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e Turnover £401.3m (2005 — £419.5m)

*  Profit before tax £22.6m (2005 — £20.2m)

*  Underlying™® profit before tax £21.7m {2005 - £38.2m}
. Basic earnings per share 14.38p (2005 - 11.14p)

*  Underlying* earnings per share 14.16p (2005 — 24.73p)

Total dividend maintained at 17.15p per share

*before restructuring costs and provision releases
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Sales were £401.3 million (2006 - £419.5 million) and profit before
taxation was £22.6 million (2005 - £20.2 million). Profit before
restructuring costs and provision releases and taxation was £21.7 million
(2005 - £38.2 millign). Earnings per share were 14,38p or 14.16p before
restructuring costs and provision releases (2005 — 11.14p and 24.73p
respectively].

A maintained final dividend of 12,15p per share is proposed, making Diadends
a total dividend of 17.15p per share for the year as a whole, the same as
last year. If approved, the dividend will be paid on 8 December 2006 1o
sharehoiders on the register on 10 November 20086.

Over-capacity in most of our markets and the resultant intense price Tradding Cor

competition made it another challenging year for our Company. In all our
markets demand has been more volatile and forward visibility more
restricted than usual.

Our Group Sales team, inaugurated in April, made an extremely
promising contribution.

Amongst Media Products in the UK, demand for books remained Rodia Progoos
steady. Our own business performed well and was able to mitigete the
effects of pricing pressure by winning increased volume. We continued to
increase sales of ancillary logistics and distribution services. Qur sales 10
magazine markets were lower as we were unwilling 1o reduce prices ¢
the unsustainable levels offered by certain of cur competitors, especially
in the case of longerrun titles. Magazine paginations were particularly
volatile towards the end of our financial year. Growth in demand for
special packaging, mainly for DVD products, partly offset further
reductions in demand for standard music products.

Demand for Commercial Products in the UK varied widely. Cornrmgros!l Produnts
Over-capacity in the web offset sector, coupled with a volatile market,
made for intense price competition. Demand for personalised direct mail
products was weaker. Sales to retail and brand point-of-sale customers
grew significantly althcugh activity levels fluctuated during the year. We
were especially busy in the first half of the financial year which led to
manufacturing inefficiencies and increased costs and resulted in a
reduced performance. Margins in the second half of our financial year
were returned to more normal levels. We maintained our share of the
market for Annual Report and Accounts, which continued to expand to
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accommodate increased disclosure requirements. Levels of activity in the
market for corporate financial print both in the UK and USA remained
subdued, against a background of increased migration towards electronic
distribution. Pricing in these markets has reached levels which cannot be
sustained indefinitely.

In the USA, commerciai and publication markets experienced simiiar
conditions of over-capacity and fierce price competition 1o those in the
UK. We experienced significant fiuctuaticns in demand. The severe
disruption to our South Florida operations in the first half of the financial
year as a result of hurricanes contributed to a reduced resuit.

We continued to invest in our business where the projected returns
justified it. During the year investment was focused on improving the
responsiveness of our service so as further to distance our offering from
that of the competition.

Our eqguipment base is already technologically unequalled but
additional investment will be hard to justify in many of our markets. We
are actively considering acquisition oppertunities which will further
consolidate our position as the leading provider of specialist print-related
services to UK markets.

On behalf of shareholders | should like to thank all the Group's
employees for the contribution they have made in the face of continuing
challenges.

During the vear Lorraine Baldry retired from the board after six years’
service as a non-executive director. We thank her for her contribution over
that period. We welcome David Best and Richard Stillwell as new non-
executive directors: both took up their appointments on 1 September
2006.

The launch of our new Group Sales team in April marked an
important further step on the focusing of cur offering on customers and
markets which have a requirement for more than commodity print. As a
result we have started the new financial year with a higher level of
contracted sales, mainly to commercial rather than media customers.
Demand remains volatile and forward visibitity limited in all our markets.
The recent closure or failure of a number of competitors holds the
promise of a more rational pricing envirenment in the web offset and
direct mail markets. Our market leading reputation for service and strong
financial position will enable us tc respond rapidly to any opportunities
that arise as a result.
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This is the first annual Chairman’s Statement since the introduction
of the requirement to produce an Enhanced Business Review. The
accompanying Business Review, Financial Review and Directors’ Report,
read in conjunction with this Statement, provide an analysis of the
development, performance and positicn of the Group during the year and
its position at the end of the year.

l\/vv:.ﬂ—
Miles Emley

Chairman

10 October 2006
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INTRODUCTION St lves is a leading UK supplier of printed products and related
services to media and commercial markets. It alse has operations in the
USA and continental Europe. Its markets fall into three segments:

Media Preducts, which are supplied to book, magazine and music
publishers as well as film and computer games software companies,
mainly in the UK. Products supplied include:

. Books — monochrome hardback and paperback bocks for the

trade and general, reference and religious markets.

. Magazines ~ the production of high quality saddle-stitched and
perfect bound magazines and associated mailing services for
consumer and business-to-business publishers,

. Multimedia — in the UK and continental Europe, the production
of inserts, inlays and booklets and special packaging for CDs
and DVDs for the audio, video, computer games and scftware
markets;

Commercial Products, which are mainly supplied not for resale to
commercial and governmental organisations and which include the
following products and services:

. Direct Response and Commergial — personalised direct mall,

other mail order pieces, catalogues, brochures and leaflets.

. Financial — prospectus and take-over offer documents, other
corporate financial documentation, company and fund annual
reports and the provision of supporting online solutions for
global financial markets.

. Point-of-Sale — the provision of a full range of printed products
and services for retailers {mainly multiple store chains} and
international brand companies; and

USA, where the Group supplies magazine, commercial and point-of-
sale markets.

Businesses which principally supply one of the above segments may
also supply customers in other market segments in respect of a small part
of their sales.

The information contained in this Business Review, the Chairman’s
Statement and the Financial Review contain forward logking statements
made by the directors in good faith hased on information available 1o them
up to 10 October 2006. Such staternents need to be read with caution due
to inherent uncertainties, including economic and business risk factors
underlying such statements.
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St lves’ strategy is to focus in all its markets on segments where
there is 8 demand for time-sensitive service and where, in addition to
print, it is able to supply services including complex logistical, fulfilment or
distribution requirements. By adding value in this way, the Group seeks to
provide lower cost solutions for its customers while generating an
improved return. St lves has avoided commodity markets, except whare
necessary to achieve economic utilisation.

It is considered that the demand for focused and therefore shorter-
fun, quicker turnaround work will grow in the Group’s markets. We expect
that as advertisers accumulate more information on consumers’
purchasing habhits, they will focus their promotions accordingly; similarly,
magazine customers will continue to target titles at more narrewly
defined audience groups; book publishers will seek to avoid risky
investment in long runs when they can rely on a quick reprint for a
bestseliing title, and requirements for point-of-sale materials for in-store
promotions are immediate and time-sensitive and specifically targeted at
individual stores within multiple chains.

The Group often provides added value services such as stock
management, fulfilment, distribution, mailing and logistics services in
addition to the supply of the printed product. We concentrate on supplying
markets which have high service requirements, and products are mostly
supplied just-in-time to domestic markets. There is little export business
and import penetration into the Group's markets is limited.

During the year, in the UK, we set up a Group Sales team, offering
" customers the combined service and printing resources across both the
Commercial and Media Products segments and a single peint of contact
with St lves’ facilities. This strategy is directed to offering customers an
alternative tc print management companies and other intermediaries
who, in contrast to St lves, predominantly sub-contract their customers’
work to the trade thereby surrendering a large degree of control and
accountability.

We keep all areas of our business under continual review and remain
committed to the development and growth of our core activities for the
benefit of sharehclders.

STRATEGY
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The business of the Group is reported on below by market segment.

Media Products
Comprise the production of books, magazines and printing for the
multimedia and music industries.

2845 2005

£'850 £:000

Media Products total revenue 1H7,985 205,418
Media Products profit before restructuring

cests, provision releases and interest 23,904 28,670

Media Products represented 47% of Group external sales.

Cost effective short initial runs and quick turnaround reprints allow
publishers to reduce risk stock on the initial run and respond quickly to
market demand while still keeping their risk stock to a minimum.

Books currently account for approximately 37% of Media Products’
external sales. St lves has a substantial share of the UK’s menochrome
trade and general book market. Some Bibies and reference books are also
manufactured. The Group's principal competitors are CPi Group {Cox &
Wyman, Bath Press, Mackays and Bockmarque) and other small to
medium sized private companies.

St ves works for almost all of the majcr UK trade publishing housses,
including Bloomshury, Hachette (including Orion, Hodder, Headline and
Little, Brown), HarperCollins, Penguin and Random House, which
together account for the significant majority of sales.

The UK demand for monochrome books remains strong and our
Bock business continues to henefit from its unrivalled reputation and
ability to deliver a first class service. We have seen further growth in
demand for direct deliveries and for post-bind services. Activities such as
stickering and shrink wrapping are often a requirement as a result of
books being delivered directly to retail outlets or customers’ chosen
distributors.

During the year we once again produced a high proportion of the
bestsellers which included ‘Journey's End' {Josephine Cox) for
HarperCollins; ‘Mary, Mary’ (James Patterson} for Headiine; ‘Being
Freddie: The Story so Far' (Andrew Flintoff) for Hodder; ‘I Can Make You
Thin® (Paul McKenna) for Transworld; ‘Lzbyrinth’ (Kate Maosse) for Orion;
‘Next to You’ (Gloria Hunniford) and ‘Freakonomics’ {Levitt and Dubner),
both for Penguin; ‘Mao: The Unknown Story’ (Chang and Halliday) for
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Random House; 'Predator’ (Patricia Cornwell) and ‘Extreme: My
Autcbiography’ {Sharon Osbourne), both for Time Warner; 'Schott’s
Almanac’ {Ben Schott) for Bloomsbury.

Investment during the year included additional printing capacity
further to strengthen our ability to respond to ever increasing demand for
faster service; further development of electronic trading solutions for our
customers; and the expansion of our cover and jacket printing capabilities.
Utilising IT solutions to support the additional post-bind services being
cffered has been particularly important to cur growth in this area. We
continue to develop onfine sofutions to enable our customers to track
crders and tc place production and delivery instructions.

In addition to winning several new accounts, we are delighted to
have renewed scme majcr centracts during the year for periods of up to
seven years. The current dollar exchange rates have made it difficult to
grow sales to the US Bible market but we have retained some key
customers, including IBS, Living Stream and Tyndale.

UK magazines currently account for around 45% of Media Products’
external sales. All types of consumer and business magazines are
produced from shorter-run sheet fed titles of 1,000+ copies, to longerrun
heatset web offset magazines. Our competitors include Cooper Clegg,
Polestar, Southernprint, Wyndeham Press, and a number of small to
medium sized private companies.

Magazines with paginations that vary every issue are often produced
for customers within hours of the disc or digital transmission being
received. This allows customers more selling time for filling their
advertising space and including up-to-the-minute editoriai material. St lves
waorks for most of the UK magazine publishers including The Economist,
EMAP and Time Out, as well as the UK businesses of international
publishers such as AQL/Time Warner (IPC), Condé Nast and VNU,

In order further to reduce our costs of production during the year we
purchased a new Goss MB00 press for our Plymouth site which, when
fully operational in Autumn 2006, wili replace two older, less productive,
presses. This press, complemented by the high-speed Kolbus/Ferag
perfect binder that was recently instalied, will improve productivity.

Pricing pressures remain due to continued over-capacity in the web
offset market. During the year we declined work for a number of
customers because we believed that prices had reached uneconomic
levels. As a cocnsequence, sales in the second half of the financial year

Magazines
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were reduced in comparison to the previous year and further restructuring
of our cost base was implemented mainly by reducing overheads.

Our strategy of seeking shorter-run time-sensitive work, which has
resulted in our winning over 80 new titles, continues tc broaden our
customer base and we are also akble to offer our customers integrated
printing, mailing and fulfilment services following the establishment of
SouthWest Mailing on a site adjoining our factory at Roche.

The Group’s Multimedia business provides CD and DVD bocklets
and inlays and a wide range of specialist board packaging to music,
television series, movie and computer games publishers and
manufacturers of electronic media in both the UK and Europe. OQur main
competitors in the UK and Europe are AGl and Shorewoods (both owned
by US parent companies) and a range of smaller operations serving local
markets: CMCS, Delga and Ingersal in the UK and Alt, Kaiser and Pozzolli
in Europe. Two major disc duplicators serving publishers in Germany and
The Netherlands have their cwn in-plant printing facilities.

Bocklets and inserts for new reiease music CDs are often produced
with a large initial order to meet the product launch requirements foliowed
by repeat, short-run, just-in-time orders. Quick reprints are linked to the
CD disc duplicators’ production control systems to keep custocmers’ risk
stock to a minimum,

Customers include most of the major international home
entertainment and media publishers inciuding Electronic Arts, Microsoft,
Universal Music, Universal Pictures, Warner Home Entertainment,
Warner Music; large independent UK licensees and distributors including
Anchor Bay and Contender; and the major European disc duplicators
Cinram, EDC, MediaMotion, ODS, Sonopress, Sony DADC and
Technicolor.

The kusiness made significant improvements in the pattern of sales
over the prior year despite chaflenging market conditions. The UK
business reaped full year benefits of cost savings implemented from a
restructuring initiated in the second half of the previous financial year and
from additional sales of multimedia print. Progress has been made in
broadening the customer base at Uden, our business based in The
Netheriands.

Our reputation for quality and relability throughout the year remains
unrivalled amongst the specialist print suppliers serving multimedia
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publishers. This has resulted in our securing substantial additional
contracted work from Universal Music and EDC Blackburn.

The muitimedia market s expected to remain highly seasonal and
extremely price competitive. To mitigate this we are also coffering our
specialist packaging capabilities to other markets which present
oppertunities for winning some counter-cyclical wark.

There is fittle sign that the price pressure experienced in recent years
will abate in the near future. In reaching longer-term agreements with our
principal customers we have negotiated increased volumes and revised
service levels in exchange for sharing resultant savings in costs. More
flexible working arrangements with our workforce to better align our
capacity with the seascnal requirements of our customers were achieved
during the year.

Commercial Products

Include direct response and general commercial printing; corporate
and financial security printing; and pecint-of-sale materials for major
retailers and brands.

2696 2005
#0800 £600
Commercial Products total revenue 151,431 150,216
Commercial Products profit before
restructuring costs, provision releases
and interest 1.611% 8,679

Commercial Products accounted for 37% of Group external sales.

Products include mail order catalogues, business catalogues,
brochures, leaflets, newspaper and magazine inserts and other
promoticnal material and direct mail pieces mostly for more narrowiy
targeted, specialist and shorter-run markets. Services provided to
customers include data manipulation, perscnalisation and fulfilment, as
well as printing.

The Group’s main competitors are Communisis, Howitt, Pindar,
Polestar, Wyndeham Press and other small to medium sized private
companies.

As almost all commercial enterprises and other organisations of any
size have some requirement for print, the market is substantial. [n the UK,
significant customers for our targeted and personalised print services
include Co-op, Focus, the Government (including HMRC, DWP and CO1},
HSBC, Makro, OgilvyOne, RBS, Shop Direct and Somerfield.

Direct Response
& Commercial

11
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Market conditions within our commercial markets have remained
extremely challenging throughout the year as supply continued to exceed
demand and, as a consequence, trading margins have declined on sales
which were maintained overall, but which masked reductions in prices
and added value. Managing capacity loadings was particularly challenging,
with little forward visibility.

There has, however, been growth in sales to our major commercial
customers which has partly offset reductions in demand from those
Government departments with whom we have dealt.

In the commercia! web offset market we have had some success
within the retail sector in winning mare time-sensitive, in-store marketing
material. We are now even better placed to win this work following the
commissioning of a new 5 unit 32-page short grain press at our Bradford
site in May 2008, The overall profitability of our commercial web
operations has declined over the prior financial year due mainly to lower
sales volumes following the end of a contract with a major customer as
well as reduced prices reflecting the wider commercia! print market.

More targeted direct marketing has resuited in a fall in demand for
volume personalised direct mail although the number of individual
campaigns undertaken for our customers has risen. We have also seen an
increase in variable content colour personalised work, particularly in the
automotive, entertainment and financial sectors as a result of the
investment in digital print facilities in Leeds in the previous year. The
trading performance of our direct mail, digital and graphics operations was
adversely affected by fierce competition in an over-supplied market which
saw a significant reduction in demand from the financial services sector in
particular.

Our commercial sheet fed businesses also sufiered from significant
over-supply within the wider market arena.

During the year we established a new Group Sales team. The costs
of sefting up and developing the infrastructure were incurred from
January 2006. Initial orders were won in April and sales have been built up
as the year progressed, with incremental sales being secured from
existing and new customers, including Atos, Ethel Austin, Halfords,
Manor Bakeries and Verve Venues — an encouraging start. Customers are
now able to have immediate access to the full range of St lves’
capabilities through a dedicated sales team, headed by the Group Sales
director supported by a new business development directer.
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Customers are offered & proprigtary online tool, named 'dna'™, to
facilitate complete control of all their print activity, including progress
monitoring, stock and Icgistics management, storage and management of
creative assets and proofing.

Access to a centralised customer service team gives customers the
opportunity 1o simplify the process of specifying, buying and managing
complex projects.

We produce point-of-sale material for the retall market,
predominantly in the UK, and for UK and international brands. Point-of-sale
products and services account for approximately 38% of Commercial
Products’ external sales. Campaigns are mainly bespoke, store specific
and produced to tight timetables to meet marketing needs. This market
has grown considerably in importance for the Group following the
acquisition of SP Greup in September 2004 and of Marks and Spencer’s
in-house printing facility in August 2005. As well as supplying printed
products, the Group usually provides ancillary services, including complex
collation, fulfiment and distribution, front-end inventory control and asset
management. Customers include Arcadia, Cadbury, Halfords, Levi's,
Marks and Spencer and SPAR.

Competitors include Augustus Martin, bezier and numerous smail
private companies.

This was a year of mixed fortunes: sales grew 63%, year-on-year, as
a result of the absorption of Crayford's point-of-sale activities; the
implementation of a long-term exclusive supply agreement with Marks
and Spencer for its point-of-sale requirements {including the purchase and
integration of its print operation in Burnley); substantial sales growth from
cther new and existing customers; and the establishment of St lves
Logistics at a new purpose-built facility in Redditch.

The significant volume increase and integration of additional facilities
at St lves Logistics and Burnley caused disruption to the business. High
outsourcing and tabour costs 1o meet customers’ needs had a short-term
detrimental impact on margins which, predominantly, affected the first
half of the financial year. As announced on 29 August 2006 the previousty
robust accounting controis failed and there were a number of accounting
errors which were identified at the year end. Trading and margins in the
second half of the financial year were in line with expectations. Comment
on our responses to this failure in controls is made in the report on
Corporate Governance centained in pages 40 to 44.

Point-of-Sale

13
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While competitive pressure in the UK continues, we maintain strong
relationships with our customers by providing unigue added value
services to take costs out from the supply chain. High levels of customer
service, fast response times and detailed reviews cf performance against
sarvice level agreements, all serve to cement customer loyalty.

The markets served are vulnerable to volatifity in high street
spending and consumer confidence but we believe that our business
model gives us a competitive advantage. We remain a markst leader in
the point-of-saie fieid. Recent capital investments, most notably in a large
format litho printing press, provides a platform for further growth and
place us in a good position ¢ pursue new sales opportunities as they
arise.

Services supplied to these markets include the typesetting, proofing,
proof distribution and production of statutory or regulatory documents
either for the corporate finance transaction market isuch as take-overs
and mergers, reconstructions, and equity and debt issuance) or annual
reports. We offer customers a range of internet-based products for proof
distribution and amendment. These products comprise a suite of faciiities
under the brand name smartprogucts™ which facilitate the editing and
proof reading of fime-sensitive confidential documents, including
smartEDGAR™ f{for electronic filing with the SEC), smartforum™ (for
collaborative amendment of proofs) and smartapps™ {for the compilation
of regular fund reports). Smartforum™ was used in compiling this Annual
Report and Accounts.

Corporate finance decumentation is produced securely and on an
overnight basis. Annual Beport and Accounts and projects requiring large
and complex distributions are also printed to tight timetables, using the
Group’s facilities whenever practicable.

Financial printing accounts for approximately 24% of the Group's
external saies of Commercial Products, less than a quarter of which
retates to corporate financial transactional work. This activity is mainly in
the second haif of our financial year. In the UK we produce Annuat Report
and Accounts for around 30% of FTSE 100 companies.

The remaining turnover in financial printing has been the Greup's
most unpredictabie market and low levels of activity have made further
cost reductions necessary.
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The Group's principal competitars are Bowne, Merrill Corporation
and RR Donnelley {US companies) and, in the UK, Greenaways, Imprima,
Rovies {a CPl Group subsidiary} and a number of small private companies.

The market for transactional corporate finance work remains very
competitive. Although there has been an increase in the amount of deal
activity, over-capacity and moere electronic distribution continue te reduce
the size of the market. In some cases customers have ceased printing
altogether, by making more use of the SEC's Access=0Delivery legislation.
Whilst this has led to a decline in printed volumes it has however created
a new demand for stronger electronic tracking {provided by smarttrans.

Total sales of financial printing declined during the year. Half of this
is attributable to the transfer of the UK Funds business to the Group’s
Direct Response business. The balance was due to the ioss of some low
margin print contracts which were only renewable on an uneconomic
basis and a reducticn in printed volumes as more documents are
distributed electronically. These low levels of activity necessitated further
cost reduction initiatives, which included an increase in our outscurcing of
typesetting tc India.

in the Annual Report and Accounts market, increased legislation has
led 1o the growth of compliance work, with a requirement for greater
disclosure within shorter timeframes. Whilst run lengths have remained
steady, pagination has expanded and we expect that this trend will
continue. In both the corporate finance and the compliance markets,
customers are seeking ways of more effectively managing their content
and data. They are searching for ways of saving time and reducing cost.
Smartproducts™ will assist us t0 meet these market needs.

