6) (15.4) {60.2) (94.2) (7.9)
— Other 0.2 (5.3) (22.7) (27.8) (1.6)
Balance at 31 December 1997 11.3 29.3 104.5 145.1 17.2
Other provisions at 31 December 1997 are mainly in respect of closure costs, claims and warranties, '
Contingent liabilities, legal proceedings and bank guarantees
Group Company
1997 1986 1997 1996
£m £m £m fm
Guarantees of associated undertakings’ borrowings 13.6 16.0 - -
Guarantees of various subsidiaries’ borrowings {ageinst which £47.4m has
been drawn, 1996 — £17.5m) - - 373.5 354.2
Other guarantees and contingent liabilities 72.4 756 - -

In addition to the above, there were at 31 December 1997 other contingent liabilities arising in the ordinary course of business,
including those in respect of disposed businesses. These are not expected to give rise to any significant loss.

Commitments for capital expenditure entered into and not provided for in these accounts are estimated at £22.9m (1996 - £19.5m}.

In 1994 the Group disposed of Kenning Car and Van Rental as part of the sale of its two car and van rental businesses, Kenning Car
and Van Rental and United Rental Group which, a3 announced at that time, were sold for a total consideration of £29.8m. A claim in
respect of the sale of Kenning Car and Van Rental has been received. The Directers have taken legal advice and the claim s being

defended vigorously.

The Group also has, in the ordinary course of business, commitments under foreign exchange and interest rate instruments relating

to the hedging of transactions, overseas earnings and interest exposures.

Dividends, minority interests and equity

Per Share

1997 1996

Dividends pence pence
Interim - paid 31 December 1297 (1996 paid - 31 December 1996) 4.40 4.20
Final - proposed - payable 9 June 1998 (1996 paid - 1 July 1987) 6.60 6.30
11.00 10.50

Foreign Income Dividend enhancement - 1.05
11.00 11.55

1997
£fm

23.3
35.0

58.3

58.3

1998
fm

222
333

555
5.6

Adjustments arising on scrip dividends are reflected in the reconciliation of movements in shareholders’ funds — note 13f.

If approved at the Annual General Meeting the final ordinary dividend will be paid to ordinary shareholders registered in the books of

the Company at the close of business on 13 March 1998,
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Notes to the accounts continued
Dividends, minority interests and equity continued
Share .
premium  Revaluation Profit and  Goodwaiil on
Share capital account reserve loss accourt  consolidation Total Total
1997 1997 1997 1997 1997 1997 1996
Movements in shareholders’ funds £m £m £m £m £m £m £m
Group
Profit for the financial year - - - 7.8 - 7.8 225
Dividends - note 13a - - - (58.3} - {58.3) 61.1)
Retained (loss) for financial year - - - (50.5) - (50.5) (386
Scrip dividend adjustment - - - 2.3 - 2.3 0.7
- - - (48.2) - (48.2) (37.9)
Effect of foreign exchange rate changes - - {6.5) {49.5) 5.8 {50.2) {23.1
New share capital issued 0.3 0.2 - - - 0.5 1.1
Goodwill on acquisitions ~ note 14 - - - - (6.6} (6.6) (20.4)
Goodwill on disposals — note 14 - - - - 8.0 8.0 409.8
Net surplus on revaluation of properties - - - - - - 24.5
Minority interest on revaluation surplus - - - - - - (10.2)
Transfers on realisation of property surpluses - - (8.6} 8.6 - - -
Other transfers - - 0.8 (0.8} - - -
Net change in shareholders’ funds 0.3 0.2 (14.3) (89.9) 7.2 (96.5) 3438
Balance at 1 January 132.2 106.5 140.2 931.2 (423.4) 886.8 543.0
Balance at 31 December 132.5 106. 7 125.9 841.4 {416.2) 790 3 886.8
Company
Retained {loss) profit for the year - - {66.3) {66.3) 86.8
Scrip dividend adjustment - - 2.3 2.3 0.7
New share capital issued 0.3 0.2 - 0.5 1.1
Net change in shareholders’ funds 0.3 0.2 (64.0) (63.5) 88.6
Balance at 1 January 132.2 106.5 495.1 733.8 645.2
Balance at 31 December 132 5 106.7 431.1 670 3 733 8

Revaluation reserve includes other non-dlstnbutable reserves of €45 Om (‘1996 £43.7m). Goodwnll on consohdat:on is after wrmng off

£56.2m against a special capital reserve in 1988. This speacial capital reserve which was created from share premium has now been
transferred to the profit and loss account as all the necessary cenditions have been met. Net foreign exchange gains on borrowings
reported in reserves amount to £8.7m in 1997.