USA

Comprise magazine printing, general commercial printing and the
supply of peint-of-sale materials to retailers and franchisees.

2006 2005

£800 £'000

LUSA total revenue 65,143 67,207
USA (loss)/profit before restructuring costs,

provision releases and interest {241} 3,484

USA revenue represented 16% of Group external sales.
In the USA, the Group produces controlled circulation magazines and
specialist mail order catalogues and brochures (predominantly print runs

16
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of less than 150,000 copies) and magazines for the Spanish speaking
market,

We also produce point-cf-sale material for franchise operators, such
as Domino’s Pizza and Pizza Hut, and for brand advertising for distribution
in naticnal store chains. In addition, we manufacture marketing coupcns
for News America, which are supplied to up to 30,000 outlets over
recurring two week cycles, together with in-store advertising material.

St Ives’ competitors in the USA are Banta, Quad/Graphics,
Quebecor, RR Donnelley and a large number of other printers.

The loss sustained by the business resulted mainly frem interruption
during the most active and damaging hurricane season for many years
and from continued industry over-capacity. Physical damage to our
premises was light, but we suffered from lengthy power and
telecommunications outages and many of our Florida based custcmers
were alsc affected by the hurricanes and volume was reduced as a result.
Qur sites in Florida have relocated their computer servers offsite to
ensure that they will be able to operate M.I.S. and St lves On-Line™
services in the event of future hurricane disruption. We have concentrated
on securing more repetitive work and continue to focus on customers
with a reguirement for shorter print runs and higher service levels.
Competitors, in an over-supplied market, continue to price at uneconomic
levels.

The principal regulations affecting the Group’s day-to-day business
and the markets we serve have been identified by the board as
Employment Law, Health & Safety Law, Environmental Law, Planning
Law, Data Protection legislation, Taxation Law, the law of defamation and
Competition Law. The board each year reviews the impact that these
might have on the business and how to manage the risks {o the business.

The Group has a policy of continuous investment in the latest
technology where it can be justified. The size of some capital items is
such that expenditure is not evenly spread from year-to-year.

Almost all the Group's properties are freehold or long leasehold. The
Group has also invested significantly in systems to enable it to provide an
increasingly rapid, flexible and tailored response to customers’ changing
requirements. All the Group's facilities are equipped with computerto-
plate systems which have been a major contributor to shorter lead times
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and enhanced service levels. Much of our business is just-in-time, to
enable customers to meet their marketing needs, reduce stock levels and
stock holding risk, extend selling time for advertising and keep editorial
content up-to-date. inevitably, however, this reduces our forward visibility
of activity levels.

Market characteristics have changed little since the start of our new
financial year. The majority of the Group's businesses experienced low
demand in the first few weeks of August although volumes have picked
up since then.

Our Group Sales team's efforts have added revenues: since its
inception in April 2006 we have inveciced around £1 mitlion of additional
sales and signed up a number of long-term contracts for periods of one tc
three years. Although volume is not guaranteed these contracts currently
have an estimated total value of over £20 million cver their terms.

Most of our markets have limited visibility and volume can be
volatile. Oversupply is prevalent and consequently markets are very price
competitive. We continue tc seek ways of lowering the cost of
production, including investment and refining working patterns to meet
continuously changing customer requirements.

None of cur customers guarantees volume. However the majority of
cur bock publishing customers are signed up to long-term contracts. We
continue to win contracts from magazine customers, mainly in the short
to medium run area to replace uneconcmic and longerrun work. We have
recently won additional titles previously produced by a competitor who
has now closed. As always, our mix of work is subject to continucus
review.

The book business continues to perform well and we look forward to
ancther successful year and further progress in developing our services
beyond traditional book printing and binding services to provide a unique
offering to the UK monoachrome bock market.

Music and multimedia markets have extremely short visibility
although demand for special packaging of, in particular, back list titles is a
useful addition to the business. Music CD is now a mature product and
we expect volumes to fall as downloading from the internet increases.

At the beginning of our new financial year we decided to merge the
sales management of our direct and point-of-sale activities. Many
custemers, particularly in retail and financial services, have requirements
for the services of both. The extensive digital facilities of our point-cf-sale

QuTLOOK
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business are particularly suited to the increasingly focused spend of
marketing departments. Cur logistics and fulfilment facility is also in
demand as customers want more active management of marketing
material to reduce waste and distribution costs.

Markets for direct mail and commercial web offset products are stil
price competitive. Our focus remains on the sherter-run, personalised and
targeted areas of this market, Whilst markst conditions are expected to
remain highly competitive, some customers are becoming concerned
about the financial health of certain of ocur competitors and our financial
standing and recent investments in new, technologically advanced,
equipment position us well to pursue cpportunities as they arise.

Corporate financial documentation activity in both the UK and USA is
flat. We have recently outsourced some typesetting requirements to
affiliates in India where costs are lower,

Similar market conditions to the UK face our magazine and
commercial activities in the USA.

The containment of utility and labour costs is an ever present
challenge and there are continucus reviews of these items in particular.
We are well invested and, as around 90% of our manufacturing space is
occupied freehold or long leasehold, we can be flexible in responding to
changing requirements.

Market conditions remain challenging and consumer confidence and
related markets do not seem to be particularly robust. However, we
believe our continued focus on cost effective, usually shorterrun, time-
sensitive, logistically compiex and targeted products, coupled with strong
commitment to customer service, will provide a base for improved returns

for shareholders over time.

Brian Edwards
Managing Director

10 October 2006
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Qverview of revenue

External sales revenue frem our three market segments feli in tota! by £18.2 mitlion to £401.3 million.
Within this reduction Media Products was lower by £18.3 miilion (9%]). Revenue from Books was 5% lower;
Magazines were 10% lower and Print & Display, which includes multimedia activities, was 14% lower.
Commercial Products revenue increased by £2.1 millien {1.4%). Within this, significant growth in Point-cf-
Sale of 63%, more than offset the revenue lost as a result of the sale of our business in Germany and 19%
lower revenues in our Financial business. Direct Response revenues were flat.

In the USA revenues reduced by £2 million {3%). Adjusting for currency translation, the underlying reducticn
was £3.7 million {(5.4%}. The average exchange rate used to translate US dollars to sterling was 1.7975
(2005 - 1.8443).

In geographical terms the £18.2 million reduction in external sales revenue represented a £1.5 million
increase in the UK, a £4.7 million reduction in the USA (this gecgraphical segment includes the US operation
of our Financial business}, and a £15.0 million reduction in the Rest of the World mainly as a result of the
sale of our German business, Johler Druck, in April 2005,

Key financial performance indicators

The most significant key performance indicators (‘'KPIs') used by the Group are financial and are explainad
below. Other performance indicators of an operational nature are focused on individual machines, factories
and divisions and, because of the varied and bespoke nature of the producis and services provided by the
Group, are necessarily detailled and specific to operations. Consequently it is not possible to present
operational indicators in any meaningful way in a segmental context. KPls in respect of environmental and
employee matters are referred to under the sections on Employees and St Ives and the environment.

The financial KPls used are:

i, Cperating profit (as defined below) by segment

ii. Ogperating profit as a percentage of added value by segment

iii. Gross margin per £ of manufacturing labour by segment

v, EBITDA by segment

V. Free cash flow by segment

Operating profit by segment

Operating profit represents the profit from operations before restructuring costs and provision releases and
is in accordance with the segment reporting shown in note 4 to the consolidated financial statements
except that the results of our German business, which was soid in April 2005, have been excluded from the
KPls for 2005.

2800 2005 changse

£900 £000 %
Media Products 23,904 28,670 (16.8)
Commercia! Products 1,611 6,946 {76.8)
USA 241} 3,484 (106.9)
Corporate {33} 1,844 (101.8)
Group 25,241 40,944 {38.4)
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Operating profit as a percentage of added value by segment

Using the cperating profit by segment from the feregoing KPI, this KPI compares operating profit with the
added value generated within 2 segment. Added value is the sum of total revenue less materials, cutwork,
consumables and carriage costs.

2008 2005 change

b7 % %

Media Products 14,4 20.8 i7.2)
Commercial Products 2.3 9.6 (78.1)
USA 6.6) 85 {(107.1)
Group 1.6 16.3 (35.0)

Gross margin per £ of manufacturing labour by segment

Using the added value referred to above, this KPl compares the margin left after deducting manufacturing
labour costs from added value with the manufacturing labour cost. The result represents the margin return,
before manufacturing costs, sales and distribution costs and administrative expenses, for every £1 of
manufacturing labour spent in the segment and it reflects the impacis of sales value, machines and people
productivity and lakour cost within a single measurement. Operationally this KPI is used extensively in the
Group to measure operational performance and returns from both individual jcbs and customers.

2508 2005 change

i £ %

Media Products 1.38 1.33 3.8
Commercial Products 1.85 2.27 (14.1)
USA 1.03 1.18 (12.7
Group 1.47 1.62 (3.3)

The three profit-related KPis shown above reflect the comments made within the Chairman’s Statement
and the Business Review regarding business performance during the year.

EBITDA by segment

EBITDA is operating profit before depreciation and amortisation and is used as a measure of cash
generaticn by segment.

008 2005 change

£000 £'000 %

Media Products 37,013 43,849 {(15.6)
Commercial Products 8,398 14,168 (33.7}
USA 3,918 8,295 {62.8}
Corporate 1,722 3.374 {49.0}
Group 52,04% 69,686 {25.3})
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Free cash flow by segment

Free cash flow provides a measure of the Group’s liquidity and the cash generated from its operations.
Capital payments are the amounts, by segment, from the Consolidated Cash Flow Statement for the
purchase of property, plant and machinery and other intangibles. By deducting the capital payments from
the EBITDA the cash available for acquisitions, dividends, tax and working capital is measured.

A reconciliation of EBITDA and free cash flow used in the KPIs with the audited accounis is shown in
note 34 to the consolidated financial statements.

006
ERITDA Capital Frae cash

payments Hiow

000 £000 £7000

Media Products 37,013 {15,644} 21,355
Commercial Products 9,296 {14,365} (953
USA 398 (2,148} 1,770
Corporate 1,782 (3,738 {2,016
Group 52,048 £321,895) 25,154

2005

EBITDA Capital Free cash

payments flow

£000 £000 £'000

Media Products 43,849 (16,830) 27,019
Commercial Products 14,167 {7,369) 6,798
USA 8,295 {2,307 5,988
Corporate 3,375 (6,884) (3.509)
Group 69,686  (33,390) 36,296

The two cash-related KPIs shown above clearly demonstrate the impact that the reduced operating profit
and lower depreciation charges in 2006, compared to 2005, have had on EBITDA and, in turn, cash flow.
Capital payments were similar in bcth years. Free cash flow reduced considerably in 2006 and, but for the
favourable working capital movement in 2006, our net debt position at the end of the year would have
reflected the reduced free cash flow.

International Financial Reporting Standards ('IFRS’)

This is the first annual report to be produced by the Group in accordance with IFRS. A summary of the
transition process, explaining the main differences between UK GAAP and the new standards, is disclosed
in note 38 to the consolidated financial statements.

Restructuring costs and provision releases

The net income shown as restructuring costs and provision releases for the year of £0.9 million is a
combination of profits on the disposal of assets sold following the closure of St lves Caerphilly of
£2.8 million, rationalisation measures in both the UK and USA of £2.4 million, and £0.5 million cf provision
releases relating to closures and the previous acquisition of Avanti.

The net charge in 2005 of £18.0 million related to the disposal of Johler Druck, the closure of St lves
Caerphilly, the closure of the Woolwich operations and subsequent restructuring of the Financial printing
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business and other rationalisation measures throughout the Group. These costs were reduced by provision
and accrual releases relating to previous closures and acquisitions.

Balance sheet

Net assets increased to £167.9 million {2005 — £164.3 million). The movement reflects an improvement in
cash generated from operations and a reduction in retirement benefits cbligations.

Net debt

Net debt reduced in the year from £23.5 million t¢ £8.9 miliicn. Cash generated from operations was
£67.6 million (2005 — £41.8 miillion). The improvement primarily reflects working capital benefits as a result
of timing differences,

Within net debt are: bank loans of £19.5 million due within one year; unsecured loan notes of £1.6 million,
£0.3 million of which will be redeemed during the next financial year and £1.3 million of which could be
redeemed at the holders’ reguest during the next financia! year; and bank overdrafts of £0.3 million. The
Group has overdraft facilities available of £50 million. None of the debt is secured.

Capital expenditure and depreciation

Capital expenditure in cash flow terms on property, plant and equipment, together with additions to
intangible assets, other than goodwill, was £31.9 million (2005 — £33.6 million) and cash receipts from asset
disposals were £7.0 million (2005 - £5.4 million). Net cash outflow in the year was £24.9 million
{2006 - £28.2 million).

Assets capitalised were £31.3 million due to timing differences compared with cash flow of £31.2 million.
Depreciation charged in the year was £26.8 million (2005 - £28.7 million).

Acquisitions

On 1 August 2005 SP Group secured a long-term contract to supply all Marks and Spencer plc’s point-of-
sale requirements. At the same time the trade and certain assets and liabilities of their print business in
Burnley were acquired by the Group for a cash consideration of £2.9 million.

Tax

The Group's tax rate on profit before restructuring costs and provision releases was 32.8% (2005 — 33.4%).
The decrease in the rate includes favourable prior year adjustments.

Dividends

The board is recommending the payment of a final dividend of 12.15 pence bringing the total dividend for
the year to 17.15 pence. The same total dividend has been paid in respect of each financial year from 2001.
For this financial year the basic earnings per share are 14.38 pence so the dividend is uncovered by earnings
in this year. The Group was cash generative and net debt levels remain relatively low. Retained earnings in
the Company balance sheet at 28 July 2006 were £111.5 million.

Pensions

As part of the adoption of IFRS this financial year, the Group has applied International Accounting Standard
19: "Employee Benefits” ('IAS 18'). Applying IAS 19 brings the deficit on the defined benefits pensicn
scheme onto the balance sheet. The deficit in the scheme at the end of the year, excluding the related
deferred tax asset, was £69.5 million (2005 — £66.6 million). The charge to operating profit for this scheme
was £3.8 mitlion (2005 — £2.8 million, less a curtailment credit of £0.6 million). The charge represents the
cost of the benefits accrued to members of the scheme during the period. In addition the income statement
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includes a net financing cost of £2.0 million {2005 — £2.3 million} which represents the increase in the
pension liability, because the benefits are cne year closer to being paid, less the expected return on assets
of the scheme based on market rates available at the start of the financial year.

The defined benefits pension scheme was closed to new entrants from 6 April 2002; benefits continue to
accrue for active existing members. A one-off payment of £25 million was made by the Company to the
scheme in May 2004,

Contributions were paid by the Company at the rate of 10.6% of pensionable pay from May 2004 and the
accrual rate for future pensionable service was changed from 60ths to 80ths at the same time. Following
the actuarial valuation in 2005 the contribution rate was changed from 1 February 2006 tc 5.3% of
pensionable pay plus £2.7 million per annum paid monthly {equivalent to approximately 13.5% of
pensionable pay). The Company continues o keep the defined benefits scheme under review.

Financial risk management and treasury policies

The main financial risks of the Group relate to interest rate, liquidity, foreign exchange and credit (in relation
to its trade receivables).

The Group's treasury function is responsible for managing the Group’s exposure to financial risk and
operates within a defined set of policies and procedures approved by the board.

The overall objective of the treasury policy is 1o use financial instruments tc manage the financial risks that
arise from the specific activities of the business. It follows, therefore, that the Group does not enter into
speculative financial transactions for which there is no underlying business requirement,

Interest rate risk

The Group finances its operations from retained earnings and bank borrowings. The bhorrowings are
predominantly short-term at fleating rates.

Liguidity risk

The Group has sufficient available committed borrowing facilities to meet any forecasted funding needs, At
the end of the year the Group had committed bank facilities (excluding US dollar denominated loans used
10 hedge net investments in the USA) of £60 million, the utilisation of which was minimal.

Foreign exchange risk

Currency risk management relating to transactional business is dealt with by the use of currency
derivatives, which are mainty foreign currency forward contracts. Translational risk relating to the capital
employed in overseas subsidiaries is covered, in part only, by the use of currency loans.

Credit risk (trade receivables)

The majority of sales of the Group to its customers are made on credit. It is Group policy that all customers
granted credit are subject to credit verification procedures. A rigorous system of credit control is agplied
and receivables are continually monitored. Bad debt provisions represented 5.6% of gross trade debtors at
the year end.

Principal risks and uncertainties

The Group has a large number of longstanding relationships with its customers, in many cases based on
medium to long-term contractual agreements. However none of our customers guarantees volume and
their individual requirements are subject to changes in consumer demand and/cr advertising spend. As a
result our markets afford limited forward visibility and ¢an be subject 1o significant short-term fluctuations

23




ST IVES pPLC ANNUAL REPORT AND ACCOUNTS 20056

in demand. Since all ocur production is bespcke, often on a just-in-time basis, we are not able to
manufacture any progucts for stock. As a result of these factors, utilisation of equipment and labour is
subject to significant seasonal and short-term variation.

Many of our competitors are not making economic returns ang a number cof them frequently offer prices
which cannot be sustained and which do not offer an adequate return on the investment which is needed
1o maintain, or even enhance, production efficiency.

In addition to risks outlined in the Business Review, other risks are those to which any business
employing significant numbers of both skilled and unskilled people and undertaking substantial capital
investment in a mature market are subject.

Critical accounting estimations

In the course of applying the Group's accounting policies the following estimations have been made
which could have a significant effect on the results of the Group, were they subsequently found to be
inappropriate.

fmpairment of goodwill

Determining whether goodwill is impaired requires an estimation of the value in use of the cash
generating units ('CGUs') for which goodwili has been identified. In arriving at the value in use an
estimation of the future cash flows of CGUs and selecting appropriate discount rates is required to
calculate present values. This process involves estimation. The carrying valug of goodwill at the balance
sheet date was £54.1 million {2005 — £53.9 million).

Retirement benefit obligations

The calculation of retirement benefit obligations requires estimates to be made of discount rates, inflation
rates, future salary and pension increases and mortality. The net liability recognised in the balance sheet
for retirement benefit obligations is £569.5 million (20056 ~ £66.6 million). Details of the assumptions made
are shown in note 23 of the consolidated financial statements.

Other accounting issues

The year as a whole was marred by the discovery during our year end process of sericus accounting
errors in the Point-of-Sale business, which were the subject of a Trading Statement made on 29 August
2006.

The errors arose from costs not being properly expensed, an overvaluation of work-in-progress, and
unrecoverable debtors. The errors mainty affected the results of the first half of the financial year and
totalled £2.8 million {before tax). The Group's profits for the year include the effects of these errors.

The circumstances that led to the errors and their subsequent discovery have been thoroughly
investigated. As a result, changes to our interna! control procedures have been, and are being, introduced.
These nges are explained in the report on Corporate Governance on pages 40 to 44,

Ray Morley
fFinance Director

10 QOctober 2006
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Executive Directors

Miles Emley - aged 57, Chairman. Previously with
UBS Philips & Drew Ltd and NM Rothschild & Scns
Ltd, Mr Emley joined the Company in 1992 as
Deputy Chairman and was appointed Chairman the
tollowing year. Mr Emley's role became part-time
from October 2005.

Wayne Angstrom — aged 67, Mr Angstrom jecined
the Group in 1991 after holding senior positions with
Maxwell Cemmunication Corp and 8 R Donneliey.
Appointed to the board in 1997, Mr Angstrom is
responsible for the Group’s commercial and
magazine printing interests in the USA.

Brian Edwards, FCA — aged 56, Managing Director
and with particular respensibility for Cemmercial
Preducts, jeined the Company in 1978 from Deloitte
& Touche, became Finance Director in 1988 and
Group Managing Director in 1991.

Non-Executive Directors

Dr David Wilbraham — aged 67, senior independent
non-executive director, was appointed to the board
in 1994. Dr Wilbraham, formerly Chief Executive
Officer and later Chairman of Hicksen Internaticnal
ple, currently holds non-executive directorships with
RPC Group Plc and Akers Bicsciences, Ing, an AlM-
listed company which designs and manufactures
rapid diagnostic testing products.

David Best, FCA — aged 56, formerly group finance
director of Xansa plc. Appointed to the board on
1 September 2006, Mr Best was previously finance
director of Lucas Management Systems Ltd after
holding various senior positions at Lockheed Martin
Corporation. Mr Best is Chairman of SHL Group plc
and also holds non-executive directorships with
Servista Lid, a private company in the software
development field, and Plasmon PLC, a technology
company specialising in archival soluticns,

Simon Marquis - aged 53, was appointed to the
Board in 2004. Mr Marquis has 30 years' experience
in the media and marketing industries: being
Chairman of ZenithCptimedia UK until 2006; and
currently Chairman of Evolutions Limited, the
National Readership Survey and the Media Circle.
He also serves as a non-executive director of Packet
Vision Limited.
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Patrick Martell — aged 42, was appointed to the
board in 2003. Mr Martell joined the Group in 1980,
was appointed a director of Clays in 1924 and
became its Managing Director in 2000. Mr Martell
was appointed Managing Director Media Froducts
in October 2006.

Ray Morley, FCA — aged 54, Finance Director, joined
Clays from Vickers pic in 1986 and was appointed to
the board in 1995. Mr Morley is also responsible for
Group purchasing and information technology.

Richard Stillwell — aged 57, is a practising barrister
and holds ncn-executive directorships with BBA
Group plc and Penna Consulting pic. Until 2000
Mr Stillwell was executive vice president of ICl plc,
where he had held various posts since 1974.
Mr Stillwell was appointed to the board on
1 September 2006.

Dame Sue Tinson - aged 63, was appointed to the
board in 2004, is a non-executive director of Chime
Communications plc and previously served on the
boards of ITV London and the Yorkshire Building
Society. Dame Sue has 40 years’ experience in the
media industry, much of it with {TN as Associate
Editor and Editor of ‘News at Ten’. She is a Feliow
of the Royal Television Society and a member of the
Multiple Sclerosis Society's Development Board.
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The directors present their annual report and the audited financizl statemaents for the fifty two weeks
ended 28 July 20086.

Activities

The activities of the Group cemprise book and magazine printing; printing for the multimedia and music
industries; direct response and general commercial printing; corperate and financial security printing;
and the provision of point-of-sale materials and services for major retailers and brands.

Principal activities and business review
A detailed review of the principal activities of the Group, the development of its business ang its future

orospects can be found in the Chairman’s Statement, the Business Review and the Financial Review
on pages 3 to 24,

Results and dividends

The Group profit for the year before taxation amounted to £22,570,000 {2005 — £20,239,000). The
directors propose a final dividend of 12.15p for each ordinary share payable on 8 December 2006 to
holders on the register at 10 November 2008. If approved, the fina! dividend will make total dividends
for the year of 17.15p per ordinary share:

£000
Ordinary dividends — interim 5,161
- proposed final 12,520

Share capital
Detalls of the Company’s share capital are set out in note 26 to the consclidated financial statements.

Substantial interests

As at 10 October 2008, the only notified share interests in excess of 3 per cent of the issued ordinary
share capital of the Company were as follows:

Number of
ordinary shares %
Silchester International Investors Limited and its subsidiaries 18,591,470 17.95
State Teachers’ Retirement System of Ohio 5,213,741 5.00
Prudential plc and its subsidiaries 5,131,001 5.00
Legal & General Groug plc and its subsidiaries 4,172,055 4.00

Directors

The present membership of the board is set out on page 25. The directors’ interests in shares of the
Company are set out on page 38 in the Directors’ Remuneration Report.
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Relations with customers and suppliers

St Ives deals with all of its customers and suppliers on an arms length, commercial, basis. St lves
applies ethical trading values that makes it & discipiinary offence for any employee or girector to offer
gifts, bribes, or clearly excessive entertainment to customers in order to secure work. Similarly,
employees and directors are not permitted to accept similar inducements from suppliers. St lves’
‘whistle blowing policy’ provides an avenue for detecting any breaches of its ethical trading policy.
Payment terms granted to cusiomers are negotiated according to the amount at risk and the financial
strength of the customer concerned. Work is either part billad as the work progresseas or is invoiced
when the work or service is completed. Ownership in the work does not pass until it is gaid for.
Where it is considered to be appropriate, long-term supply agreements of between one and three
years are secured for paper, ink and other consumables. In some cases the Group's interests are best
served by purchasing goods and services on an ad hoc basis rather than pursuant to a long-term supply
agreement. The Group’s Finance Director has overall responsibility for purchasing and reports to the
Company's board directors on a monthly basis. The Group may only be committed to agreements in
excess of twelve months' duration or having an annual value in excess of £2m with the autherity of
the Company's beard.

Customers have the final decisicn con which paper they wish their work to be printed and, indeed,
many of the larger publishers prefer to supply their own paper for us to use in producing their work.
St lves’ policy for retaining customers is to deliver consistency and reliability of service and guality:
none of our custemers is tied in 10 an agresment with us that cannot be terminated in the event of us
under-performing.

It is the Group's normal practice to agree terms of trading, including payment terms, with all suppliers.
Provided supgpliers perform in accordance with the agreed terms, it is the Group's policy that payment
shouid be made accordingly. The average creditor days outstanding at 28 July 2006 for the Group and
the Company were 54 and 24 days, respectively (2005 — 40 and 20 days).

Employees

The Group is an Equal Opportunities Employer and no job applicant or employee receives less
favourable treatment on the grounds of age, gender, maritat status, sexual orientation, race, colour or
creed.

It is the policy of the Group that disabled people, whether registered disabled or not, should receive
full and fair consideration for all job vacancies for which they are suitable applicants. Employees who
become disabled during their working life will be retained in employment wherever possible and will
be given help with any necessary rehabilitation and retraining. The Group is prepared to modify
procedures or equipment, wherever this is practicable, so that full use can be made of an individual's
ability.

A dignity at work policy operates to ensure, so far as is practicabie, that St lves provides a working
environment free from harassment and bullying and in which employees do not behave in a manner
which may be offensive to others.

Employees of the Company and its subsidiaries are regularly consulted by local managers and kept
informed of matters affecting them and the overall development of the Group.

Details of the Group's pensiocn schemes are set out in note 23 to the consolidated financial
statements; all of the schemes are independently managed. The Group's defined contribution scheme
is available to all eligible employees to join. The scherme was established in 2002 con the closure of the
former defined benefits scheme to new membership.

The investments of the Group's closed defined benefits scheme are managed separately, partly

27




ST IVES pLc ANNUAL REPORT AND ACCOUNTS 2006

DIRECTORS REPORT continved

10.

11.

28

Employees continued

passively and partly actively under the direction of a trustee company {'The Trustee’). The fund
managers of the actively managed portfclios are proscribed from hoiding any investment in the Group.
No fund manager is permitted by the Trustee to lend tc the Group. The number of directors of the
Trustee is split equally between member-nominated and Company-nominated trustee directors.

In respect of employment matters the Group uses statistics of accidents resulting in three days’ or
more absence and total number of working days lost from all accidents as key performance indicators
of the safety of its employees. In 20086 the total number of accidents which resulted in at least three
days’ absence sach was 53 (2005 - 67) and the number of days’ work lost from all accidents at work
was 605 days (2005 — 917 days).

St tves and the environment
The board has established an envircnmental policy which is implemented through the Group's existing
management structure. The policy ceoncentrates on achieving a deliverable improvement in
performance in consultation with suppliers, customers and employees. Specific areas targeted for
continuous attention include the adoption, where practicable, of processes which reduce the Group's
emissicns of volatile organic compounds, noise and dust, minimising and recycling of waste progucts,
recycling of water and securing reductions in energy consumption. The Group has made good
progress towards improving its performance in the areas identified for attention.
The targets set for the year to contain the net financial impact on the Group of the Climate Change
Levy have been met and new targets set for next year to try to recoup as much as we can from the
Levy.
As a Group the key performance indicators we use to measure our environmental performance are:
¢ Waste sent to landfill;
*  Water consumption; and
* Gas and electricity usage (‘'energy efficiency’)

— per square metre of substrate (usually, but not always, paper or beard).
in the year waste was reduced by 9.6 per cent; water consumption was reduced by 3.1 per cent; and
energy efficiency improved by 5.3 per cent ccmpared to the previous year's figures.
A number of individual targets are set con a site-by-site basis to improve the Group's overall
environmental performance and these are set out in the Greup's latest Environmental Report which is
available, on request, from the Company Secretary.

Political and charitable donations
The Group made charitable donations of £22,000 during the year (2005 — £11,000) principally to local

charities serving communities in which the Group operates. No political donations were made in either
year.

Special business

{a) Authority for the directors to aflot ordinary shares

At the Annual General Meeting of the Company held on 28 November 2005 the directors were
authorised, for the purpose of Section 80 of the Companies Act 1985 ('the Act’) 1o allot relevant
securities up to an aggregate of £3,780,000. This amount represents approximately one-third of the
issued ordinary share capital of the Company, together with relevant securities which may be issued
pursuant to outstanding options under the Group’s discretionary share option schemes and savings-
related share option schemes. A resolution will be proposed at the Annual General Meeting to renew
this authority.
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(b} Fartial disapplication of pre-emption rights

The Act requires that pre-emption rights must be applied to any issue of shares for cash unless
shareholders have given their consent to the waiver of such rights. A resoiution will therefore be
proposed at the Annual General Meeting 10 enable the directors to issue shares for cash {(other than
by way of a rights issue or pursuant 1o the Group's share option schemes) up to a maximum of
5,150,000 ordinary shares, representing approximately & per cent of the issued ordinary share capital,
without applying pre-emption rights.

Details of the Company’s autherised and issued share capital are set aut in note 26 to the consolidated
financial statements.

{c) Authority for the Company to purchase its own ordinary shares

At the Annual General Meeting of the Company held on 29 November 2005, the directors were
authorised on behalf of the Company to purchase the Company's ordinary shares on the London Stock
Exchange. A rescluticn will be proposed at the Annual General Meeting to renew this authority to
purchase up to 10,300,000 ordinary shares, being approximately 10 per cent of the issued crdinary
share capital of the Company. The directors will continue only to exercise such power if it is anticipated
that it would result in an increase in the earnings per share attributable to the ordinary share capital of
the Company and would be in the best interests of the shareholders generally. Save to the extent that
the directors may decide to treat any shares purchased under this resolution as Treasury Shares
{pursuant 1o the Companies {Acquisition of Own Shares} Regulations 2003), any shares so purchased
will be cancelled.

Auditors

The Audit Committee has considered both the effectiveness of the external audit and the objectivity
and independence of Deloitte & Touche LLP as the Company’s auditors in the light of their internal
quality and control procedures, the promptness and accuracy of their work, and other services
obtained from them.

As a result of this review, the Audit Committee recommended to the board that Deloitte & Touche LLP
be re-elected and a resolution to re-appoint them as the Company's auditors will be proposed at the
forthcoming Annuat General Mesting.

Shareholder relations

The board attaches considerabie importance to the maintenance of good relationships with
shareholders. Effective two-way communication with institutional shareholders and analysts is
established through regular presentations, sometimes at production sites, involving the Chairman,
Group Managing Director and Group Finance Director. Major shareholders are given the opportunity to
meet with the non-executive directors.

The Annual General Meeting is regarded as an opportunity to communicate directly with shareholders
and the chairman of the Audit and Remuneration Committees is availabie at the Annual General
Meeting to answer shareholders’ questions. The Notice of this year's Annual General Meeting has
been circulated more than twenty working days prior to the meeting, in accordance with the Combined
Code.

Gaoing concern

After making enguiries, the directors consider that the Group has adequate resources and borrowing
facilities to continue in operational existence for the foreseeable future. Consequently, they have
continued to adopt the going concern basis in preparing the financial statements.
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DIRECTORS REPQRT continued

15.

16.

30

Statement of directors’ responsibilities

The following statement is made for the purpose of clarifying for shareholders the respective
respensibilities of the directors and the auditors in the preparation of the accounts. The auditors’
respeonsibilities are contained within their audit report on pages 45 and 46.

In accerdance with the Act, the directors are required to prepare financial statements for each financial
year which give a true and fair view of the state of affairs of the Company and the Group at the end
of the financial year and of the profit or loss of the Group for the year. The directors have chosen to
prepare accounts for the Group in accordance with [FRS and for the Cempany in accordance with
United Kingdom Generally Accepted Accounting Practice. The directors censider that in preparing the
financial statements, the Group has used appropriate accounting pelicies, consistently applied and
supported by reasonable and prudent judgements and estimates, and that all applicable accounting
standards have been followed.

The directers have responsibility for ensuring that the Group keeps accounting recerds which disclose
with reasonable accuracy, at any time, the financial position of the Company and the Group enabling
them to ensure that the financial statements comply with the Act. The directors are also responsible
for the Group's systems of internal control and they have a general responsihility for taking such steps
as are reasonahly open to them to safeguard the assets of the Group and to prevent and detect fraud
and other irregularities.

Directors’ disclosures to the auditors

United Kingdom company law (Section 2347A of the Act) now also requires each director to make an
individua! statement regarding the disclosure of information to the auditors. The statement must
confirm that as at the date of this report and as far as the director is aware there is no relevant audit
information of which the Company’s auditors are unaware; and that the director has taken all the steps
hefshe ought to have taken in order to make himself/herself aware of any relevant audit information
and to establish that the Company’s auditors are aware of that information. A director is deemed to
have taken all the steps necessary that he/she ought to have taken if he/she has made such enquiries
of his fellow directors and of the Company's auditors for that purpose, and taken such other steps, if
any, for that purpose as are required by his/her duty as a director of the Company to exercise due care,
skili and diligence. All of the directors of the Company as at 10 October 2006 have provided such a
statement to the Company. The Company's auditors have been advised that confirmation has been
given and should be interpreted in accordance with the provisions of Section 234ZA of the Companies
Act 1985,

Approved by the board of directors
and signed on its behalf by

o

%/)\

Philip Harris
Secretary

10 October 2006
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DiReEcCTOoRs’ REMUNERATIGN REPORT

This report, approved by the board, has been prepared by the Remuneration Committee of St lves plc (‘the
Committee’) in accordance with the Companies Act 1985 (‘the Act) as amended by the Directors’
Remuneration Report Regulations 2002 and the Listing Rules of the Financial Services Authority.

Information relating to remuneration of the directors on page 35, directors’ pension entitlements on page 36
and directors’ share options on pages 37 and 38 has been audited.

Policy on directors’ remuneration

The board is respcnsible for setting the Company's pclicy on directors’ remuneration in respect of the
2005/2006 financial year and future years and the role of the Committee, inter alia, is to apply the Company’s
policy and decide on the remuneration of each executive director. No director is involved in determining his
or her own remuneration.

The primary objectives of the Company'’s policy on executive directors’ remuneraticn are firstly, that it should
be structured so as to attract and retain executives of a high calibre with the skills and experience necessary
to develop the Company successfully and, secondly, tc reward them in a way which encourages the creation
of value for the shareholders. The setting of appropriate targets for executive directors, which have to be
achieved for them to earn a performance-related bonus, and the determination of their overall remuneration
package is undertaken annually by the Committee. Targets may be adjusted, where appropriate, to take
account of any change in the issued share capital of the Company. it is the Company’s policy that a bonus
shall not exceed 75 per cent of the executive's basic pay for the year in question and shalt not qualify for
pension benefits. The Committee periodically considers available remuneration and benefits data relevant 1o
UK public companies and others in the same business sector as the Company. The Company’s policy on
setting non-executive directors’ remuneration is to offer a director's fee sufficient to atiract and retain
individuals of appropriate calibre such that they are able tc apply an independent view based on their
experience and skills. Non-executive directors may not participate in the Group's share option schemes, nor
in any long-term incentive plan.

it is the Company’s policy that executive directors should serve under rolling service contracts of twelve
months' duration or less and that there should be no special provisions for compensation in the event of
termination. The appropriateness of this pclicy was reconfirmed during the year. Payment in lieu of any
unworked notice on termination of service shall therefore be a matter of negotiation between the parties.
The pelicy on nen-executive directors’ letters of appointment is that they shall be for an initial period of no
more than three years, but subject to a month’s notice at any time and retirement by rotation at Annual
General Meetings of shareholders. Directors may accept appointments outside the Company provided that
the permission of the board has been cbtained and that fees from alt such appointments held by full time
executive directors shall be accounted for to the Company.

Details of the executive directors' service contracts and nen-exgcutive directors’ letters of appointment are
shown on pages 34 and 35.

During the year the Committee, having satisfied itself that New Bridge Street Consuitants LLP {{NBSC') had
no other connections with the Company which would prejudice their independence, retained and drew on
advice and assistance from NBSC. The Committee also sought and obtained, when appropriate, advice and
assistance from the Chairman of the Company and the Company Secretary in connection with carrying out
its business.

After taking advice from Punter Southall & Co. Limited, consulting actuaries, on the effects of changes to the
legislation on pensions taxation made in April 2006, the Remuneration Committee agreed to adopt a policy
that any employee electing to register for ‘enhanced protection’ under the new legislation should be offered
additicnal salary to replace future pension accrual, but with no overall increase in the Company's costs.
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DIRECTORS REMUNERATION REPORT continued

Components of directors’ remuneration

The executive directors’ remuneration consists of five components: basic salary; performance-related bonus;
benefits in kind and pensions arrangements; share options; and participation in the Group's Eguity
Partnership Plan {{EPP’).

Basic salary
Each director is paid an annua! basic salary, which is reviewed annually by the Committee to ensure that it
suitably reflects the executive’s experience, responsibility and market vaiue.

Performance-related bonus

The Committee sets objectives annually relative to the perfermance of the Group, operating unit or individual
as apgpropriate, as an incentive to the executive directors to achieve relevant and demanding targets for the
forthcoming financial year. For 2006/2007 the Committee has set an incentive for the executive directors to
achieve a targeted profit for the Group before taxation, goodwill amaertisation and exceptiona! items calculated
by reference to the results of each quarter and the year as a whole. In the event that the bonus earned
exceeds 20 per cent of basic salary, one third of the whole of the bonus shall be satisfied in the form of shares,
which will vest in October 2010. The bonus which may be earned by Wayne Angstrom is also partly
dependent on the USA segment meeting or exceeding its profit before interest target for 2006/2007. In
circumstances it considers to be appropriate, the Committee may award a discretionary performance-related
bonus to a director. Patrick Martell was awarded a discretionary bonus in respect of 2005/2006 of £67,500.

Benefits in kind and pension arrangements
Executive directers receive benefits in kind, which may include the provision of a car, fuel and medical costs
insurance or the cash equivalent.

Brian Edwards, Patrick Martell and Ray Morley each participate in the Group’s defined benefits pension
scheme, which has a normal retirement age of 65. Wayne Angstrom participates in a Section 401(k) Plan set
up in the USA for the benefit of employees of St Ives Inc. Miles Emley joined the Company after the
imposition of the Inland Revenue earnings cap introduced by the Finance Act 1989. In his case, the Company
contributed until 6 April 2006 to a Funded Unapproved Retirement Benefits Scheme, a Self Invested
Personal Pension and life assurance cover. These arrangements were made for the purpose of providing
pension and death in service benefits for Miles Emley and his dependants, as nearly as is practicable,
comparable to those of his colleagues who are contributory members of the Group's defined benefits
pension scheme. Following the introduction by the Government of significant changes to the tax treatment
of pensions from & April 2006 Miles Emley applied for ‘enhanced protection’ in respect of his accrued
benefits at that date and accepted an offer by the Company of additional salary in lieu of the Comgany's
regular contributions to his pension arrangement with the Company continuing tc maintain fife assurance
cover.

Share options

Executive directors and certain members of senior management have, in the past, heen granted share
options under the Group's discretionary share option schemes. These share options were not granted at a
discount and, therefore, as is proper were intended to reward management in the event that shareholders
were rewarded, but not otherwise. As a result of the adoption of the Executive Share Option Scheme (20071
Scheme’) no options have been granted under any of its predecessor schemes since 28 October 1999. The
Company's policy is to grant options to executive directors at the discretion of the Committee up to an annual
maximum of 150 per cent of basic salary (400 per cent in exceptional circumstances). It is also the
Company’s policy normally to phase the granting of share options, rather than to award them in a single large
block to any individual. The Committee decides on an appropriate perfermance conditicn which has to be
satisfied before options can normally be exercised. The Company decided in 2004 that no further options

32




ST IVES pLCc ANNUAL REPORT AND ACCOUNTS 20068

subject to re-testing would be granted. Details of options granted to directors under the Group's discretionary
share option schemes are given in the table of directors’ share options on pages 37 and 38. The Committee’s
view on what it decided to be appropriate bases for setting performance conditions at the dates of grant is
set out below. Ng options have been granted since 21 October 2004,

Options granted under the 2001 Scheme priar to 21 October 2004 can only be exercised if, after a period of
between three and five years commencing from a base year (which is the financial year ending immediately
prior to the date of grant), socme or all of the following are satisfied: 25 per cent of any option may be
exercised in the event that the Company's Earnings Per Share before exceptional items and goodwill
amortisation ('EPS’) growth has exceeded the UK's Retail Prices Index {'RP!'), plus at least 3 per cent per
annum compound since the base year; RP) plus at least 4 per cent over the same period must be achieved
to exercise the next 25 per cent of the grant; RPI plus at least 5 per cent for the third 25 per cent and RPI
plus & per cent for the final 25 per cent cf the grant tc be exercisable. To the extent that the foregoing
performance conditions are not satisfied by the fifth anniversary of grants made in 2002 and 2003, and by
the third anniversary in the case of grants made in 2004 (which are not subject to re-testing), the options
lapse. No options granted under the 2001 Scheme have vested to date.

Options granted to the executive directors and outstanding under the discontinued 1995 and 19922 Schemes
will not vest unless a performance condition is satisfied, which is an increase in EPS on average of not less
than 2 per cent per annum above RPl over a period of at least three years.

Options granted under the 1295 Scheme on 28 October 1999 and options granted under the 1892 Scheme
on 17 October 1996 will lapse on 27 October 2006 and 16 October 2006 as the respective performance
conditions in relation to these grants have not been met,

Under the 1935 Scheme, options can only be exercised between the third and seventh anniversary of grant
and between the third and tenth anniversary of grant in the case of the Group's other discretionary schemes.

Executive directors may participate in the Company’'s savings-related share option schemes.

Long-term incentive plan

Executive directors and certain members of senior management may be invited to participate in the EPP.
Under the terms of the invitations made to date and having purchased St Ives plc shares on the open market
and deposited them with an Employee Benefit Trust, the participants potentially gualify for an award of free
matching shares, in the ratio of between 0.5:1 (if three years” EPS growth from the base year is RP! plus
1 per cent per annum, compound} and 3:1 (if EPS growth from the base year is RPI plus 8 per cent per
annum, compound). No participant may invest at each invitation in excess of the equivalent of 50 per cent
of his basic salary in shares deposited with the Employee Benefit Trust. The level of match will be
determined on a straight-line basis if the Company’s EPS growth over the three-year pericd falls between the
two points. There will be no re-testing of performance following the end of the three-year period. No
invitations have been made under this scheme since November 2005 and none of the directors have any
outstanding entitlements to free matching shares under the terms of the EPP.

The performance conditions

On page 39 of this report, a graph is included illustrating the Company's Total Shareholder Return (' TSR') over
the past five years, compared with that of the FTSE 350. Shareholders will, however, note that this
performance measurement has not been adopted by the Committee for determining the extent to which
options may be exercised or matching share awards taken up under the Company’s share option schemes
and the EPP. The Committee considers that, s¢ far as the shareholders are concerned, the directors’ primary
objective should be the delivery of sustained, long-term real growth in EPS and that it is approgriate therefore
that this is the measure which shouid be applied to the exercise of options and award of matching shares.
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DIRECTORS® REMUNERATION REPORT continued

The performance conditions continued
The Committee continues to favour real EPS growth rather than TSR for the following reasons:

a) TSR is an unreliable measure because it is highly dependent on the Company’s share price
performance and is outside the control of the participants:

b} the interests of shareholders, whao lock for sustained financial performance and strong cash flow, may
not be best served if the directors actively seek ways cf affecting the short-term share price; and

c) the Committee does not favour a criterion (whether EPS or TSR based) that is dependent on
performance relative to a group of comparators because (i) there are no listed companies of
comparabie size trading in the Company’s markets; (i) while it would in theory be possible to treat the
FTSE 350 as a single comparator group, the Committee believes that to do so would dilute the
incentive inherent in the Company’s real EPS increase if it were referenced to the performance of a
remote group of non-competing companies with no direct relevance to the Company’s business. The
board seeks to deliver long-term sustainable growth in earnings, employing consistently applied and
appropriately prudent accounting policies.