There is no material difference between the profit on ordinary activities before taxation and the above retained loss for the year,
and their historical cost equivalents.
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{ii): At 31 December 1997, options to subscribe for ordinary shares of 2bp each

outstanding as follows:

Qrdinary shares
of 25p each

Exercisable
until

Executive Share Option Scheme

123,009
30,672
28,652
21,224
63,674
85,054
17,934

625,400

135,900
44,700

236,400
90,900

306,700

647,000

363,400

9,800

398,200

139,258
44,517

3 June 1998

20 October 1998
18 May 1999

11 May 2000

21 Novernber 2000
29 May 200t

272 November 2001
22 May 2002

22 May 2002

20 October 2002

9 June 2003

21 October 2003
28 April 2004

27 April 2005

18 May 2605

9 November 2005
18 April 2006

17 April 2007

16 Qctober 2007

Option
price

162.08p
186.58p
238.40p
239.35p
222.38p
311.91p
362.79p
507.00p
515.00p
468.00p
585.00p
527.00p
551.00p
312.00p
312.C0p
301.00p
314.00p
292.00p
263.00p

International Executive Share Option Scheme

{formerly Overseas Executive Share Option Scheme)

74,284
61,652
107,181
28,759
232,000
654,400
124,500
359,100
638,600
674,400
37,700
971,100
2,300,342
135,267

11 May 2000

21 November 2000
29 May 2001

22 November 2001
22 May 2002

30 October 2002

9 June 2003

21 October 2003
28 April 2004

27 April 2005

9 November 2005
18 April 2006

17 April 2007

16 October 2007

239.35p
222.38p
311.91p
362.79p
507.00p
468.00p
585.00p
527.00p
55%.00p
312.00p
301.00p
314.00p
292.00p
263.00p

Pl
57
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Ordinary shares
of 26p each

Exercisable
unti

SAYE Share Option Scheme

37,661
250,420
35,472
43,692
37.457
254,045
59,501
482,089
487,091

1 January 1998

1 June 1998

1 December 1998
1 June 1999

1 January 2000

1 February 2000

1 June 2000

1 February 2001

1 February 2001

in the Company under the following schemes were

Option
price

406.00p
339.00p
470.00p
428.00p
441.00p
235.00p
343.00p
250.00p
226.00p
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)

1996
£m

46.1
8.5
13.8
3.6
(10.8)
(23.4)
(28.4}
18.0

24.6

233

Netes 1o the aecaunts
Notes to the accounts continued
Acquisitions and disposals continued
Cash flow continued

Acquisitions Bisposals Acquisitions

Net assets acquired (disposed of) on acquisition 1997 1997
(sale) of shares in subsidiaries £m £m
Fixed assets and fixed asset investments {including Group
share of associated companies’ net assets) ' 24.8 {9.4)
Stocks 0.1 {12.8)
Debtors 0.1 {12.9)
Cash less bank overdrafts 0.1 4.6
Liguid resources - {0.2)
Loans and finance leases {0.2) -
QOther creditors and provisions including fair value (0.4} 16.0
Minority shareholders’ interests {11.8) 0.8
Goodwill 5.9 (8.0}
Loss (profit) on disposal - 6.2
Net consideration payable (receivable) 18.6 (15.7)
Satisfied by:
Cash paid (received) 18.6 {15.2)
Deferred consideration payable {receivable) - {0.5)

18.6 {15.7)

1.3
248

Acduisitions and disposals of subsidiaries during the year had no material effect upon the Group’s net operating cash flows,

paid, taxation or capital expenditure.