The Committee will take account, at the appropriate time, of the effects of International Accounting
Standards on the perfarmance conditions hefore deciding on whether options should vest.

Directors’ contracts
Details of the directors’ contracts are disclosed beiow and brief biographical details are set out on page 25.

In accordance with the hoard's policy on directors’ remuneration, none of the contracts includes specific
provisions for compensation on early termination by the Company.

Directors’ contracts and letters of appointment are available for inspection in accordance with Provision A4.4
of the Combined Code.

Unexpired term/

Executive Date of contract notice period
Wayne Angstrom 1 October 1997 3 months
Brian Edwards 3 October 1985 6 months
Miles Emley 18 January 2006 12 months
Patrick Martell 1 August 2003 12 months
Ray Morley 5 May 1992 12 months
Date of letter
Non-executive of appointment
Simon Marquis 5 December 2003 None
Dame Sue Tinson 5 December 2003 None
David Wilbraham 1 August 1984 None

In accordance with the Company’s Articles of Association Patrick Martell and David Wilbraham each retire by
rotation at the forthcoming Annual General Meeting and, being eligible, offer themselves for re-glection.
David Wileraham, independent non-executive director who served on the Audit and Remuneration
Committees throughout the year, has held office for more than nine years. The directors have set out, on
page 40, their reasons for recommending his re-election.

David Best and Richard Stillwell, having been appointed to the board as non-executive directors on
1 September 2006, each offer themseives for election, which the board fully supports. Each has been
appointed for an initial period of twelve months in a letter of appecintment dated 311 August 2006. They were
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recruited in accordance with the process set out in the board's compliance staterment on page 40 after
selecting The Zygos Partnership to assist in their recruitment. Both were appointed to the Audit and
Remuneration Committees with effect from 1 September 2006.

Directors’ remuneration

The total amounts for directors’ remuneration were as follows:

2006 2005
£008 £:000
Emoluments 1,262.3 1,323.8
Gains on exercise of share options - 8.2
Maoney purchase pension contributions 141.8 117.7
Total remuneration 1.504.1 1,449.7
Brian Edwards is the highest paid director in the Comgany.
Individual directors” emoluments from the Group were as follows:
Benefits __Total emeluments
Basic salary/fee Bonus in kind 2006 2005
£'000 £000 £000 £008 £000
Executive
Wayne Angstrom 188.1 - 10.2 198.3 194.4
Brian Edwards 3141 - 219 336.0 274.2
Miles Emley 243.4 -~ 29 248.3 291.8
Patrick Martell 207.8 67.5 - 2715.3 2926
Ray Morley 200.6 - 1.0 2018 185.8
Non-Executive
Lorraine Baldry 15.0 - - 15.0 20.0
Simon Marguis 27.5 - - 215 20.0
Dame Sue Tinson 27.b - - 215 20.0
David Wilbraham 348 - - 348 250
1,258.8 67.5 36.0 1,362.2 1,323.8

The basic salaries of Patrick Martell, Ray Morley and Miles Emley include additional payments of £13,838,
£13,056 and £12,183, respectively (2005 - £13,839, £13,056 and £nil, respeactively), which is not included
when calculating their pensionable salary and bonus entitlements, in lieu of the provision of a car and fuel
benefits.

During the year Miles Emley received a fee of £27,500 fram Woiverhampton & Dudley Breweries plc for his
services as non-executive director.
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Directors’ pensions
The directors’ entitiements from the Group's defined benefits pension scheme are disclosed below:

Increase in
transter value Transfer value
Transfer value of accrued pension during the of increase in Accumulated total accrued pension
(Note 1} year less Increase in  accrued pension Note 3
e ) - di / accrued pensi less directors’ o T
#1258 July 2005 at 29 July 2005  contributions  during the year contributions at M July 2006 at 29 July 2005
{Notg 1} {Mote 2} {(Note 1)
Py £'000 £000 000 p.a. £000 ol pe £000 p.a.
Brian Edwards 0008 1,475 4957 28.9 333.4 162.0 129.6
Patrick Martell 465.8 348.9 104.2 11.9 68.4 67.7 54 4
Ray Morlay 10T 840.9 217.9 10.6 106.9 928 80.1
Notes
1. The transfer values have been calculated on the basis of actuarial advice in accordance with Professional Guidance Note GN11. The transfer values

disclosed above do not represent a sum paid or payable to the individual director. Instead they represent a potential liability of the defined tenefits
pension scheme.

2. The increase in the accrued pension during the year shown above excludes any increase arising from the statutory revaluation in deferment up
to nermal retirement age. The inclusion of the statutory revaluation in deferment up 1o normal retirement age would have the etfect of increasing
the accrued pension during the year 10 £32,407 per annum for Brian Edwards, £13,373 per annum for Patrick Martell and £12,741 per annum for
Ray Morley.

3. The accumulated total accrued pension entittements shown are annual amounts at retirement calculated on service completed to the refevant
year end. This was 21 years 9 months, including 4 years 6 months’ service purchased from transfers-in 10 the Company’s defined benefits pension
scheme, In the case of Brisn Edwards; 21 years 4 months including & years 2 months’ service purchased from transfers-in to the Company’s
defined benefits pension scheme, for Patrick Martell; and 22 years ncluding 2 years 1 month's service purchased from a transfer-in to the
Companry's defined benefits pension scheme, for Ray Morley.

4 Member contributions were payable in the year by the directors under the defined benefits pension schame. Additional voluntary contributions
paid and any benefit arising are not included in the above tables.

Pension contributions made by the Company to defined contribution schemes in respect of executive
directors are shown below. In the case of Miles Emley this sum includes a salary payment of £33,140
{2006 - £32,9980) made in addition to basic salary which, after tax, offsets the income tax and national
insurance contributions payable by the director on the Company’s contributions to a Funded Unapproved
Retirement Benefits Scheme.

205 2005

£000 £1000
Wayne Angstrom 1.8 6.3
Miles Emley : 140.0 111.4

141.8 117.7
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Directors’ share options

Details of the directors’ share ogtions, including awards made under the Group's EPP which lapsed on
25 May 2006, are shown below. All options were granted for nil consideration.

Date

Wayne Angstrom of grant
Executive share cptions
1892 Scheme 21 Dec 1995
1892 Scheme 17 Oct 1996
1995 Scheme 17 Nov 1998
1995 Scheme 28 Oct 1999
2001 Scheme 30 Oct 2002
2001 Scheme 30 Oct 2003
2001 Scheme 21 Oct 2004
EPP
2001 Plan 26 Nov 2002
Brian Edwards
Executive share options
1995 Scheme 17 Nov 1998
1995 Scheme 28 Oct 1999
2001 Scheme 30 Oct 2002
2001 Scheme 30 Oct 2003
2001 Scheme 21 Oct 2004
EPP
2001 Plan 26 Nov 2002
Sharesave options

19 June 2002
Miles Emley
Executive share options
1995 Scheme 28 Oct 1999
2001 Scheme 30 Oct 2002
2001 Scheme 30 Oct 2003
2001 Scheme 21 Qct 2004
EPP
2001 Plan 26 Nov 2002

Sharesave options
11 June Z0O1
19 June 2002

Number of options

Exercised Lapsed Granted
29 July during during during 28 July
2005 year year year 2068
20,000 - {20,000) - -
10,000 - - - 3,600
20,000 {20,000 - -
25,000 - - - 25,000
37,500 - - - 37,5060
35,000 - - - 35,000
40,00C - - - 44,500
80,265 - {80,265} - -
267,765 {120,265} - 147,500
40,00C - {40,000) - -
35,000 - - - 35000
50,000 - - - 0,000
42,500 - - 42,500
50,000 - - - 50,060
95,574 - (95,674) - -
1,904 - - - 1,804
314,978 - {135,574} - 178,404
40,000 - - - 403,000
55,000 - - - 58,000
45,000 - - - £5,000
58,000 - - - £5 0G0

79,833 (79,833) -
2,052 - - - 2052
1,320 - - - 1.320
278,205 - (79,833) - 198,372

Exercise
price
pence

4565.34
468.33
320.84
568.00
315.00
426.84
345.25

nil

320.84
558.00
315.00
428.84
345.25

nit

431.00

558.0C
315.00
426.84
34525

nil

411.0C
431.00

Date from
which
exercisable

21 Dec 1998
17 Oct 1999
17 Nov 2001
28 Oct 2002
30 Oct 2005
30 Oct 2006
27 Oct 2007

26 Nov 2005

17 Nov 2001
28 Oct 2002
30 Oct 2005
30 Cct 2006
21 Oct 2007

26 Nov 2005

1 Aug 2007

28 Cct 2002
30 Oct 2006
30 Cct 2006
21 Qct 2007

26 Nov 2005

1 Aug 2006
1 Aug 2007

Expiry
date

20 Dec 2005
16 Oct 2006
16 Nov 2005
27 Oct 2006
29 Oct 2012
28 Oct 2013
200ct 2014

25 May 2006

16 Nov 2005
27 Oct 2006
29 Cet 2012
29 Cet 2003
20 Oct 2014

25 May 2006

31 Jan 2008

27 Oct 2006
29 Oct 2012
29 Oct 2013
20 Oct 2014

25 May 2006

31 Jan 2007
31 Jan 2008
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Directors’ share options continued

Number of options

Exercised Lapsed Granted Exercise Date from
Date 29 July during during during 28 July price which Expiry
of grant 2005 year year year piced pence exercisable date
Patrick Martell
Executive share options
1995 Scheme 17 Nev 1998 10,000 - (10,000 - - 320.84 17 Nov 2001 16 Nov 2005
1995 Scheme 28 Oct 1999 10,000 - - - 10,000 568.00 28 Gct 2002 27 Oct 2006
2001 Scheme 30 Oct 2002 30,000 - - - 23,000 316.00 30 Oct2005 2% Oct 2012
2001 Scheme 30 Oct 2003 35,000 - - - 35,000 42684 300ct 2006 29 Oct 2013
2001 Scheme 21 Oct 2004 40,000 - - - 40,000 34525 21 Dct 2007 20 Oct 2014
EFPP
2001 Plan 26 Nov 2002 19,859 - (19.859) - - nil 26 Nov 2005 25 May 2006
144,959 - {29,959) - Pinn0
Ray Morley
Executive share options
1996 Scheme 28 Oct 1999 20,000 - - - 20,008 5568.00 28 Oct 2002 27 Oct 2006
2001 Scheme 30 Oct 2002 35,000 - - - 35,0440 315.00 30 Oct 2005 29 Oct 2012
2001 Scheme 30 Oct 2003 35,000 - - - 35,000 426,84 30 Oct 2006 29 Oct 2013
2001 Scheme 21 Oct 2004 40,000 - - - 40,000 34525 21 0ct 2007 20 0ct 2014
EPP
2001 Plan 26 Nov 2002 63,864 - {63,864) - - nil 26 Nov 2005 25 May 2006
Sharesave options
5 June 1998 2,735 - (2,735) - - 40200 1 Aug 2005 31 Jan 2008
186,698 - {66,598) - 30,0600

No options were exercised by the directors during the year.

Directors’ share interests
Directors’ share interests (as defined by the Act) on 28 July 2006 and 28 July 2005 in 10p ordinary shares of
the Company were as follows:

22 July 20048 29 July 2005
Executive

Wayne Angstrom 126,768 128,755
Brian Edwards 515,117 515,117
Miles Emley 105,884 105,884
Patrick Martell 5,653 6,653
Ray Morley £.882 31,220
Non-executive

Dame Sue Tinson 2,000 2,000
Simon Marquis - -
David Wilbraham 15,004 15,000

All the above share interests were held beneficially and there has been no change to these, nor to the
directors’ share options, between the year end and 10 October 2006.

The market price of St Ives plc ordinary shares of 10p each at 28 July 2006 was 206p and the range during

the financial year was 200p to 400p.
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A comparison of the Total Sharehclder Return of the Company compared with the Total Shareholder Return
for the FTSE 350 over the past five years is shown belew, and is included in this report pursuant to the
requirements of the Directors’ Remuneraticn Report Regulations, 2002,
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Approved by the board of directors

and signed on its behalf by

-

Philip Harris
Secretary

10 October 2006
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CORFORATE GOVERNANCE

Compliance statement

In the opinicn of the boarg the Company has, with the excepticn of Provision A4.1 (formation of
Nomination Committee), throughout the year complied with the Provisions of the Combined Code on
corporate governance published by the Financial Reporting Council in July 2003 {'the Code"). The board has
not formed a Nomination Committee and applies an alternative process for the seiection of new directors
tc the board. The full board initially settles in each instance on a candidate profile. The full board then forms
a panel of directors, comprising those directors the board decides are best suited to the circumstances.
This panel first selects a recruitment consultant and then agrees on a iong listing of applicants, conducting
initial interviews and agreeing a short list of prospective directors for further interview. All directors then
participate in interviewing prospective directors, whether executive or non-executive, prior to selecting the
preferred candidate.

The following section describes how the beard has applied the other Principles and Supporting Principles
contained in the Code and, where appropriate, has adopted elements of corporate governance 'good
practice’.

Board of directors

Throughout the year the board consisted of five executive directors, inciuding the Chairman and between
three and four independent non-executive directors. From the beginning of the year until the retirement of
Lorraine Baldry at the end of February 2006, four independent non-executive directors served. The board
considers that this temporary imbalance between executive and non-executive directors did not adversely
affect its control and direction of the business during this period. On 1 September 2006 the board appointed
David Best and Richard Stillwell as non-executive directors. This has resulted in an imbalance in the number
of non-executive directoers in relation to the number of executive directors, (excluding the Chairman). The
board will continue to keep this under review.

The board meets at regular intervals and is responsible to the shareholders for averall Group strategy,
acquisitions and divestments, major capital projects and financial matters.

Excluding ad hoc meetings to deal with procedural matters, the board met ten times during the year in the
normal course of business. With the exception of Wayne Angstrom, Brian Edwards and Sue Tinson, gach
of whom was unable to attend one board meeting, each director attended every board meeting during the
year. All the directors attended an additional board meeting which was held during the year to discuss
strategic issues and board succession.

It is the opinion of the board that, throughout the year, each of the Company’s non-executive directors was
independent for corporate governance purposes and free from any business or other relationship which
could materially interfere with the exercise of his or her judgment. In reaching this opinion the board has
carefully considered the balance between applying ‘'good practice’ and what it believes is in the
shareholders' best interests. David Wilbraham has served on the board for more than nine years. The
board's view is that David Wilbraham continues to display every quality of independence in carrying cut his
responsibilities as a non-executive director. He is prepared to challenge others” assumptions and
viewpoints, guestions intelligently, debates constructively and has developed a sound understanding of the
Group's business which, allied to his independence of judgment, serves sharehclders’ interests well. The
board has concluded that, notwithstanding his length of tenure, David Wilbraham continues to be
independent. The non-executive directors each have a clear understanding of their roles and
responsibilities, which are appropriately documented. The non-executive directors met during the year,
without the Chairman being present, and appraised the Chairman's performance. The non-executive
directors also met separately with the auditors. David Wilbraham fulfilled the role of Senior independent
Director throughout the year.
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During the year the board carried out a revisw of matters reserved to it for decision. These matters include
the appreval of annual budgets of individuai trading subsidiaries, major individual items of capital
expenditure, acquisitions and major procurement and supply contracts; the management of risks likely to
disrupt the ability of the Group or any subsidiary to carry on business or which might damage the reputation
of the Group as a whele in the eyes of its shareholders or the general public; and the management of
matters which might result in & substantial unplanned financial risk to any subsidiary.

The beard also reviewed the list of matters delegated to the Group’s executive committee and its role.
Previously the executive committee had been attended by the parent board executive directors, the
Company Secretary, the Group's technical director and director of personnel. Within defined limitations it
had authority 1o decide on items of capital expenditure, commitments to customers and suppliers, etc,
without further reference to the board. It also reviewed matters beyond its authority prier to reference io
the board for decision. During the year, in recognition of the benefits which would accrue from a regular and
structured exchange of knowledge on sales issues, the forum of senior executives was reformed and re-
directed. A new sales forum, to be attended by the executive directers and divisional managing directors,
the Group's sales director, its new business development director, technical director and Company
Secretary was formed in October 2005. The forum focuses on developing additional value-added services,
fostering intra-groug trading, co-ordinating divisions’ joint selling approaches to prospective customers and
monitoring the performance of the newly-established Group Sales team referred to on page 12 of the
Business Review.

The directors consider themselves coilectively responsible for ensuring that risks arising from social,
environmentat and ethical factors and the health and safety of the Group’s employees are suitably managed
and are referred 1o the board, as necessary. The board has identified and assessed those regulatcry,
financial, social, envircnmental and ethical issues which may present a significant risk to the business.
The board has established a process, led by the Chairman, for the evaluation of the beard, its committees
and individual directors. These evaluations were carried out during the year and resultant recommendations
were considered by the board during the year and implemented. After conducting a review of the
membership of the board and its principal committees the board decided that although the make up of each
was appropriate to the business of the Group it would be of benefit to appoint two new non-executive
directors to the board to create flexibitity for future succession planning and to medify the responsibilities
and duties of the executive committee so that it was more focused on the development of cross-selling
between St lves' businesses and the monitoring of the Group’s centralised sales function which has been
developed during the vear.

The roles of Chairman and Managing Director are separate and distinct and have been so since the
Company first obtained a Listing on the London Stock Exchange in 1985. An appropriate division of
responsibilities between the two has been set out in writing and agreed by the board.

Miles Emley holds an external non-executive directorship with Wolverhampton & Dudley Breweries plc
{W&DB"). Until 30 September 2005 the Cempany was paid by W&DB for providing Miles Emley’s services
to them. The payment made direct by W&DB to Miles Emley from the time he became a part-time director
with the Company is disciosed in the Directors’ Remuneration Report.

All directors have full and timely access to all relevant information needed to enable them properly to
discharge their responsibilities. The procedure for directors to seek independent professicnal advice in the
furtherance of their duties and to be reimbursed their reasonable legal fees was reconfirmed during the
year, as was the right of sach to have access te the advice and services of the Company Secretary. All
directors also have unrestricted access to other executives within the business to discuss any matter of
concern 1o them. Senior executives within the Group make regular presentations to the board on issues
affecting their businesses, future challenges and how they propose to address them,
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CORPORATE GOVERNANCE continved

Board of directors continued

On appointment, each director receives an induction appropriate to their previous experience as a director
and their knowledge of the industry.

The Company's Articles of Association require all directors to retire and offer themselves for re-appointment
by shareholders at least once every three years.

Board commitiees

Separate Audit and Remunaration Committees of the board exist, each with written terms of reference
which were reviewed and revised during the year. Copies of these terms of reference can be obtained from
the Company Secretary and may be viewed on the Group's corporate web site (www.st-ives.co.uk}.

The Company Secretary acted as secretary to these committees and ensures that committee members

receive agendas and papers in advance of each meeting so that they are adequately prepared to transact
the business in hand.

Audit Committee

During the year the Audit Committee has been made ug sclely of independent non-executive directors:
David Wilbraham (Chairman), Simon Marquis and Sue Tinson. Lorraine Baldry served until she retired on
28 February 2006. The board is of the opinion that throughout the year the Audit Committee had sufficient
relevant financial experience. On 1 September 2006 David Best and Richard Stillwell were appointed to the
Committee.

The Committee met four times during the vear, all of which were attended by all members of the

Committee for the time being, save for one meeting, held on 18 January 2008, which was not attended by

Sue Tinson. In the opinion of the board the Committee met sufficiently frequently to properly discharge its

business.

During the year the Audit Committee:

— reviewed the annual internal contro! reviews performed by the Group's operating sites and the controls
over key business risks;

— agreed the scope of the audit;

— reviewed the independence of the auditors, their performance, recommended the auditors'
reappointment and approved the auditors' fees;

— reviewed the audit findings;

- reviewed matters relating to the introduction of internaticnal Financial Reporting Standards;

— considered the benefits of an internal audit function;

— reviewed the Group's 'whistle-blowing' policy; and

— conducted a formal evaluation of its effectiveness in delivering against its terms of reference.

The members of the Audit Committee have been given specific approval by the board to meet with the

Group's auditors whenever they, or the auditors, consider it appropriate. The Group Chairman and the

Finance Director were also invited to attend some of the meetings to ensure that Cemmittee members

were fully informed and supported in carrying out their duties.

Remuneration Committee
During the year the Remuneration Committee has been made up solely of independent non-executive
directors: David Wilbraham {Chairman), Simon Marquis and Sue Tinson. Lorraine Baldry served until she

retired on 28 February 2006. On 1 September 2006 David Best and Richard Stillwell were appointed to the
Committiee. The Committee met four times during the year. With the exception of one meeting, from which
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Lorraine Baldry was absent, the meetings of the Committee were fully attended. In the opinion of the board
the Committee met sufficiently frequently to properly discharge its business.

During the year the Committee:

— agreed revised remuneration and employment terms of Messrs. Edwards, Emley and Martell following
the board’s decision to restructure the management of the Group in October 2005 into three segments;

— considered the implications of "A" Day cn senior executives’ pensions;

— agreed the executive directors’ and senicr execuiives’ basic salaries and bonus arrangements for
2006/2007; and

— conducted a formal evaluation of its effectiveness in delivering its terms of reference.

Internal control
This report covers the year under review and the period up to the date of this annual report.

The bcard is respensible for the Group's system of internal control, including financial, operational and
compliance controls and risk management, and for reviewing its effectiveness. A workable and realistic
system can only be designed to manage and mitigate, rather than eliminate, the risk of failure to achieve
business cbjectives and, therefore, can only provide reasonable and not absolute assurance against material
misstatement or loss. At the year end, as part of the Group's normal internal review process and
subsequent investigation, a number of serious accounting errors in the Point-of-Sale division were revealed.
These errors, totalling approximately £2.8m (before tax), consisted of certain costs not being properly
expensed, work-in-progress being overvalued and unrecoverable debtors being incorrectly accounted for at
value. An extensive review of the records identified that the errors mainly affected the results in the first
half of the financial year. The Group's cash position was unaffected by these failures to apply the Group's
internal control procedures. Following the identification of the errors, a number of actions have been taken
in arder to restere an appropriate control enviranment. These actions include a reinforcement of normal
month end procedures across the Group and, specifically in respect of the Point-of-Sale division, pericdic
reviews of the underlying accounting records by the Group's finance staff are being undertaken until the
new divisional Finance Director is established in his post.

Previously it had been the view of the Audit Committee and the board that there was no need for an internal
audit function as the existing contro! environment, financial contrels and the annual external audit of all
trading substidiaries were considered tc be sufficient. This has been reviewed in the light of the accounting
errors referred to above and the board has decided that an internal audit function be established. The
structure and scope of work of the function is being determined after appropriately considering the relevant
risks and controls and with the benefit of external advice.

The board exercises control via monthly meetings with senior management within each of the Group’s
business segments. The meetings are chaired by either the Group’s Managing Director or the Managing
Director, Media Products, and are also attended by the Group Finance Director and the Group's director of
personnel. Regular items for discussion encompass any areas of significant risk to the businesses, which
are then raised at the next meeting of the board if appropriate.

Annual internal control reviews are performed by all operating sites and any inconsistencies with the
Group’s established corporate governance and authority limits regimes are identified and disclosed to the
Audit Committee. Throughout the year the executive directors met at regular intervals with divisional
managing directors, the Group's sales director and business development director, the Company Secretary
and the Group's technical director.

During the year the board undertcok a review of the key risks to the business.
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CORPORATE GOVERNANCE continued

Internal control continued

roliowing a review the authorities previously devolved to the executive committee were either delegated
to the divisions’ menthly senior management meetings or were reassumed by the board.

All attendees of these management meetings receive agendas and papers in advance of each meeting,
detailed minutes are recorded and actions followed up.

The board believes that its internal control procedures, outlined above, are robust when properly adhered
to. The establishment of an internal audit function should identify whether internal control procedures are
not being adhered to in future.

Approved by the board of directors
and signed on its behalf by

Philip Harris
Secretary

10 October 2006
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF ST IVES PLC

We have audited the group financial statements of St lves plc for the fifty two weeks ended 28 July 20086
which comprise the consclidated income statement, the consclidated statement of recognised income and
expense, the consolidated balance sheet, the consolidated cash flow statement and the related notes 1 to
38. These group financial statements have been prepared under the accounting policies set out therein. We
have also audited the information in the directors' remuneration report that is described as having been
audited.

We have reported separately on the individual Company financial statements of St Ives plc for the fifty two
weeks ended 28 July 2006.

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

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report, the directors’ remuneration report and the
group financial statements in accordance with applicable law and International Financial Reporting
Standards (IFRSs) as adopted for use in the Eurcpean Union are set out in the statement of directors’
responsibilities.

Our respansibility is to audit the group financial statements and the part of the directors’ remuneration
report described as having been audited in accordance with relevant United Kingdom legal and regulatory
requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the group financial statements give a true and fair view, in
accordance with the relevant financial reporting framework, and whether the group financial statements
and the part of the directors’ remuneration report described as having been audited have been properly
prepared in accordance with the Companies Act 1985 and Article 4 of the IAS Regulation. We report to you
whether in our opinion the infarmation given in the directars’ report is consistent with the greup financial
statements. We also report to you if we have not received all the information and explanations we require
for aur audit, or if informaticn specified by law regarding directors’ transactions with the Company and other
members of the group is not disclosed.

We also report to you if, in our opinion, the Company has not complied with any of the four directors’
remuneration disclosure requirements specified for our review by the Listing Rules of the Financial Services
Authority. These comprise the amount of each element in the remuneration package and information on
share options, details of long term incentive schemes, and money purchase and defined benefit schemes.
We give a statement, to the extent possible, of details of any non-compliance.

We review whether the corporate governance statement reflects the Company's compiiance with the nine
provisions of the 2003 FRC Combined Code specified for our review by the Listing Rules of the Financial
Services Authority, and we report if it does not. We are not required to consider whether the board’s
statement on internal control covers all risks and controls, or form an opinion on the effectiveness of the
group's corporate governance procedures or its risk and control procedures.

We read the directors’ report and the other information contained in the annual report for the above year
as described in the contents section including the unaudited part of the directors’ remuneration report and




St IVES pLC ANNUAL REPORT AND ACCOUNTS 2006

INDEPENDENT AUDITORS' REPORT 7O THE MEMBERS OF ST IVES PLC contiwed

we consider the implications for cur report if we become aware of any apparent misstatements or material
inconsistencies with the group financial statements.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and !reland) issued by
the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the
amounts and disclosures in the group financial statements and the part of the directors’ remuneration
report described as having been audited. It also inciudes an assessment of the significant estimates and
judgements made by the directors in the preparation of the group financial statements, and of whether the

accounting policies are appropriate to the Company’s circumstances, consistently applied and adequately
disclosed.

We planned and performead our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
greup financial statements and the part of the directors’ remuneration report described as having been
audited are free from material misstatement, whether caused by fraud or other irregularity or error. In
forming our opinion we alsc evaluated the overall adequacy of the presentation of information in the group
financial statements and the part of the directors’ remuneration report described as having been audited.
Opinion

In our opinion:

* the group financial statements give a true and fair view, in accordance with IFRSs as adopted for use

in the European Union, of the state of the group’s affairs as at 28 July 2006 and of its profit for the fifty
two weeks then ended;

* the group financial statements and the part of the directors’ remuneration report described as having
heen audited have been properly prepared in accordance with the Companies Act 1985 and Article 4 of
the 1AS Regulation; and

e the information given in the directors’ report is consistent with the group financial statements.

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
London

10 October 2006
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Revenue
Existing activities
Acquired activities

Cost of sales

Gross profit

Sales and distribution costs
Administrative expenses
Other operating income

Profit on disposal of fixed assets

Other income

Profit from operations
Existing activities
Acquired activities

Loss cn disposal of subsidiary

Investment income
Finance costs

Profit before tax
income tax expense

Profit for the period

Basic earnings per share

Diluted earnings per share

All transactions are derived from continuing activities.

Note

3.4
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5E wemeits o 28 July 2008

INCOME STATEMENT

52 weeks to 29 July 2006

Befors  Restruciurisg Befere  Restructuring
1ESTrsTriIng sty and restructuring costs and
costy and provdghon costs and provision
Provision relpates provision releases
el ases {note 7 Tovat releases (note 7} Total
£000 £080 £400 £000 £000 £000
383,763 ~ | |393,763 | 419,477 —-| (419,477
7,500 - 1,500 - - -
401,263 - ADL263 419,477 - 419477
B02,742) (1,176} {303,918) (308,824) (6,837) (315,667}
98,521 {1,176} 97,345 110,653 (6,837} 103,816
{29,030} {379) {28,409 (28,494) {843) (29,337
{44,954} {3837 453377 (42,008 (2,863) (44,921)
- 2.084 2,084 - 626 626
704 17 1,62% 578 72 648
Fo4 2,801 3508 576 698 1,274
24,426 BG3 )| 25489 ) 40,677 (9,845)) | 30,832
#15 - 815 - - -
25,241 B6Z 28,104 40,677 {9,845) 30,832
- - - - (8,135) (8,13b)
§,224 - 8,224 8,338 - 8,336
{12,758} ~ 112,758 (10,794) - (10,794}
21,747 863 22570 38219 (17,980) 20,239
£7.120] {636y (1,756 (12,772) 3,997 {8,775)
14,587 227 14,814 25,447  (13,883) 11,464
14.38p 11.14p
14.38p 11.13p
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CONSOLIDATED STATEMENT OF RECOGNISED INCOME AND EXPENSE

Exchange {losses)/gains on translating foreign operaticns
Losses on cash flow hedges taken to equity

Actuarial gains/{losses) on defined benefits pension schemes
Tax on iterns taken directly to equity

Net income/(expense) recognised directly in equity

Transfer to profit and loss from equity of exchangs differences
on disposal of foreign operation

Transfer to the initial carrying amount on non-financial hedged items
on cash flow hedges

Tax on items transferred from equity
Profit for the period

Total recognised income/{expense)
Transition adjustment on adoption of 1AS 32 and 1AS 39

Total recognised income for the period
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Note

37

&2 wesks tu 52 weeks to

8 July 29 July
2006 2005

T rom €000
{gegr 1,081
(28] -

85874 (21,078

{1,681 5913

6,336 (14,084)
- {101}
{24) -

“F —
H

14,814 11,464

2r336 0 (2721)
24

21,164
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ASSETS

Non-current assets

Property, plant and equipment
Goodwill

Other intangible assets
Deferred tax asset

Other non-current assets

Current assets

Inventories

Trade and cther receivables
Cash and cash equivalents

Total assets

LIABILITIES

Current liabilities

Trade and other payables
Short-term borrowings

Current tax payable

Deferred income

Short-term pravisions
Derivative financial instruments

Non-current liabilities
Retirement benefit obligations
Deferred tax liahitities
Deferred income

Qther non-current liabilities
Long-term provisions

Total liabilities

Net assets

EQUITY

Capital and reserves
Share capital

Other reserves
Retained earnings

Total equity

CONSOLIDATED BALANCE SHEET

Note

13
14
15
16
18

17
18
29

19
20

21
22
25

23
16
21
19
22

26
27
28

28 Juby
AH08

28 July
2005

£000

160,909
54,135
1.088
12,067
132

£000

158,908
53,946
649
16,173
140

228,322

229,816

14,593
67,000
12620

92,213

13,344
77,762
5,694

96,700

320545

326,516

63,480
21,480
3,350
81
2,126
85

40,6812

58,471
2

451
Pt
1.434

66,584
48

206
947
1,618

62,032

69,301

152,644

162,179

167,301

164,337

16,355
46,234
111212

10,349
46,723
107,265

167,901

164,337

These financial statements were approved by the board of directors on 10 October 2006 and signed on its

behalf by

Miles Emley
Directors
Ray Morley
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ConNsOLIDATED CasH FLow STATEMENT

Operating activities
Cash generated fram operations
Interest received
Interest paid on overdrafts
Income taxes paid

Net cash from operating activities

Investing activities
Acquisition of husiness
Acquisition of subsidiary
Furchase of property, glant and eguipment
Purchase of other intangibles
Preceeds on disposal of property, plant and equipment
Disposal of subsidiary
Regional grants received

Net cash used in investing activities

Financing activities
Proceeds from issue of share capital
Loan notes redeeamed
Interest paid on loans
Dividends paid
{Decreasel/increase in bank overdrafts

Net cash used in financing activities

Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Effect of foreign exchange rate changes

Cash and cash equivalents at end of period
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Note

29

32

11

29

48 weeks 1o B2 weeks to

28 July 29 July
2006 2005
£000 o E'000
G7.648 41,788
285 574
{634) {99)
{7.6567) (8,882)

58,718  33.381
{2,807 -
~ (31,099
{21,085 (35,192)
{810 (379)
68,570 5,374

- 686

285 -
{27,541} (58,611}
311 606
{2,317} (3,449)
{1,044) {612)
(17,8721 (17,648}
{4,059 4,344
(24,8307 (16,759)
287 (41,989)
5,584 47,455
{261 128
12,620 5,694
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

General information

St Ives plc is & company incerporated in England and Wales under the Companies Act 1985. The
address of the registered office is St lves House, Lavington Street, London SE1 ONX. The nature of
the Group's operations and its principal activities are set cut in the Business Review on page 6.

These consolidated financial statements ('the financial statements’) are presented in pounds sterling
because this is the currency of the primary economic environment in which the Group operates.
Foreign operations are included in accordance with the significant accounting policies set out in note 2.

Significant accounting policies
The financial statements have besen prepared in accordance with International Financial Reporting
Standards {'IFRS").

The financial statements have been prepared in accordance with the accounting policies adopted
under IFRS for the first time with a transition date of 31 July 2005. The disclosures required by IFRS 1
‘First-time Adoption of International Financial Reporting Standards’ concerning the transition from
UK GAAP to IFRS can be found in a separate document, 'Restated Financial Infarmation for
International Financial Reporting Standards’, published on 31 January 2006. Reconciliations to IFRS
from the previously published UK GAAP financial statements are shown in note 37.

The financial statements have been prepared on the historical cost basis, except for the revaluation of
certain properties and financial instruments, The significant accounting policies adepted are set out
below.

In the process of applying the Group’s accounting policies, management has made judgements as to
the policies that have the most significant effect on the amounts recognised in the financial
statements, The accounting estimates and assumptions that management considers to be its critical
accounting estimations are detailed and explained on page 24 of the Financial Review.

The Group has taken advantage of the exempgtion under IFRS 1 and has adopted International
Accounting Standard 32: “Financial Instruments: Disclosure and Presentation” {1AS 32°') and
International Accounting Standard 32: “Financial Instruments: Recognition and Measurement” ('|AS
39} prospectively from 30 July 2005, Accordingly, comparative information has not been restated.
Details of the adoption are set out in note 37.

{a) Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and
entities contralled by the Company (its subsidiary undertakings) for each period. Control is achieved
where the Company has the power to govern the financial and operating policies of an investee entity
s0 as to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the period are included in the consolidated
income statement from the effective date of acquisition or up to the effective date of disposal, as
appropriate.

Where necessary, adjustments are made to the results of subsidiaries to bring their accounting policies
into line with those of the Group. All intra-group transactions, balances, income and expenses are
eliminated on consolidation.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS continued

b2

Significant accounting policies continued

{b) Revenue recognition

Revenue

Revenue is measured at the fair value of consideration received or receivable and comprises amounts
receivable for goods and services, net of trade discounts, VAT and other sales related taxes. Revenue
is recognised in the income staiement when the significant risks and rewards of cwnership are
transferred to the customer, normally on shipment of the product.

Interest income

Interest income is accrued on a time basis, by reference to the principal outstanding and at the
effective interest rate applicable.

{c) Intangible assets

Goodwill

Goodwill arising on the acquisition of a subsidiary represents the excess of the cost of the acquisition
over the net fair value of the identifiable assets, liabilities and contingent liabilities of the subsidiary at
the date of acquisition. Fair value is finalised within twelve months of the gate of acquisition.

Goodwill recegnised prior to the date of transiticn to \FRS is stated at deemed cost, which represents
the amount recorded under previous UK GAAP. Goodwill recognised subsequent to 31 July 2004 is
capitalised. Goodwill is not amortised but reviewed for impairment annually in accordance with the
impairment of goodwill policy set out beiow.

Goodwill that was eliminated against reserves under UK GAAP prior t¢ 1998 has not been reinstated
and will not be included in determining any profit or loss on disposal of subsidiaries.

Computer software

Computer software that is not integral to an item of property, plant or equipment is classified as an
intangible asset and is held on the balance sheet at cost. These assets are amortised over their
estimated useful lives, which is generally two years.

Other intangible assets

Other intangible assets are recognised only when it is probable that the expected future economic
benefits attributable to the asset will flow t¢ the Group and the cost of the asset can be measured
reliably. These assets are stated at cost less accumulated amortisation and impairment losses.

{d} Property, plant and equipment

Property, plant and equipment held for use in the production or supply of gocds, or for administration
purposes is stated in the balance sheet at deemed cost less any accumulated depreciation and
impairment losses.

Costs are recognised as an asset only when it is probable that future economic benefits associated
with the item will flow to the Group and the cost of the item can be measured retiably. All repairs and
maintenance are charged to the income statement during the period in which they are incurred.

Assets in the course of construction are carried at cost less any recognised impairment loss. Cost

includes prcfessional fees. Depreciation of these assets commences when the assets are ready for
their intended use.
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Freehold land is not depreciated. Depreciation is charged, other than on freeheld tand and assets under
the course of construction, so as to write off the cost or valuation of assets over their estimated useful
lives, using the straight-line method, on the following bases:

Freehold buildings 2% - 4%
Leasehold properties Period of lease
Leasehold improvements 10% - 20%
Plant and machinery 10% — 33%%
Fixtures, fittings and eguipment 20% ~ 33%%
Motor vehicles 20% - 25%

The gain or loss arising on the disposal or retirement of an asset is determined as the difference
between the sale proceeds and the carrying amount of the asset and is recognised in the income
statement.

{e) Impairment of property, plant and equipment and intangible assets excluding goodwill

At each balance sheet date, the Group reviews the carrying amounts of its property, plant and
eguipment and intangible assets to determine whether there is any indication that those assets have
suffered an impairment less. If any such indication exists, the recoverable amount of the asset is
estimated in order 1o determine the extent of the impairment toss {if any). Where the asset does not
generate cash flows that are independent from other assets, the Group estimates the recoverable
armount of the cash-generating unit 'CGU"} to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessment of the time value of money and the risks specific 1o the
asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (cash-generating unit) is reduced to its recoverable amount.
An impairment loss is recegnised immediately as an expense in the income statement.

Where an impairment loss subsequently reverses, the carrying amount of the asset {cash-generating
unit) is increased to the revised estimate of its recoverable amount, but so that the increased carrying
amount does not exceed the carrying amcunt that would have been determined had no impairment
foss been recognised for the asset (cash-generating unit) in prior years. A reversal of an impairment
loss is recognised as income immediately in the income statement.

{f) Impairment of goodwiill

Goodwill arising on acquisition is allocated to the group of cash-generating units that are expected to
benefit from the synergies of the combination. A cash-generating unit represents the lowest level at
which goodwill is monitored by the Group’s board of directors for internal management purpeses. The
recoverable amount of the group of cash-generating units to which goodwill has been aliocated is
tested for impairment annually on a consistent date during each financial year, or more frequently
when such events or changes in circumstances indicate that it may be impaired.

Any impairment is recognised immediately in the income statement. Impairments of goodwill are not
subsequently reversed.

{g) Inventories
Inventories are stated at the lower of cost and net realisable value. Cost comprises direct materials
and, where applicable, direct labour costs and these production overheads that have been incurred in
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Significant accounting policies continued

{g} Inventories continued

bringing the inventories to their present location and condition. Cost is valued on a first in, first out
{'FIFO') basis. Net realisable value is the estimated selling price less the estimated costs of completion
and costs 10 be incurred in selling and distribution.

{h} Tax
The tax expense in the income statement comprises tax currently payakle and deferred tax.

The tax currently payable is based on the taxable profit for the year. Taxable profit differs from net profit
as reported in the income statement because it excludes items of income and expense that are
taxable or deductible in other years and it further excludes items that are never taxabie or deductible.
The Group's liability for current tax is calculated using tax rates that have been enacted or substantively
enacted at the balance sheet date.

Deferred tax is recognised on differences hetween the carrying amounts of assets and liabilities in the
accounts and the corresponding tax bases used in the computation of taxable profit, and is accounted
for using the balance sheet liability method. Deferred tax liabilities are generally recognised for all
taxable temporary differences and deferred tax assets are recognised to the extent that it is probable
that taxable profits will be available against which deductible temporary differences can be utilised.
Such assets and liabilities are not recognised if the temporary differences arise on goodwill or from
the initiat recognition {other than business combinations) of other assets cor liabilities in a transaction
that affects neither the tax profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising cn investments in
subsidiaries, except where the Group is able to contral the reversal of the temporary difference and it
is probable that the termgorary ditfference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and is reduced to
the extent that it is no longer probable that sufficient taxable profits will be available to allow all or part
of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is
settled or the asset is realised, Deferred tax is charged cr credited to the income statement, except
where it relates to itemns charged or credited directly to equity, in which case the deferred tax is also
dealt with in equity.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current
assets against current liakilities and when they relate to income taxes levied by the same taxation
authority and the Group intends to settle its current tax assets and liabilities on a net basis.

(i} Government grants

Government grants relating to preperty, plant and equipment are treated as deferred income and
released to the income statement over a period to match the expected useful lives of the assets to
which they relate. Grant income is recognised separately from the related expense.

{j) Provisions
Provisions are recognised when the Group has a present obligation as a result of a past event, and it
is probhable that the Group will be required to settle the obligation.

Provisions for repairs
Provisions for repairs are made where the Group is committed under the terms of the lease to make
repairs 1o feasehold property. The provision is made for the estimated cost over the period of the ease.
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Provisions for restructuring costs
Provisions for restructuring costs are recognised when the Group has a detailed formal plan for the
restructuring that has been communicated to affected parties.

(k) Foreign currencies

Transactions in foreign currencies other than Sterling are translated at the exchange rate ruling at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the
balance sheet date are transiated to Sterling at the exchange rate ruling at that date. Foreign currency
differences arising on translation or settiement of monetary items are recognised in the income
statement. Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign
currency are translated using the exchange rate at the date of the transaction and not retranslated each
period end. Non-monetary assets and liabiiities denominated in foreign currencies that are stated at
fair value are translated to Sterling at exchange rates ruling at the date the fair value was determined.
Exchange gains and losses arising on retranslation of non-monetary assets and liabilities are
recegnised directly in a separate component of equity.

On consolidation, the assets and liabilities of the Group's foreign operations are translated into Sterling
at the rates prevailing on the balance shest date. Income and expense items and the cash flows of
foreign operations are translated at the average exchange rates for the period, except for individuaily
material tems which may be translated at the exchange rate on the date of transaction. Exchange
differences arising are classified in equity and transferred to the Group's translation reserve. Such
translation differences are recognised in the income statement in the period in which the foraign
operation is disposed of.

Goodwill and fair value adjustments arising on the acquisition of a foreign operation after 31 July 2004
are treated as assets and liabilities of the foreign cperation and translated at the closing rate.