Analysis of the net inflow of cash in respect of the sale of subsidiaries
L

Cash consideration received (including receipts from purchasers outstanding at 31 December 1996)
Cash of subsidiaries sold

Net inflow of cash in respect of the sale of subsidiaries

Analysis of the net outflow of cash in respect of the purchase of subsidiaries

Cash consideration paid {including payments to vendors outstanding at 31 December 1926}
Cash of subsidiaries acquired

Net outflow of cash in respect of the purchase of subsidiaries

Disposals
1986
£m

{88.4)
(7.3
(1,5624.2)
17.3
{223.4)
8.0
1,7146
20.2
{390.1)
(6.5)

(478.8)

{488.00
9.2

478.8

interest

£m

34.0
4.6

38.6

£m

16.6
(0.1)

16.5

A,
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As acquired
company’s
accounting Fair value to
records Revaluation  the Group
1997 1997 1997
Goodwill arising cn acquisitions £m £m £m
Subsidiaries — primarily Shipping and Bottling
Fixed assets — principally intangibles 20.4 3.0 23.4
Stocks 0.1 - 0.1
Debtors 0.1 - 0.1
Cash at bank 0.1 - 0.1
‘Borrowings (0.2} - (0.2}
Other creditors and provisions (0.4} - (0.4}
Minority interests {11.8} - {11.8)
8.3 3.0 11.3
Fair value of consideration 16.6
Goodwill 53
Adjustment in respect of prior year acquisitions 0.7
Total goodwill 6.0
Associated companies
Share of net tangible assets 1.4
Fair value of consideration 2.0
Goodwill 0.6
Cash flow
1997 1996
Net cash inflow (outflow) from acquisitions and disposals £m £m
Purchase of subsidiaries (16.5) (20.9)
Purchase of associated companies and other investments (12.9) 9.2}
Acquisition provision payments {1.0) (7.5)
Sale of subsidiaries 38.6 509.4
Sale of associated companies 0.9 1.8
9.1 473.6
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Notes to the accounts continued .

 Principal subsidiary and associated companies ,

Principal subsidiary companies
United Kingdom and Continental Europe

United Kingdom Belgium
Inchcape Motors International plc CJ Imports UK Ltd Toyota Belgiurmn NV/SA
et e T T "

Toyota (GB) Lid (76%) France
Inchcape Shipping Services (Europel Lid France Motors SARL (95%)
Ane ATHCET g b wilEs JON0an O Wadham Kenning Motor Group Ltd

IAstoe s Greece
Inchcape Export Ltd Toyota Hellas SA
i D0 ANy L T atn LT Mann Egerton Vehicle Contracts Ltd R
actees 3 Boleg T Busss Motors Fmane & Sevices

Kenning Leaseline Ltd
Far East and South East Asia
Hong Kong Singapore Malaysia
Inchcape Pacn‘lc Ltd Inchcape Berhad (63%! Inchcape Holdings Sdn Bhd

IO R BT S aranns’ Dublichy quoted company A0 08R AUETN NS
Senoces ) ‘ Marketng ana Shipping Senoaes Thailand
1nchcape Engineering Ltd

Crown Motors Ltd Borneo Motars (Singapore) Pte Lid Amkerna
(63%)
JDH Company Ltd
e IRB Finance Berhad (44% effective)
Mazda Motors {Hong Kong) Ltd
RS Japan

inchcape Marketing Services KK

inchcape Shipping Services {(Japan} KK

Shinpang Sennces
Middle East
Gray Mackenzie & Company Ltd (Un!ted Klngdom) and Spinneys 1948 Ltd (United ngdom)
e Crewm G s M Fas Motors, Markerao and Sk Sory aes hie nasaas
The Americas .
USA Chile Peru
S5 Acquisition Corporation Williamson Balfour SA Embotelladera Latinoamericana SA

(35% effective) (ELSA)

Australasia

Australia
Subaru {Aust.) Pty Ltd TKM Autorotive Australia Pty Lid Inchcape Automotive Australia Pty Ltd
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15 Post balance sheet events

a On 1 January 1998, in accordance with an agreemert signed in 1990, fnchcape plc sold 26% of the shares in Toviota (GB) to the Toyota
Motor Corporation having received £30m proceeds in advance.

As a result of this transaction Inchcape owns, from 1 January 1998, 49% of Toyota (GB) and consequently will equity account for its
interest as an associate from that date.

A pro forma statement has been set out below to show the impact on the Group. The results of the Group have been restated to
iNlustrate the effect of the exceptional gain which will arise in 1998 as if the sale of these shares had taker place at the beginning of
1997, and by equity accounting the resultant 49% interest in the results of the business for the year. The pro forma balance sheet is
based on the Group's balance sheet at 31 December 1987:

1997
restated
an a
De- Exceptional Equity pro farma
1997  consolidate profit account basis
(il Profit and loss account £m £m £m £m £m
Turnover 58314 (1,114.2) - - 48172
Operating profit before exceptional operating items 135.3 (28.0) - - 107.3
Exceptional operating items {40.6) - - - {40.8)
Share of profits of associated companies 52.2 (9.4 - 195 62.3
Total operating profit 146.9 (37.4) - 19.5 129.0
Other exceptional items {53.9) - 19.8 - (34.1)
Profit on ordinary activities before net interest 93.0 (37.4) 19.8 19.5 949
Net interest (3.4) (2.4} - - {5.8)
Profit on ordinary activities before taxation . 89.6 (39.8) 19.8 19.5 89.1
Tax on profit on ordinary activities {64.8) 126 (0.3) 6.2 {58.7)
Profit on ordinary activities after taxation 24.8 (27.2) 19.5 133 30.4
Minority interests (17.0 .68 - - (10.2)
Profit for the year 7.8 (20.4) 195 13.3 20.2
1997
Exceptional restated
profit plus ona
De- opening  Movement pro forma
1997  consolidate equity in year basis
(i) Balance sheet £m £m £m £m £m
Fixed assets 738.8 {36.2} 19.8 13.3 7355
Current assets 2,486.8 (401.5) - - 20853
Creditors — amounts falling due within one year {1,813.6) 3804 30.0 - {1,393.2)
Net current assets 673.2 (11,13 30.0 - 692.1
Jotal assets less current liabilities 1,411.8 {47.3) 498 13.3 1,427.6
Creditors ~ amaounts falling due after one year (343.5) 0.4 - - (343.5}
Provisions for liabilities and charges (145.1) 1.1 - - (144.0)
Net assets 922.8 (45.8) 49.8 13.3 840.1
Equity shareholders’ funds 790.3 {34.4) 498 13.3 819.0
Minority interests 132.5 (11.4) - - 121.1
922.8 {45.8) 49.8 133 940.1

b On 1 .January 1998, in accordance with an agreement signed during the vear, Inchcape’s Peruvian bottler, ELSA, was merged with
two other Peruvian bottlers, Compania Nor Peruana S.A.("North”) and Negociacion Sur Peruana S.A. (“South™), At that time the
Group invested a further £41m into the newly merged entity and increased its affective shareholding to 50.1%.



Five year record

Profit and loss account

Turnover

Total operating profit before exceptional operating items

— continuing operations
- discontinued operations

Interest

Headline profit before taxation

Exceptional operating items

Profit (loss) on sale of properties and investments

Net (loss) profit an the sale and termination of operations

Profit before taxation (FRS 3)
Taxation

Profit {loss) after taxation
Minority interests

Profit (loss) for the financial year
Dividends

Retained (loss) profit for the financial year

Earnings (loss} per ordinary share:
Headline
FRS 3

Dividends per ordinary share*®

Balance sheet

Fixed assets
Other assets less liabilities other than cash (borrowings)

Net cash (borrowings)

Net assets

Shareholders’ funds
Minority interests

* Before Foreign Income Dividend enhancement.
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1997

£m

5,931.4

187.5

187.5
(34)

184.1
{40.6)

3.8
(57.7)

89.6
(64.8)

24.8
{17.0}

7.8
{58.3}

19.3p
1.5p

11.0p

738.6
280.2

1,018.8°

{96.0)
922.8

7920.3
132.5

922.8,

(50.5}

1996
restated
£m

6,263.2

168.6
35.7

204.3
(39.2)

165.1

9.2
(67.3)

107.0
{71.0)

36.0
(13.5)

225
{61.1)

(38.6)

17.2p
4.3p

10.5p

693.5

319.1

1,012.6
26

1.016.2

886.8
128.4

1.015.2

-

1895
restated
£m

8,295.9

146.1
539

200.0
(63.2)

146.8
{65.2)
17.7
(81.9)

17.4
{42.6)

132.2)
{11.8)

{44.0)
{60.8)

(104.8)

14.0p
(8.3ip

10.0p

753.1
219.8

9729
(311.4)

661.5

543.0
118.5

661.5

1994
restated
fm

6,101.6

217.7
53.8

271.5
{40.9)

230.6
{4.3)
2.1

2284
(73.7)

154.7
(3.7}

141.0
(78.3)