{l) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets,
which are assets that necessarily take a substantial period of time to get ready for their intended use
or sale, are added to the cost of those assets, until such time as the assets are substantially ready for
their intended use or sale. Investrnent income earned on the temporary investment of specific
borrowings pending their expenditure on qualifying assets Is deducted frcm the borrowing costs
eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

{m} Financial instruments {with effect from 30 July 2005)
Financial assets and financial fiabilities are recognised on the Group's balance sheet when the Group
hecomes g party to the contractual provisions of the instrument.

Trade receivables

Trade receivables do not carry any interest and are stated at their nominal value as reduced by
appropriate allowances for estimated irrecoverable amounts. Allowances are recognised in the income
statement when there is objective evidence that the asset is impaired.

Cash and cash equivalents
Cash and cash equivalents comprise cash cn hand and demand depcsits.

Bank borrowings
Interest-bearing bank loans and overdrafts are recorded at the proceeds receivable, net of direct issue
costs. Finance charges are accounted for on an accruals basis to the income statement using the
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Significant accounting policies continued

(m) Financial instruments continued

effective interest rate method and are included in creditors io the extent that they are not settied in
the period in which they arise.

Unsecured loan notes

Floating Rate Guaranteed Loan Notes are recorded at their nominal value. Interest payable is
accounted for on an accruals basis to the income statement using the effective interest rate method
and is included in creditors to the extent that it is not settled in the period in which it arises.

Trade payables
Trade payables are not interest bearing and are stated at their nominal valuz.

Derivative financial instruments and hedge accounting

The Group's activities expese it primarily to the financial risks of changes in foreign currency exchange
rates and interest rates. The Group uses derivative financial instruments to hedge its exposure t¢
foreign exchange for the purchase of capital equipment denominated in foreign currencies and the sale
of goods similarly denominated.

The use of financial derivatives is governed by the Group's policies approved by the board of directors,
which provide written principles on the use of financial derivatives consistent with the Group’s risk
management strategy. The Group does not hold or issue derivative financial instruments for
speculative purposes.

Changes in the fair value of derivative financial instruments that are designated and effective as cash
flow hedges of forecast transactions are recognised directly in equity and the ineffective portion is
recognised immediately in the income statement. If the cash flow hedge of a firm commitment or
forecast transaction results in the recognition of an asset or liability, then, at the time the asset or
liability is recognised, the asscciated gains and losses on the derivative that had previously been
recognisad in equity are included in the initial measurement of the asset or liabifity. For the hedges that
do not result in the recognition of an asset or liahility, amounts deferred in equity are recognised in the
income statement in the same period in which the hedged item affects the net profit or loss.

The gain or loss on hedging instruments relating to the effective portion of a net investment hedge is
recognised in eguity and the ineffective portion is recognised immediately in the income statement.
Gains or losses accumulated in equity are included in the income statement when the foreign
operations are disposed of.

Hedge accounting is discontinued when the hedging instrument expires or is sold, terminated, or
exercised, or no longer qualifies for hedge accounting. At that time, any cumulative gain or loss con the
hedging instrument recognised in equity is retained in eguity until the forecast transaction occurs. If a
hedge transaction is no longer expected to occur, the net cumulative gain or loss previcusly recegnised
in equity is included in the income statement for the period.

Derivatives embedded in other financial instruments or other host contracts are treated as separate
derivatives when their risks and characteristics are not closely related to those of their host contracts
and the host contracts are not carried at fair valuge with unrealised gains or losses reperted in the
income statement,

Those derivatives which are not designated as hedges are classified as held for trading and gains and
losses on those instruments are recognised immediately in the income statement.
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{n) Retirement benefits
The Group operates both defined benefits and defined contribution schemes for its employees.
Payments to the defined contribution scheme are expensed to the income statement as they fall due.

For the defined benefits pension scheme full actuarial valuations are carried cut every three years
using the projected unit credit method and updates are perfermed for each financial year end. Actuarial
gains and losses are recognised in full in the period in which they occur. They are reccognised outside
the income statement and presented in the statement of recognised income and expense.

The retirement benefit abligation recognised in the balance sheet represents the present value of the
defined berefit obligation as adjusted for unrecognised past service costs, and as reduced by the fair
value of the schemes’ assets. Any asset resulting from this calculation is limited o past service costs,
plus the present value of available refunds and reductions to the plan.

Past service cost is recognised immediately to the extent that the benefits are already vested, and
otherwise is amortised on a straight-line basis over the average period until the benefits become
vested.

(o) Share-based payments

The Group makes equity-settled share-based payments 1o certain employees, which are measured at
tair value &t the date of grant. The fair value determined at the grant date of the equity-settled share-
based payments is expensed on a straight-line basis over the vesting period, based on the Group's
estimate of shares that will eventually vest. The fair value of share options issued is measured using
a binomial model. The expected life used in the model has been adjusted, based on management's
best estimate, for the effects of non-transferability, exercise restrictions, and behavioural
considerations.

(p) Leases
Rental costs under operating leases are charged to the income statement in equal annual amounts
over the term of the lease.

Revenue

An analysis of the Group’s total revenue as defined by International Accounting Standard 18;
“Revenue” {IAS 18") is as follows:

e 2005

€008 £000
Revenue as disclosed in the consolidated income statement 401,265 419,477
Investment revenue (note 8} 9224 8,336
Total revenue 410,487 427,813
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Segment reporting

The Group manages its business on a market segment basis and these segments are the basis on
which the Group reports its primary segment information.
The segment analysis is provided for the Group’s centinuing operations. Inter-segment sales are

charged at arms length prices.

{a} Business segments

Revenue
External sales
Inter-segment sales

Total revenue

Result
Segment result

Add back restructuring costs and provision releases

Segment result before restructuring costs
and provisicn releases

Unallocated corporate expense (net)

Operating profit before restructuring costs and
provision releases
Restructuring costs and provision releases

Profit from operations
Investment income
Finance costs

Profit before tax
Income tax expense

Profit for the period

57 weeks 1o €8 July 2006

Medis Commsreial
Prodiucts Frodusis UBA EBlimination Toial
E'0DG £000 L1508 £1058 L1004

186,253 148,855 85085
1,712 1,478 g8

187,965 151,431

- 401,262
{3,278 -

{3,276} 401,262

65,1432

23211 1085
693 516

508} -
268 -

23,797
AT

23,904 181 {241} - 25,274

{33}

25,241
863

26,104
9,224
{12,758}

22,570
{7.756)

14,874
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Revenue

External sales
Inter-segment sales

Total revenue

Result
Segment result

Add back restructuring costs and provision releases

Segment result before restructuring costs
and provision releases

Unallocated corporate income (net)

Operating prefit before restructuring costs
and provision releases
Restructuring costs and provision releases

Prcfit from operations

Loss on disposal of subsidiary
Investment income

Finance costs

Profit before tax
Inccme tax expense

Profit for the period

IVES pLc ANNUAL REPORT AND ACCOUNTS 200686

52 weeks to 29 July 20085

Media Cormnmercial
Products Products USA  Elimination Total
£'000 £000 £'000 £'000 £'000

204,598 147,870 67,009 - 419,477
821 2,346 198 (3,365) -

205,419 150,216 67,207 (3,365) 419,477

21,432 3612 5,158 - 30,202
7,238 3,067 (1,674 - 8,631

28,670 6,679 3,484 - 33833
1,844

40,677
(8,845)

30,832
{8,13b)
8,336

(10,794)

20,239
(8,775}

11,464
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(a) Business segments continued

Other information

Capital additicns including acquisitions

Depreciation and amortisation

3

L

impairment losses recognised in income

Capital additions including acquisitions

Depreciation and amontisaticn

Impairment losses recognised in income

Balance sheet
Assets

Segment assets

Unallocated corporate assets

Consolidated total assets
Liabilities

Segment liabilities

Unallocated corporate liabilities

Consolidated total liabilities

Assets

Segment assets

Unallocated corporate assets

Consolidated total assets
Liabilities

Segment liabilities

Unallocated corporate liabilities

Consolidated total liabilities

c
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52 weeks to 28 July 2008

#adia Commercial

Produnis Froducts LISA Corporate Tetal
£7000 £7080 £°0060 £000 £300
12,472 13,586 1,548 LE38 34,242
13,1408 7,785 4,154 1765 26,808
52 weeks 10 29 July 2005

Media Commercial
Products Products UsSA  Corporate Total
£000 £000 £000 £000 £000
19,622 11,599 2,345 6,885 40,451
15,179 8,181 4,811 1,630 29,701
1,588 360 - 1,350 3,278

30 July 2008

Hgdis Commercial
Progucts Provhects LSA Totat
£7000 £890 L300 £00%
88,851 06,424 42,882 248,457
72,388
220,545
25587 25,837 7.808 L8228
83,415
152,844

29 July 2005

Media Commercial
Products Products USA Total
£'000 £'000 £'000 £000
103,061 105,712 46,544 255,317
71,199
326,516
25,457 20,472 6,082 52,011
110,168

162,179
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{b} Geographical segments

The Group's operations are located in the United Kingdom, the United States of America and the Rest
of the World. The Group's Media Products and Commercial Products services are carried out acress
the three locations.

The following table provides an analysis of the Group’s revenue and resuit by geographical market.

52 weeks 1o 28 July 2006

Linited
United Biates Rest of

Eingdorm  of America the Wordd Total

£008 L7004 £000 LB00

Revenue 308,952 79518 12,793 401262

Segment result ZE8918 (1,268 An% 26104

Add back restructuring costs and provision releases {1.248; 485 - 8631
Segment result before restructuring costs and

provision releases 25,570 {734} 45% 25,241

B2 weeks 10 29 July 2005

United

United States Rest of
Kingdem  of America  the World Totat
£000 £000 £000 £000
Revenue 307,42% 84,282 27774 419,477
Segment result 24,211 5,492 1,122 30,832
Add back restructuring costs and provision releases 11,803 (1.,958) - 9,845

Segment result before restructuring costs and

provision releases 36,014 3,634 1,128 40,677
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Segment reporting continued
{b} Geographical segments continued

The following is an analysis of the carrying amount of segment assets, and additions to property, plant
and equipment and intangible assets, analysed by the geographical area in which the assets are

located.

Carrying amount of segment assets

Unallocated corporate assets

Additions to property, plant and equipment and
intangible assets including acquisitions

Carrying amount of segment assets

Unallocated corporate assets

Additions to property, plant and equipment and
intangible assets including acquisitions

52 weeeks 1o 28 July 2008

Uinited
Lindted Stotes Fest of
Kingdon  of Awasles  the Workd Total
£600 2000 £7000 £508
182,319 80488 5372 248,357
72,368
320,545
30,877 2573 G82 34242
52 weeks to 29 July 2006
United
Linited States Rest of
Kingdom  of Amertica  the World Total
£'000 £000 £'000 £'000
183,107 66,813 5,397 255,317
71,199
326,516
36,733 3,220 498 40,451

The geographical segment United States of America includes St Ives Financial Inc, which is included

in Commercial Products, and the USA business segment.
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{c) Reconciliation of unallocated corporate assets and fiabilities

28 July 28 July
25 2008

Unallocated corporate assets comprise: ot £000
Corporate property, plant and equipment 47,435 45,956
Other intangible assets - 10
Corporate trade and other receivables 266 3,466
Deferred tax asset 1240687 16,173
Cash and cash equivalents 12,628 b5bo4
Assets as per balance sheet 72,338 71,199

Unaliocated corporate liabilities comprise:

28 July 29 July

2008 2005

£ £'000
Corporate trade and other payables 4,964 3,344
Short-term borrowings 21,481 29,086
Current tax payable 323506 5,623
Deferred income a1 102
Short-term provisions 2,426 3,689
Other financial liakilities 85 -
Retirement benefit obligations 59471 66,584
Deferred tax liabilities 2 46
Deferred income non-current A1 206
Long-term provisions 434 1,618

Assets as per balance sheet 83,415 110,168
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NOoTES TO THE CONSOLIDATED FINANCIAL STATEMENTS continued

5. Profit from operations

2008 2005

Profit from operations has been arrived at after charging/(crediting): Feee £
Auditors' remuneration — audit fees 506 407
— other assurance services 26 22

— tax compliance 155 161

— tax advisory 27 43

— other non-audit related fees &5 23

Staff costs (hote B6) 142,836 145,435
Net foreign exchange losses 538 84
Depreciation of property, plant and equipment (note 13) 28,450 29,317
Impairment of property, plant and equipment (note 13) - 3,278
Amortisation of intangible fixed assets {(note 15) 368 384
Operating lzase rentals — land and buildings 2.351 1,768
— plant and machinery 912 1,545

- other 136 181
Profit on disposal of fixed assets {28051 (1,274)
Regional grant amortisation (note 21) RT3 {398)

In addition to the auditors’ remuneration above, further fees of £19,000 (2005 — £30,000} were paid to
the auditors in respect of acguistion due diligence which have been included in costs of investment
and £nil {2005 - £23,000} in respect of tax advisory which have been included in loss on disposal of
subsidiary.

6. Staff costs

The average monthly number of employees (including executive directors) was:

2005 2005
Mumber Number
Production 3,478 3,702
Sales and distribution 519 513
Administration LEE3 580
4,551 4,795

Their aggregate remuneration comprised:
2006 2008
£'000 £'000
Wages and salaries 123,493 128,78b
Social security costs 13,883 14,505
Other pension costs — regular 4,882 3,187
— restructuring related - (368)
142,758 146,089
Share-based payments (note 31) {122} {654)

142,836 145,435
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Restructuring costs and provision releases

Restructuring costs and provision releases included within the consolidated income statement shown
on page 47 are as follows:

2008 2005
£500 £600
Income/{costs}
Rationalisation measures {2.47% (12,749)
Provision releases 533 2,206
Profit on disposal of fixed assets 2,084 626
Other income v 72
883 (9,845)
Loss on disposal of subsidiary ~  {8,135)
263 (17,980
Related income tax {6367 3,997
22F (13,983)

Rationalisation measures of £2,471,000 includes £1,468,000 relating to the restructuring of the
magazine printing businesses within the Media Products segment and £403,000 for restructuring
within the USA business segment. The remaining £610,000 relates to ongoing restructuring in other
areas of the Group. Provision releases of £533,000 includes £312,000 relating to the closure of 5t lves
Caerphilly Limited, with the balance of £221,000 relating to a number of provision releases of items
previcusly charged as restructuring costs. Profit on the sale of fixed assets of £2,084,000 relates to
the sale of the Caerphilly factory, which was closed in the previcus financial period and other income
of £717,000 relates to the net profit on the sale of other fixed assets at this site.

Investment income

2008 2005

£050 £:000

Interest on bank deposits 255 574
Expected return on defined benefits pension scheme assets (note 23) 2868 7,762
9,224 8336

Finance costs

2006 2005

060 £000

Interest on bank overdrafts and loans 1,580 600
Interest on convertible loan notes a3 165
Interest charge on settlement of tax issues 23 3
Net interest payahle on retirement benefit obligations (note 23) 16,950 10,031

12,758 10,794
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10. Income tax expense
Tax on profit as shown in the income statement is as follows:

2008 2005
800 £000
United Kingdom corporation tax expense/f{income} at 30% (2005 — 30%);
Current year 8,141 7,412
Adjustments in respect of prior years (497 b49
5,644 7,981
QOverseas current tax expense/(income):
Current year 128 561
Adjustments in respect of prior years {62} {630)
Total current tax expense 5711 7,932
Deferred tax ¢n origination and reversal of temporary differences:
United Kingdem deferred tax 1,482 703
Overseas deferred tax 186 {437)
Adjustments in respect of prior years 367 577

7,356 8775

The charge can be reccnciled to the profit per the income statement as follows:

7006 2008

£080 £000
Profit before tax 22,570 20,239
Tax calculated at a rate of 30% (2005 - 30%!} g8771 6,072
Non-deductible losses of disposal of subsidiary and goodwill write-off - 2,47
Expenses not deductibie for tax purposes 546 956
Non-taxable income {4501 {7)
Unrelieved tax losses and different rates on overseas earnings R34 -
Utilised overseas tax losses and different tax rates =~ {1,253)
Adjustments in respect of prior years {192} 536
Tax charge 7,758 8,775
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Dividends
per share
pence
Final dividend paid for the b2 weeks ended 30 July 2004 12.15
Interim dividend paid for the 26 weeks to 28 January 2005 5.00
Final dividend paid for the 52 weeks ended 29 July 2005 12.15
Interim dividend paid for the 26 weeks to 27 January 2006 5.00

Dividends paid during the period

Proposed final dividend at the period end of 12.16p per share
(2005 — 12.15p per share)

2006 2005
£160% £'000

-~ 12,499

-~ 5149
.51 -
B,151 -
17,672 17,648
14,820 12,517

The proposed final dividend is subject to approval by shareholders at the Annual General Meeting and

has not been included as a liability in these financia! statements.

Earnings per share

The calculation of the basic and diluted earnings per share is based on the following information:

Number of shares

2506 2005
miflion million

Weighted average number of ordinary shares for the purpose of
basic earnings per share 183.0 102.9
Dilutive potential ordinary shares from share options - 0.1
Diluted weighted average number of shares 103.0 103.0

Earnings
2605 2008

Earnings Earnings
Farnings  par share Earnings per share
L5048 pence £000 pence
Earnings and basic earnings per share 14,814 14.38 11,464 11.14
Restructuring costs and provision releases {2271 {822 13,983 1368
Adjusted earnings and adjusted earnings per share 14,587 14,98 25447 2473
Diluted earnings per share 14.38 11.13

Adjusted earnings is calculated by adding back restructuring costs and provisicn releases, as adjusted

for tax, to the profit for the period.
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13. Property, plant and equipment

Cost or valuation:
At 31 July 2004
Exchange differences
Acguisitions
Additions
Disposals
Reclassifications

At 29 July 2005

Exchange differences
Acquisitions
Additions

Disposals
Reclassifications

At 28 July 2006

Accumulated depreciation:

At 31 July 2004
Exchange differences
Charge for the period
Impairment charge
Disposals
Reclassifications

At 29 July 2005

Exchange differences
Charge for the period
Disposals
Reclassifications

At 28 July 2006

Net bock value:
At 28 July 2006

ST IVES pPLC ANNUAL REPORT AND ACCOUNTS 20008
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Fixtures,

fittings,

Land and buildings Leasehold equipment

improve- Plant and and motor
Freehold Long leases ments machinery vehicles Total
£°000 £000 £000 £000 £'000 £000
69,012 5,822 -~ 362,336 23,788 450,858
773 2 - 3,560 288 4,623
375 687 - 2,308 670 4,040
6,777 1,871 - 24,881 2,473 35,802
{7.891) - — (42,186) (3,769) (53,826)
24 (24} - h48 (546) -
69,070 8,358 — 341,265 22,904 441,597
(1,008) 3 - {4,405} {257) (5,670)
1,900 - - 961 39 2,200
2,132 29 - 25,038 3,333 30,532
{5,212} - ~ (32,313} (3,801} {41,326)
1,159 (2,692) 867 464 202 -
68,044 5,697 867 33100 22,420 428,033
17,692 1,048 - 251,365 18,120 288,225
303 1 - 2,697 245 3,246
1,423 280 ~ 24,947 2,667 29,317
1,350 - - 1,733 195 3,278
(3,424) - - (34,708) {3,24b) {41,377)
68 - - 475 (543) -
17,412 1,329 - 246,509 17,439 282,689
(372} {2) - {3,6b8) (220} (4,152)
1,416 435 - 22,205 2394 26,450
{2,220) - - (32,208) (3,438} {37,863)
98 {344) 203 81 {38) -
16,334 1,418 203 233,032 18,137 267124
51,710 4,274 664 97,978 8,283 160,808
51,658 7,029 — 94,756 5,465 158,908

At 29 July 2005
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The Group has freehold land with a bock value of £8,476,000 (2005 — £6,998,000) which has not been
depreciated.

The carrying amount of the Group’s land and huildings includes an amcunt of £996,000 (20056 -
£5,338,000) in respect of idle property. The amount relates tc a factory in Bristol which was
subsequently scld on 18 August 2006 (2005 - relates to factories in Bristol and Caerphilly. The
Caerphilly factory which was sold in December 2005).

The amount of fully depreciated property, plant and equipment is £141,741,000 {2005 ~ £137,663,000).

The net book value of the Group's land and buildings includes £230,000 (2005 - £238,000) in respect
of assets revalued on 31 July 1985. The historical written down cost of these assets would have been
£100,000 (2005 - £104,000}.

inctuded in the Group's cost of plant and machinery are items in the course of construction amounting
10 £6,529,000 (2005 ~ £5,135,000).

Goodwill

£/000
Cost:
At 31 July 2004 43,723
Additions 31,132
At 29 July 2005 74,855
Additions 189
At 28 July 2006 75,044
Impairment;
At 31 July 2004, 29 July 2005 and 28 July 2006 20,909
Carrying amount:
At 28 July 2006 54,135
At 29 July 2005 63,946

The Group tests goodwill annually for impairment, or more frequently if there are indications goodwill
might be impaired.

The recoverable amounts of the CGUs are determined from value in use calculations. The key
assumptions for the value in use calculaticns are those regarding the discount rates, growth rates and
expected changes to selling prices and direct costs {(and therefore profits and losses) during the period.

Management estimates discount rates using pre-tax rates that reflect current market assessments of
the time value of money and the risks specific to the CGUs. The growth rates are based on industry
growth forecasts. Changes in selling prices and direct costs are based on past practices and
expectations of future changes in the market.

The Group prepares cash flow forecasts derived from the most recent financial budgets approved by
management for the next five years and extrapolates cash flows for the following five years based on
an estimated growth rate of 3 per cent. This rate does not exceed the average long-term growth rate
for the relevant markets.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS continued

14. Goodwill continued

15.

A sensitivity analysis has been performed on the base case assumpticns used for assessing the
goodwill. In the case of St lves Financial Inc, the directors have conciuded that there are no reasonably
possible changes in key assumptions which would cause the carrying amount of goodwill to exceed
its value in use. The forecasts of St lves Financial Inc are most sensitive to a reduction in the pre tax
profits. A decrease of ten per cent in the pre-tax profits would cause the current headroom of
£1.9 million in value in use over the carrying amount of goodwill to erode to £nil.

Other intangible assets
Computer software

£000
Cost:

At 31 July 2004 3,459
Additicns 379
Exchange differences 36
Acquisitions 230
Disposals (143)
At 29 July 2006 3,961

Additions 810

Exchange differences (63}
Acquisitions -
Disposals (201}
At 28 July 2006 4,507

Amortisation:

At 37 July 2004 3,028
Charge for the period 384
Exchange differences 19
Disposals (119)
At 29 July 2005 3,312
Charge for the period 358
Exchange differences (51)
Acguisitions -
Dispesals 1201)
At 28 July 2006 3,418

Carrying amount
At 28 July 2006 1,088

At 29 July 2005 649
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16. Deferred tax
Ceferred income taxes are calculated in full on temporary differences under the liabllity method using
a principal tax rate of 30% (2005 - 30%).

The gross movement on the deferred income tax account is as follows:

2005 2005
£509 £000
At the beginning of the year 16,127 10,683
Income statement charge (note 10) {2,045} {843)
Acquisitions (note 32) 81 {62)
ltermns taken directly to equity {2,108} 6,335
Exchange differences e 4
At the end of the year 12.06% 18,127
The movement in deferred tax assets and liabilities during the year was as follows:
Accelerated Retirement Short-term Share-based Derivative
tax benefit Capital tax Revenue timing employee financial
depreciation obligations losses tax losses differences benefits instruments Total
£000 £000 £000 £000 £000 £000 £'000 £000
Balance at 29 July 2005 (13,515} 23,726 (1,234) 757 6,284 110 - 16127
Chargef{credit) to
income statement 3410  (1,879) 262 (268} (3,464} (1100 - {2,045
ltems taken directly to
equity - {2,134 - - - - 26 (2,108)
Acquisitions - - - - 81 - - 81
Exchange differences 211 - - - (201} - - 10
Balance at
28 July 2006 {8.894) 197186 {972} 43% 2,760 - 26 12,085

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to set off
current tax assets against current tax liabilities and when the deferred income taxes relate to the same
fiscal authority. The following is the analysis of the deferred tax balances (after offset) for financial
reporting purposes:

2606 2005

£000 £'000
Deferred tax liabilities {2} (48)
Deferred tax assets 12,6687 18,173

12,665 16127

At 28 July 2006 deferred tax losses, at current tax rates, all of which have an unlimited life, are as

follows:

£D0¢
Recognised losses in deferred tax 1,826
inrecognised losses in deferred tax 3,283

5,100
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17.

18.

19.

72

ST IVES pPLc ANNUAL REPCORT AND ACCOUNTS

Inventories

Raw materials
Work-in-progress

Less: payments on account

There was no material write-down of inventeries in either year.

Trade and other receivables

Current

Trade debtors

Other debtors

Prepayments and accrued income

Non-current
Other debtors

20046

2006 2005
000 £000
7,330 6,513
6,343 7,009
12,679 13,622
g61  (178)
12,593 13,344
2008 2005
000 £'000
60,231 67,791
3,928 7.440
2,840 2,531
57,000 77,762
aiitial 2005
£8060 £'000
132 140

The directors consider that the carrying amount of trade and other receivables approximates their fair

value,

The Group's allowance for bad and doubtful receivables is £3,550,000 (2005 — £3,925,000}.

Trade and other payables

Current

Trade creditors

Other creditors

QOther taxes and social security
Accruals and deferred income

Non-current
Other creditors

2608 2005
£1005 £'000
32,795 23,161
10,853 12,744
5478 4,202
13,854 14,301
83480 54,408
2006 2005
£006 £:000
714 947

The directors consider that the carrying amount of trade and other payables approximates their fair

value.
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20. Short-term borrowings

2008 2005

£790 £000
Unsecured loan notes 1,644 3,961
Bank cverdrafts 327 4,386
Bank loans 19,519 20,739

21,4580 29,086

All borrowings are due within ane year (2005 - all due within cne vear),

As at 28 July 2006 there were no bank loans secured on land, buiidings, plant or machinery (2005 -
£nil}.

The directors consider that the carrying amount of short-term borrowings approximates their fair value.

On 13 September 2004 the Company issued Floating Rate Guaranteed Unsecured Loan Notes 2008,
{2006 Notes’) with a par value of £3,450,000 as part of the initial consideration for the purchase of
SP Group. Hoiders of 2006 Notes were granted rights to redeem them at any time between
30 April 2005 and 30 September 2006. During 2005, a further issue of 2006 Notes, with a par value of
£2,566,000, was made in satisfaction of the additicnal consideration due under the terms of the
purchase of SP Group.

During the year, 2006 Notes with a par value of £2,263,000 were redeemed {20056 — £3,414,000}. At
the end of the year the par value of 2006 Notes cutstanding was £339,000 (2005 - £2,602,000}. 2006
Notes not previously redeemed by holders or purchased by the Company were repaid in full at par
vaiue, with accrued interest, on 30 September 20086.

Holders of Floating Rate Guaranieed Unsecured Loan Notes 2008, (2008 Notes') were granted rights
to redeem 2008 Notes on 30 June 2003 or on any anniversary date thereafter up to 30 June 2007 and
2008 Notes of a par value of £564,000 (2005 - £35,000) were redeemed during the year. At the end of
the year the par value of 2008 Notes outstanding was £1,305,000 (2005 — £1,359,000). 2008 Notes
not previously redeemed by holders or purchased by the Company will be repaid in full at par value,
with accrued interest, on 30 June 2008.

The 2006 and 2008 Notes carry interest payable semi-annually, respectively, at 1.15 per cent and
0.5 per cent below the base rate published by The Roya! Bank of Scotland plc.

21. Deferred income

£°000
Regional grants:
Balance at 31 July 2004 708
Transfer to income statement (note b) (398)
Balance at 29 July 2005 308
Received during the year 285
Transfer to income staterment {note 5) (101}
Balance at 28 July 2006 482
Non-current liabilitiy &%
Current liability 41

442

73




ST IVES pLC ANNUAL REPORT AND ACCOUNTS 2006

NOTES TO THE CCONSOQLIDATED FINANCIAL STATEMENTS continved

22

23.

Provisions
Provision for Provisicon for

repairs reorganisation Total
£000 £000 £000
Balance at 31 July 2004 967 7,928 8,895
Exchange differences 4 {40) {30)
Acquisition of subsidiary undertaking 87 - 87
Reclassification (17} 17 -
Charged te¢ the income statement 44 6,984 7,028
Credited to the income statement (86) {1,633) (1,712}
Utilised during the period — (9,078) (9,078}
Balance at 29 July 2005 992 4178 5177
Exchange differences (7) (34) 41)
Charged to the income statement 47 1,640 1,687
Credited to the income statement 21} 423) (444)
Utilised during the period {73) (2,646) {(2,719)
Balance at 28 July 2006 845 24615 3,560
Included in current liabilities Py 2,054 2,178
Included in non-current liabilities 873 5581 1,434
945 2,615 3.580

Where the Group is committed under the terms of a lease to make repairs to leasehold premises,
provision for repairs is made for these estimated costs cver the period of the lease. It is anticipated
that these liabilities will crystalise between 2006 and 2021.

The provision for recrganisation relates primarily 1o the remaining costs in respect of plant closures
and relocation and comprises severance payments, unfunded pension liabilities and cnerous property
costs, the majority of which are expected to be settled in 2007. Alsc included are UK lgasehold
liabilittes which are expected to be settied over the period of a lease which expires in 2013,

Retirement benefits

Defined contribution schemes

The Group operates defined contribution schemes for all qualifying employees. The assets of the
schemes are held separately from those of the Group in funds under the control of trustees.

Payments to the schemes are expensed to the income statement as they fall due. The total expense
recegnised in the income statement of £484,000 (2005 — £277,000) represents contributions payable
to these schemes by the Group at rates specified in the rules of the schemes. At 28 July 20086,
contributions of £39,000 (2006 — £24,000) due in respect of the 2008 reporting period had not been
paid over to the schemes. The emounts were paid over subsequent to the balance sheet date, within
the requisite time limits.

The pensicn cost relating to foreign schemes was £457,000 (2005 - £529,000).
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Defined benefits scheme — St lves Group

The Group operaies the St lves defined benefits pension scheme, with assets held in separate trustee
administered funds. This scheme was closed t¢ new entrants from & April 2002, but benefits continue
to accrue for existing active members.

The most recent full actuarial valuations of the scheme assets and the present value of the defined
benefit obligation were carried out at 6 April 2005 by Jonathan Punter, Fellow of the Institute of
Actuaries, Punter Southall & Co Ltd, {'the actuary’) who is independent of the Group. This valuation
was updated at 28 July 2006. The present value of the defined benefit obligation, ard the related
current service ¢ost and past service cost, were measured using the projected unit credit method,
The principal assumptions used for the purpose of the actuarial valuations were as follows:

2008 2005

e BTG Per annum
Discount rate 5% 5.0%
Expected rate of inflation 2.5% 2.8%
Expected rate of salary increases 3.8% 3.8%
Future pensicn increases 29%  28%

Mortality assumptions are subject to regular review. The postretirement meortality assumpticn
adopted at 28 July 2006 and 29 July 2005 for both pensicner and non-pensioner members was the
PA9Z (year of birth) table as published by the Institute of Actuaries.

The amount reccgnised in the balance sheet in respect of the Group's defined benefits scheme is as

follows:
2006 2005
£800 £000
Present value of funded obligations 225,887 219,965
Fair value of scheme assets 166,416 (153,381)
Net liability recognised in the balance sheet 59,471 66,584

Amounts recognised in profit and loss in respect of the defined benefits scheme are as follows:

52 weeks 1o 52 weeks to

28 by 20408 28 July 2005

800 £'000

Current service cost 3,801 2,802
Settlements/curtailments - (600}
Interest on okligation (note 9) 10,950 9,976
Expectad return on scheme assets (note 8§) {8,969} (7,719)
5,782 4,459

Of the charge for the year, £2,355,000 (2005 - £1,462,000) is included in cost of sales in the income
statement, £452,000 (2005 — £272,000) is included in sales and distribution costs and £994,000
(2005 - £468,000) is included in administrative expenses.

The actual return on scheme assets was £13,145,000 (2005 — £22,989,000).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS continued

23. Retirement benefits continued

Changes in the present value of the defined benefit obligation are as follows:

B2 wonks to 52 weeks to
7% July 2006 29 July 2005
000 £000
Opening defined benefit obligation 219,965 173,801
Service cost 3,801 2,802
Settlements/curtaiiments - (B800)
interest cost 16,850 9,976
Contributions by scheme participants 2,087 2,361
Age-related rebates 1,714 1,200
Actuarial (gain)/loss {4,798 36,388
Benefits paid ‘ {7.832) {5,963)
Closing defined benefit cbligation #25.887 218,965
Changes in the fair value ¢f scheme assets are as follows:
B2 weals o 52 weeks to
78 guby 2088 29 July 2005
£000 £'000
Opening fair value of scheme assets 153,281 128,870
Expected returns 2,568 7,719
Actuarial gains 4,176 15,270
Contributions by employer 3,82% 3,924
Contributions by scheme participants 2,087 2,361
Age-related rebates 1,714 1,200
Benefits paid {7.832) (5,963)
Closing fair value of scheme assets 166,416 153,381

The fair value of the scheme assets at the balance sheet date is analysed as foliows:

Long-term rate Long-term rate

of return Yalue a2t of return Value at

expacted gt 28 Juily expected at 29 duly

28 July 2008 20066 28 July 2005 2005

per anrim £006 per annum £'000

Equity instruments or eguivalent 7.0% 81,241 7.0% 77,707
Debt instruments 4.7% 83,503 4 7% 63,441
Other assets 4. 7% 1572 4.7% 12,233
166,416 163,381

The scheme assets do not include any of the Group’s own financial instruments, nor any property
occupied by, or other assets used by, the Group.

The expected rates of return on the individual categories of the scheme assets are determined
following advice from the actuary. The overall expected rate of return is calculated by weighting the
individual rates in accordance with the anticipated balance in the scheme's investment portfelic.

g |
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The histery of the scheme for the current and prier period is as follows:

2056 2005 2004
£008 £000 £:000
Present value of defined benefit obligation 225,887 219,965 173,801
Fair value of plan assets {166,416 (153,381} (128,870)
Deficit 59,471 66,584 44,931
Experience adjustments on scheme liabilities (4798} 36,383 5,137
Percentage of scheme liabilities {2.11% 16.2% 3.0%
Experience adjustments on scheme assets 4,176 15,270 {1.207)
Percentage of scheme assets 2.5% 9.4% {0.9}%

fn accordance with the transitional provisions for the amendments to IAS 19 in December 2004, the
disclosures above are determined prospectively from 31 July 2004.

The Group expects to contribute approximately £4,400,000 to its defined benefits scheme in 2007.

Defined benefits scheme — DisplayCraft

In addition the Group operated the DisplayCraft defined benefits pension scheme. This scheme was
closed for future benefit on 9 August 2004 and the assets and liakilities were transferred to the St lves
defined benefits scheme cn 15 June 2005. The consolidated income statement for the fifty two weeks
to 29 July 2005 inciudes an operating credit of £280,000, investment income of £43,000 and finance
costs of £55,000 and the consolidated statement of recognised income and expense includes an
actuarial gain of £40,000.

Financial risk management

The Group's treasury function is responsible for managing the Group’s exposure tc financial risk and
operates within a defined set of policies and procedures reviewed and approved by the board.
Interest rate risk

The Greoup carries a cash flow risk where there are changes in the interest rate levied an the Group's
interest rate borrowings.

The Group finances its operations through a mixture of retained earnings and bank harrowings. Group
policy is to manage exposure risk to interest rate fluctuations with bank borrowings, predeminantly
short-term, at floating rates with matching short-term deposits of surplus funds.

The Group is not subiect to fair value interest rate risk as all debt is at floating rate.

Liguidity risk

The Group's pelicy is to maintain flexibility with respect to its liquidity position, by utilising short-term
cash deposits and where necessary short-term bank borrowings for all working capitai and capital
expenditure requirements. It is also the Group’s policy to utilise, if appropriate, bank borrowings in
foreign currencies to finance overseas acguisitions, which also provide a hedge against net
investments in overseas subsidiaries.

Foreign exchange risk

The Group has overseas subsidiaries which operate in the USA and in the Netherlands and whoese
revenues and expenses are dencminated exclusively in the relevant foreign currencies. In order to
provide some protection to the Group's Sterling balance sheet from the movements in these foreign
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS continued

24. Financial risk management continued

exchange rates, the Group does, when appropriate, finance part of its net investment in these
subsidiaries by means of overseas borrowings subject to the interest costs of those borrowings.

The Group utilises currency derivatives tc hedge significant future transactions and cash flows, The
Group is a party to a variety of foreign currency forward contracts and cptions in the management of
its exchange rate exposures. The instruments purchased are primarily denominated in the currencies
of the Group’s principal markets.

Credit risk

The Group's principal financial assets are bank balances and cash, trade and other receivables, which
represent the Group's maximum exposure to credit risk in relation to financial assets.

The Group's credit risk is primarily attributable to its trade receivables. The amounts presented in the
balance sheet are net of allowances for doubtful receivables, estimated by the Group's management
based on prior experience and their assessment of the current economic environment.

The Group's credit risk is relatively low as its UK subsidiaries’ sales are principally with a large number
of counterparties and customers in the UK, and are denominated in Sterling.

The Group transacts derivatives with counterparties that are highly rated by international credit rating
agencies. These ratings are continually monitored.

{a) Interest rate management

An analysis of financial assets and liabilities exposed to interest rate risk is set out below:

Financial assets

2008 2005

£008 £'000

Sterling 2,481 23
Dollar 4,781 3,322
Other 5 542 2,249
12626 5,594

The Group's financial assets comprise cash and cash equivalents, all of which attract interest at floating
rates based upon LIBOR or equivalent measures.

Financial liabilities

208 200%

2000 £'000

Sterling 1,971 8,347
Dollar 19,519 20,739
24,480 29,086

The Group's financial liabilities comprise borrowings which bear interest at floating rates based upon
LIBOR.

(b} Hedge of net investment in foreign entity

The Group has a US Dollar denominated loan, which it has designated as a hedge for part of its net
investment in its subsidiaries in the USA. The fair value of the designated borrowings was £19,519,000
{2005 - £20,739,000). The foreign exchange loss of £1,220,000 (2005 — £684,000} on the translation
of the barrowings into Sterling has been recognised in the Group’s hedging and translaticn reserve.
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25. Derivative financial instruments
Movement Movement
in fair value of in fair value on
cash flow non-designated
30 July 2005 hedges hedges 28 July #0006

£'000 £'000 £'000 £7000
Forward foreign exchange contracts 43 (128) - {85)
Forward time options (19 - 19 -
24 (128) 19 gs)
The maturity of derivative financial instruments is as follows:
Forward
foreign
exchange Forward
contacts time options Total
£000 £°600 L7004
Within one year (8B) - {B5)

As set out in note 2, the Group has taken advantage of the exemption under IFRS 1 and has adopted
IAS 32 and |AS 32 prospectively from 30 July 2005,

At 28 July 2008 the Group held a number of forward foreign exchange centracts designated as cash
flow hedges with a nctional amount of £5,429,000 (20056 - £6,991,000).

The Group has cash flow hedge gains and losses recagnised in the hedging and translation reserve
which will be released at varicus dates up to six months after the balance sheet date.

All currency derivatives designated as cash flow hedges are highly effective and the fair value thereof
has been deferred in equity.

26. Share capital

MNumber of 2085 2005
shares £080 £000

Authorised:
10p ordinary shares 160,000,000 1640040 16,000

Ordinary Ordinary
shares of  shares of
Number of 10p each 10p each

shares £'00¢ £'000

tssued and fully paid
At the beginning of the year 103,491,071 10,349 10,331
Exercise of share options 59,934 6 18
At the end of the year 103,851,005 16,355 10,349

All authorised and issued share capital is represented by equity shareholdings.

During the year 58,934 (2005 - 180,901) 10p ordinary shares were issued as a result of share cptions
exercised for cash consideration of £128,000 (2005 - £608,000).
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27. Other reserves

Hedging
Capital Share and
Share ESOP redemption option translation
premium reserve reserve reserve reserve Total
£'000 £000 £/000 £000 £000 £000
Balance at 31 July 2004 45909 (1,913) 1,238 985 - 46,219
Shares Issued at premium 538 - - - - 588
Exchange differences and related tax - - - - 6871 671
Transfer to profit and loss frcm equity of
exchange differences on disposal of
foreign operation - - - - {101} (101
Recognition of share-based payments - - - (B54) - (654)
Balance at 29 July 2005 46,497  {1,913) 1,238 331 B70 48,723
Transition adjustment on adoption of
IAS 32 and IAS 39 - - - - 59 59
Balance at 30 July 2005 46,497 (1,913) 1,238 331 629 46,782
Shares issued at premium 192 - - - - 192
Exchange differences and related tax - - - - {433) (433)
Cash flow hedges:
Losses taken to equity - - - - {85) (85}
Transferred to fixed assets - - - - {(24) {24)
Tax on items taken directly
to or transferred from equity - - - - 24 24
Recognition of share-based payments - - - (122) - (122)
Balance at 28 July 2006 46,689 (1,813 1,238 209 181 46334
28. Retained earnings
£000
Balance at 31 July 2004 128,204
Dividends paid {17.648)
Profit for the year attributable to equity holders of the parent 11,464
Actuarial losses on defined benefits pension schemes {14,755)
Balance at 29 July 2005 107,265
Transition adjustment on adoption of IAS 32 and iAS 39 (35)
Balance at 30 July 2005 107,230
Dividends paid (17,672)
Profit for the year attributable to equity holders of the parent 14,814
Actuarial gains on defined benefits pension schemes 6,840
Balance at 28 July 2006 111,212

Details of the adoption of IAS 32 and [AS 39 are set out in note 37.
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29. Notes to the consolidated cash flow statement
Reconciliation of cash genersted from operations fggi :22888
Profit from operations 26,104 30,832
Adjustments for:
Depreciation of property, plant and equipment 26,450 29317
Impairment of property, plant and eguipment - 3,278
Amacrtisation of intangible assats 358 384
Gain on disposal of property, plant and equipment (35057 (1,274)
Foreign exchange gains and losses - 84
Deferred income {101 {398)
Share-based payment credit {122} (654)
Dzcrease in provisions {1,575 (3.839)
Operating cash inflows before movements in working capital: 47,608 57,730
Decrease/lincrease) in inventories 485 (1,568)
Decreasef{increase} in receivables 10,088  (6,142)
Increasefidecrease) in payabies 4488  (8,232)
Cash generated from cperations §7.648 41,788
Analysis of net debt 30 July Exchange 26 Suly
2005 Cash flow movements e
£000 £000 £000 000
Cash and cash equivalents 5,594 7,287 {261) 12,626
Bank overdrafts {(4,386) 4,059 - {327
Debt due within one year {24,700} 2317 1,220 {21,163}

{23,492) 13,663 969 {8870

Cash and cash equivalents {which are presented as a single class of assets on the face of the balance
sheet) comprise cash at bank and other short-term highly liquid investments with a maturity of three
months or less.

The effective interest rates on cash and cash equivalents are based on current market rates.

30. Capital and other commitments

#0068 2005
£oan £°000
Capital expenditure contracted but not provided 13,370 11,428

At 28 July 2008, the Group had outstanding commitments for future minimum lease payments under
nen-cancellable cperating leases as follows:

2006 2005

tand and “landand
buildings Citfser buildings Other
£060 £1940 £000 £'000
Within one year 2,024 1,053 2,141 1,008
Between two and five years FH65 1,688 0 7,198 1,741
After five years 7,228 -~ 8219 53
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31.

82

Share-based payments

The Company operates a number of share-based paymant schemes for certain employees of the
Group. international Financial Reporting Standards 2: “Share-based Payment” ('IFRS 2°) has been
applied to all share-based rewards made after 7 November 2002 that did not vest before 31 July 2004,
detailed below.