62.7

26.4p
26.8p

15.0p

812.2
247.0

1,059.2
(310.6)

748.6

1993
restated
fm

5,876.9

227.0
61.4

288.4
{36.0)

252.4

109
8.1

27114
{79.5)

191.9
(15.6)

176.3
(77.3)

99.0

30.4p
33.9p

14.8p

854.7
2331

1,085.8
(213.5)

8723

764.6
107.7

8723
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16 Principal subsidiary and associated companies continued

b

17

Principal associated companies
United Kingdom and Continental Europe

United Kingdom
Inchcape Financial Services Ltd

MCL Group Ltd

TGB Finance Ltd

CJ Financial Services Lid

France
Inchcape Finance SA

Far East

Hong Kong
Inchroy Credit Corporation Ltd

Inchcape NRG Ltd {United Kingdom)

% Shareholding

49

4G

375

50

49

50

50

Inchcape plc
Notes to the accounts

% Shareholding

Middle East

Abu Dhabi .
Gray MacKenzie & Partners (Abu Dpabi) LLC
I I S A TN O A

Spinneys (Abu Dhabi) LLC

Bahrain
Bahrain Maritime & Mercantile International BSC

B s e ivr et (D e amm gy
L G e A N

Dubai
Gray Mackenzie & Partners {Central Emirates) LLC
Fuig ol ot S iing Senvioes

Spinneys (Dubai) LLC

49

49

48

49

49

- 1
Notes: Only those companies which principally affect profit or assets are included. All companies are owned 100% except where
shown. inchcape Berhad effected a de-merger of its Marketing activities on 1 January 1998 into Inchcape Marketing Services Ltd
and Inchcape Motors Ltd. Inchcape Berhad retains the remzining Motors and Shipping subsidiaries. Embotelladora Latinoamerica SA
is consolidated as a subsidiary through the Group’s control of the Beard. Subsequent to the year end the effective shareholding
increased to 50.1%. All holdings represent the ultimate interest of the Company in ordinary shares, except in respect of Inchroy
Credit Corporation Ltd where the Group holds 50% of the company’s non-voting deferred shares and Embotelladora Latinoamerica SA

where the Group has a holding of 1% of the company’'s labour shares which carry nc voting rights — but rank pari passu with
ordinary shares in all other respects. On 1 January 1998 the effective interests in Toyota (GB) Ltd and TGB Finance Ltd were

reduced to 49% and 24.5% respectively.

Foreign currency translation

The main exchange rates used for translation purposes are as follows:

Australian Dollar
Belgian Franc
Chilean Peso
French Franc
Hong Kong Dollar
Japanese Yen
Malaysian Ringitt
Peruvian So!
Singapore Dollar
US Dollar '

Average rates

1997 1996 31.12.97
2.21 2.00 2.53
58.5 48.4 61.0
690 646 721
., 954 7.99 9.90
12.7 121 12.7
199 171 214
4.62 3.94 6.40
4.38 3.83 4.49
2.44 2.21 277
1.64 1.67 1.65

Year end rates

31.12.96

215
54.4

726
8.90
13.2

199
4.32
4.44
239
.71
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Computershare Services PLC
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.Solicitors
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Auditors
"+ Cocpers & Lybrand- -

Merchant Bankers =
"Banng Brothers lnternatlonal
Limited _
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© Fex: (44) 1737 771728
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‘Fax: (65) 220 6433

_Incheape Marketing Services, . '

Middie East

* John Bartley, Chief Executive -

Tel: (971 4) 524 100

~ Fax:{9714) 624388 = ..

The following executives are
responsible for the Group's
staff functions:

Finance
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John Way
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Management
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Inchcape Single Company PEP,
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Bradfoid & Bingley (PEPs)
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Inchcape ple ordinary shares.
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form are available from:
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incheape ple
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“London W1M 9HF

UK Tax on Capital Gains
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Michael Cooper,

-~ Chief Executive

Tel: (56 2) 206 7710

Fax: (56 2)206 7722
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Incheape NRG
Joe-Newcombe,
Chief Executive

Tel: (852) 2833 1188
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“simon’ Morse o

Chief Executive
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Fax: (44) 171 546 0010
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John Whiteman
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' Human Resources
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© Paul Barberr i s
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. Roy Williams -

Group Company Secretary
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scrip dividend options) and

" "’indexed to 31 Décember 1997,

is 206.8 pence.
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