Executive Share Option Scheme ('2001 Scheme’)
Executive directars and certain members of senior management have been granted share options
under the Company's discretionary share option schemes.

Details of the 2001 Scheme are included on pages 32 and 33 of the Directors’ Rermuneration Report,
A reconciliation of the moverment in the number of share options is shown below:

2008 2005
Weighted Weighted
Nurthar of BYOLBYE Number of average
share SREIUisE share exercise
options pricy £ options price £

2001 Scheme

Qutstanding at the beginning of the period 1,128,008 383 517,500 4.27
Granted during the period - - 607,500 3.45
Forfeited during the period (50,0001 3.82 (5,000) 4,27
Qutstanding at the end of the period 1,870,600 2,83 1,120,000 3.83

Exercisable at the end of the period - - - -

The fair value of the options granted under the 2001 Scheme is measured using the binomial model.
The inputs to the binomia! model are:

2008 2005
Weighted average mid-market share price £2.88 £3.86
Weighted average exercise price £3.833 £3.83
Expected life 5.7 years 5.7 years
Expected volatility 25.00% 25.00%
Risk free rate 4.66% to 5.02% 4.66% to 5.02%
Dividend yield 4.50% 4.50%
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Equity Partnership Plan (‘EPP’)

Executive directors and certain members of senior management may be invited to participate in the

EPP.

Details of the EPP are inciuded on page 33 of the Directors” Remuneraticn Report.

The performance condition for the grants made in November 2002 was not met and so on

26 November 2005 the options lapsed.

In respect of grants made in 2003 and 2004, participants have the right, dependent on the extent to
which the relevant performance condition is met, to subscribe for up to a maximum of 49,636 ordinary
shares in the Company for nil consideration, exercisable grior to 24 May 2007 {using the year ended
1 August 2003 as the base year) and a maximum of 56,964 ordinary shares in the Company for nil
consideration, exercisable prior to 24 May 2008 (using the year ended 30 July 2004 as the base year}.

EPP

Qutstanding at the beginning of the period
Granted during the period

Forfeited during the period

Expired during the period

QOutstanding at the end of the period

Exercisable at the end of the period

The Group reccgnised a total credit of £122,000 (2005 -
share-based payment transactions.

2O66 2005
Riumiber of Mumber ot
share share
aptiong opticns

691,464 670,101
- 56,964
-~ (35,661)
{584,904} -

166,500 691,404

£654,000) relating to equity-settled
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS continued

32.

33.

84

Acquisition of business

On 1 August 2005 SP Group Limited secured a long-term contract to supply all Marks and Spencer pic's
point-of-sale requirements. At the same time the trade and certain assets and liabilities of their print
business in Burnley were acquired for a cash consideration of £2,901,000. The business has 74
employees and trades under the name of St lves Burnley Limited.

This transaction has been accounted for by the purchase method of accounting.

The net assets acquired in the transactions, and the goodwill arising are as follows:

Alignment
Book of Fair value
value on accounting of assets
acquisition policies Revaluations acquired
£000 £000 ‘000 £000
Tangible fixed assets 2,901 - - 2,90
Other creditors {270) - - (270)
Deferred taxaticn 81 - - 81
2,712 - - 2,712
Goodwill 189
Consideration 2,91
Satisfied by:
Cash 2,901

St Ives Burnley Limited contributed £7,500,000 revenue and £815,000 to the Group's profit before tax
for the period between the date of acquisitian and the balance sheet date.

Related party transactions

Transactions between the Company and its subsidiaries, which are related parties, have been
eliminated on consclidation and are not disciosed in this note. No material related party transactions
have been entered into during the year, which might reasonably affect any decisions made by the
users of these financial statements.

The Directors and other executive officers of the Company and their associates, had no material
transactions with the Group during the year.

Remuneration of key management personnel

The remuneration of the Directors and other executives who are key management personnel of the
Group, is set out below in aggregate for each of the categories specified in International Accounting
Standard 24: “Related Party Disclosures™:

2008 2005
£800 £:000

Short-term employee benefits 2,253 3,006
Post-employment benefits 5% -
Other long-term benefits {31} (742)
Termination benefits 53 -
Share-based payment {304 107
3402 2,371
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Reconciliation of EBITDA
The reconciliation of EBITDA to the segment result referred to on page 21 of the Financial Review is

shown below:
57 wegeks 1o 25 July 2008

Unallosated

Media Cormnarcip QOPEIELR
Products Progduats LHRA s Totat
2000 £800 £ £300 000

Segmenta!l result before restructuring costs

and provision releases 23,504 1671 {2471} {331 257244
Depreciation and amortisation 13,109 785 4958 1,755 26,808
EBITDA FIM30 8,388 3918 1722 B2 U4

52 weeks to 28 July 2005

Uniallocated

Media Commercial corporate
Products Products USA income Total
£000 £'000 £000 £000 £7000

Segmental result before restructuring costs

and provision releases 28,670 6,679 3,484 1,844 40,677
Depreciation and amortisation 16,179 8,181 4,811 1,530 29,701
Less Germany EBITDA - (692) - - {692)
EBITDA 43,849 14,168 8,295 3,374 69,686

Events after the balance sheet date
There have ne events after the balance sheet date requiring adjustment or disclosure in the financial
statements for the period ended 28 July 20086.
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NOTES 7O THE CONSOLIDATED FINANCIAL STATEMENTS continued

36. List of principal undertakings

The principal trading subsidiaries, all of which were wholly owned by subsidiaries of the Company at
28 July 2006, are shown below.

The following companies are incerperated and registered in England and Wales:

Location
Clays Limited Bungay
St lves Andover Limited Andover
St lves Blackburn Limited Blackburn
St lves Burnley Limited Burnley
St ives Crayford Limited Crayford
St Ives Direct Bradford Limited Bradford/Leeds
St Ives Direct Edenbridge Limited Edenbridge
St ives Direct Mail Leeds Limited Leeds
St Ilves Direct Mail Romford Limited Romforg
St lves Direct Romford Limited Romford
St lves Financial Limited London/Luxembourg
St lves Graphic Media Limited Bradford/Leeds
St Ives Peterborough Limited Peterborough
St Ives Plymouth Limited Plymouth
St Ives Roche Limited Roche
St lves Westerham Press Limited Edenbridge
Sevenoaks Print Finishers Limited Edenbridge
SouthWest Mailing Limited Roche
SP Group Limited Birmingham/Redditch

The following companies are incorporated overseas:

. St lves Burrups Japan KK Japan
St lves Financial Inc USA
St Ives Inc Florida USA
St fves In¢ Cleveland USA
St lves Uden BY Holland

All the above subsidiaries are engaged in the activities of printing and related services.
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37. Adoption of IAS 32 and IAS 39
Following the Group's adoption of IAS 32 and IAS 39 from 30 July 2005, we set out in note 2 the
accounting policies under these standards. The impact on the consolidated financial information as at
30 July 2005 is set out below.

At 30 July 2005 the fair values of forward contracts held at that date have been recorded on the
balance sheet and directly in equity. The balance sheet includes derivative financial instruments within
current assets of £82,000 and within current liabilities of £38,000.

Closing Opening
balance sheet 1AS 32 and balance sheet
at 29 July IAS 39 at 30 July
2005 adjustments 2005
£000 £000 £000

Assets
Non-current assets 229,816 - 229,816
Current gssets 96,700 62 98,762
326,516 62 326,578

Liabilities

Current tiabilities 92,878 38 92,916
Non-current liabilities 69,3017 - 69,301
162,179 38 162,217
Net assets 164,337 24 164,361

Equity
Share capital 10,349 - 10,349
Other reserves 46,723 59 46,782
Retained earnings 107,265 (35) 107,230
Total equity 164,337 24 164,361

During the period tc 28 July 2006 losses on cash flow hedges of £85,000 were taken to equity and
£24,000 was transferred to the initial carrying amount of non-financial hedged items on cash flow
hedges. The related deferred tax taken directly to equity totalled £24,000. The resulting fair values of
forward contracts held at 28 July 2006 were £85,000 recorded in current liabilities on the balance
sheet.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS continved

38.
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Transition to IFRS

The Group previously reported under UK Gensrally Accepted Accounting Principles {UK GAAP" for all
periods up to and including the fifty two weeks to 29 July 2005. These financial statements are the
first the Group is required to prepare in accordance with IFRS.

International Financial Reporting Standard 1: "First-time Adoption of Internaticnal Financial Reperting
Standards” ['IFRS 1) permits those companies adopting IFRS for the first time to take certain
exemptions frem the full requirements of IFRS in the transiticn period. The Group has taken advantage
of the folicwing exemptions:

Business combinations

Business combinations that took place prior to 31 July 2004, the date of transition to IFRS, have not
been restated.

Goodwill

IAS 21 requires goodwill arising on the acquisition of a fereign business t¢ be retransiated at each
period end. The Group has apted not to retranslate such goodwill for acquisitions arising prior to
31 July 2004 but continues to translate it at acquisition rate.

Fair value as deemed cost

The Group has opted to use the previous valuation of tangible fixed assets made under UK GAAP as
deemed cost.

Retirement benefits

The deficits and surpluses of the defined benefits pension schemes have been recognised in full on
the Group's balance sheet at 31 July 2004. The Group has opted to account for pension benefits under
the amendment to IAS 19 issued in December 2004 in which all actuarial gains and losses are
recognised in equity. This is similar to the UK GAAP treatment under FRS 17. FRS 17 was not
previously adopted but the effects were disclosed in the Annual Report and Accounts.

Cumulative translation differences

Translation differences relating to foreign currency investments in subsidiaries in existence at the
transition date are deemed to be zero at the date of transition, and as such the gain or loss on subsequent
disposal of any foreign operation excludes translation differences that arose before that date.

Financial instruments

JAS 32 and |AS 39 have been applied from 30 July 2005 and as such the Group’s opening IFRS balance
sheet at 31 July 2004 and restated information for the fifty two weeks to 29 July 2005 excludes any
adjustments required by these standards. Such adjustments are disclosed in note 37 above.
Share-based payments

IFRS 2 is applied to all share-based rewards made after 7 November 2002 that did not vest before
31 July 2004. IFRS 1 establishes the transitional requirements for the preparation of financial
statements in accordance with IFRS for the first time.

The effect of the adoption of IFRS is cutlined below along with the opening cansolidated balance sheet
at 31 July 2004, consolidated income statement for the fifty two weeks to 29 July 2005 and the
consolidated balance sheet at 29 July 2005.
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Changes to presentation:

IAS 1: “Presentation of Financial Statements™ [{'l1AS 1°)

Separately identifiable items

Under IFRS a definition of excepticnal items does not exist; however maternial items should be disclosed
separately. As such the restructuring costs provided and any related provision releases previously reported
under UK GAAP will continue to be shown separately on the face of the income statement.

Deferred tax

Under 1AS 1 deferred tax assets and liabilities must be split by tax group.

Provisions and deferred income

[AS 1 requires provisions and deferred income to be split between current liabilities and non-current
ligbitities.

Hedging and translation reserve

Exchange differences written-cff to reserves under UK GAAP were disclosed in the statement of total
recognised gains and icsses and included in the profit and loss reserve. Under IFRS thay are disclosed
in the staterment of recognised income and expense and shown in equity in the hedging and translation
reserve.

IAS 7: “Cash Flow Statements” ['IAS 7)

IAS 7 defines cash equivalents as 'short-term, highly liquid investments that are readily convertible to
known amounts of cash and which are subject to an insignificant risk of changes in value’'. IAS 7 also
recognises that bank overdrafts repayable on demand may form an integrai part of an entity's cash
management and should therefore be included in cash and cash equivalents.

IAS 14: “"Segment Reporting” ['IAS 14°)

On 30 September 2005 St Ives plc announced changes in board responsibilities, reflecting the
structure under which the Group would be managed. The structure comprises three business
segments which are Media Products, Commercial Products and USA.

Changes to accounting:

IAS 10: “Events After the Balance Sheet Date” {'IAS 10}

Proposed dividends

IAS 10 states that dividends declared after the balance shest date should nct be recognised as a
liability at that date but recognised in the period in which they are formally approved for payment.
The final proposed dividend for the fifty two weeks to 30 July 2004 of £12,481,000 has been reversed
in the opening IFRS consolidated balance sheet and is recognised in the accounts for the fifty two
weeks ended 29 July 2005. Similarly the final proposed dividend for the fifty two weeks ended 29 July
2005 of £12,517,000 has been reversed and has been recognised in the period to 28 July 2006,
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NOTES TQ THE CONSOLIDATED FINANCIAL STATEMENTS continued

38.
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Transition to IFRS continued

IAS 12: “Income Taxes” {'IAS 12}

[AS 12 requires deferred tax to be provided on all temporary differences rather than only taxable timing
differences.

At 31 July 2004 an unprovided deferred tax liability of £825,000 has been recognised in respect of
rclled over gains {net of capital losses).

At 29 July 2005 the deferred tax liability increased to £1,234,000 reflecting a charge in the income
statement of £409,000.

Adjustments have also been made to the financial information where deferred tax liabilities and assets
can be offset under the provisions of 1AS 12.

IAS 19: “Employee Benefits” {("'IAS 19°)

St Ives defined benefits pension scheme

IAS 19 requires the net pension liakility relating to the defined benefits pension scheme to be
recegnised on the balance sheet.

Under UK GAAP the Group accounted for its defined benefits pension schemes under SSAP 24:
“Accounting for pension costs” (SSAP 24’} and presented, within the notes to the financial
statements, disclosures under FRS 17: "Retirement benefits” ('FRS 177,

Balance sheet impact

In the opening IFRS balance sheet at 31 July 2004 the SSAP 24 prepayment of £25,068,000 and its
related deferred tax liahility of £1,875,000 have been reversed through opening retained earnings. The
treatment of the pension deficit is similar under |AS 19 and FRS 17, and any differences are not
considered material. As such the deficit of £44,931,000 at 30 July 2004 has been recorded in the
opening IFRS balance sheet, along with the related deferred tax asset of £13,479,000. In addition, a
deferred tax asset of £5,625,000 has been recognised in respect of £18,750,000 of pension costs
which have been paid but for which tax relief had not been obtained at 31 July 2004.

At 30 July 2005 the pension deficit was £66,584,000 and deferred tax asset £23,725,000.

Income statement impact

For the fifty two weeks to 29 July 2005 the SSAP 24 pensicn cost of £3,990,000 has been reversed
and the JAS 19 current service cost of £2,202,000 (net of £1,200,000 age-related rebates) has been
recognised in administrative expenses in the income statement. The 1AS 19 net finance charge of
£2,257,000 has also been reflected in the income statement within finance costs. The movement in
the deferred tax asset recognised in the income statement is £161,000.

The Group has opted to account for pension benefits in accordance with the amendment to 1AS 19
issued in December 2004 under which all actuarial gains and losses are recognised directly in equity.
The actuarial loss recognised for the fifty two weeks to 29 July 2005 was £21,118,000. The deferred
tax recognised on the actuarial losses for the period was £6,335,000.

Holiday pay

Under UK GAAP the Group provided for haliday pay for some but not all employees, however 1AS 19
is more prescriptive. Consequently holiday pay provisions have been calculated for all employees as at
30 July 2004 and an adjustment of £485,000 to increase the charge has been recorded at that date.
Additicnally, a provision of £120,000 for holiday pay in SP Group has been recorded at 13 September
2004, the date of acquisiticn, reducing the fair value of assets acquired and therefore increasing
goodwill.

There was no material movement in the total provision for the fifty two weeks to 29 July 2005.
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IAS 21: “The Effect of Changes in Foreign Exchange Rates” (‘IAS 21')

Loans between St Ives plc and its foreign operations

Loans exist between St lves ple and certain of its foreign operations. All foreign exchange gains and
lesses on the restatement of these loans were previously written off tc reserves under UK GAAP. The
majority of the loans meet the definition of ‘net investments in a foreign operation’ under IAS 21, as
settlement is neither planned nor likely to cccur. The foreign exchange difference on such loans is
recognised directly in equity.

The foreign exchange differences on the working capital element of these loans, that was not hedged,
must be recognised in the income statement under IFRS. For the fifty two weeks to 29 July 2005 a
loss of £84,000 has been recognised.

Disposal of subsidiary

Under |AS 21, any translation differences taken to equity on the retranslation of a foreign cperation’s
assets and liabilities, and income and expense items, should be recegnised in the income statement
on the disposal of that operation.

For the fifty two weeks to 29 July 2005 a gain of £101,000 has been recognised in the income
statement following the disposal of Johler Druck GmbH on 5 April 2005.

IAS 36: “Impairment of Assets” {']AS 36')

Goodwilf

Under IFRS, goodwill amortisation is not permitted, instead annual impairment reviews must be
carried out. At 31 July 2004 goodwill on the balance sheet and in reserves was frozen.

For the fifty two weeks to 28 July 2005 goodwill amortisation of £2,773,000 has been reversed. The
impairment tests performed during 2005 have been reworked tc reflect IFRS requirements and no
impairment charges are required for either period.

|AS 38: “Intangible Assets” {'|AS 38')

Computer software

In accordance with IFRS, capitalised computer software, which is not integral to & related item of
hardware, has been reclassified from property, plant and equipment tc other intangible assets. At
31 July 2004 the net book value of computer software reallocated was £431,000. Similarly, computer
software reclassified at 29 July 2005 was £649,000.

IFRS 1: “First-time Adoption of International Financial Reporting Standards™ {‘IFRS 1)

IFRS 1 permits the freezing of goodwill in the balance sheet at the date of transition to [FRS. Geodwill
reversed cut of reserves under UK GAAP in relation to disposals, has been taken back to equity under
IFRS.

In the fifty two weeks to 29 July 2005 £5,865,000 has been written kback following the disposal of
Johler Druck GmbH and £941,000 fellowing the closure of St (ves Bristol Limited.
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NoTES To THE CONSOLIDATED FINANCIAL STATEMENTS continued

38.
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Transition to IFRS continued

IFRS 2: “Share-based Payment” ('IFRS 2')

I[FRS 2 requires the Group to reflect in its accounts the effects of share-based payment transactions,
including expenses associated with transactions in which share options are granted to employees. The
options granted by the Group are fair valued at the grant date using a binomial mode! and charged 1o
the income statement over the vesting period of the cptions.

[FRS 2 does not affect the total equity on the opening IFRS balance sheet. For the fifty two weeks to
29 July 2005 the long-term incentive scheme release of £1,266,000 under UK GAAP has been
reversed in the income statement and the IFRS net credit of £654,000 under IFRS 2 has been
recognised. There is no impact on the total equity of the Group.

IFRS 3: “Business Combinations” {'IFRS 3')

The acguisition of SP Group has been reviewed as it falls within the scope of IFRS 3. As a result of the
raview no separately identifiable intangible assets have been recognised and the difference between
the fair value of the assets acquired and the consideration is entirely goodwill,

IAS 32: “Financial Instruments: Disclosure and Presentation” {'lAS 32') and IAS 39: “Financial
Instruments: Recognition and Measurement” {'IAS 39')

The Group adopted IAS 32 and |AS 39 on 30 July 2005; these standards therefore have no effect on
the opening IFRS balance sheet at 30 July 2005 or restated financial information for the fifty two
weeks to 29 July 2005,
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Reconciliation of equity at 31 July 2004

ASSETS

Non-current assets

Prcperty, plant and equipment
Goodwill

Other intangible assets
Deferred tax assets

Other non-current assets

Current assets

Inventories

Trade and other receivables
Cash and cash equivalents

Total assets

LIABILITIES

Current liabilities

Trade and other payables
Short-term borrowings
Current tax payable
Deferred income
Short-term provisions

Non-current hiabilities
Retirement henefit obligations
Deferred tax liabilities
Deferred income

Other non-current labilities
Leng-term provisions

Total liabilities
Net assets

EQUITY

Capital and reserves
Share capital

Other reserves
Retained earnings

Total equity

IFRS
UK GAAP adjustments IFRS
£000 £000 £°000
163,165 (431) 162,734
22,814 ~ 22814
- 431 431
- 10,722 10,722
22,896 (22,658) 238
208,875 (11,936) 196,939
11,554 ~ 11,554
67,924  (2,410) 65514
47 455 ~ 47,455
126,933 {2,410) 124,523
335,808 {14,346) 321,462
65,358 (12,006} 53,352
21,449 - 21,449
6,026 - 6,026
- 393 398
- 6938 6,938
92,833  (4,670) 88,163
— 45,249 45,249
9,624  (9,585) 39
706 (398) 308
992 - 992
8,895 (6938 1,957
20,217 28,328 48,545
113,060 23,658 136,708
222,758 (38,004) 184,754
10,331 ~ 10,331
45,234 985 46,219
167,193 (38,989) 128,204
222,758 (38,004} 184,754
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38. Transition to IFRS continued
(b) Reconciliation of the Income Statement for the fifty two weeks ended 29 July 2005
UK GAAP IFRS
Before Before T
exceptional Exceptional restructuring  Restructuring
items and tems and costs and costs and
goodwill goodwill IFRS provision provision
amortisation  amortisation Total  adjustments rel rel Total
£000 £000 £000 £000 £000 £'000 £009
Revenue
Existing activities 384,203 - 384,203 - 384,203 - 384,203
Acquired activities 35,274 - 35,274 - 35,274 - 35,274
419,477 - 419,477 - 419,477 - 419,477
Cost of sales (308,824} (6,837) {315,661} - ({308,824) (6,837) {315,661}
Gross profit 110,653 (6,837) 103,816 - 110,653 (6,837} 103,816
Sales and distribution
costs (28,494} (843} (29,337} - (28,494) £843) (29,337
Administrative
expenses {43,440) 6,577) (50,017 5,096 {42,058) {2,863) (44,921)
Other operating income
Profit on disposal
of fixed assets - 626 626 - - 626 626
Other income 576 72 648 - h76 72 648
576 698 1,274 - 578 698 1,274
Profit from operations
Existing activities 35,142 (11,613) 23,629 3,736 36,624 (9,259) 27,265
Acquired activities 4,153 {1,948) 2,207 1,360 4,153 {586) 3,567
39,295 {13,659} 25,736 5,096 40,677 {9,845) 30,832
Loss on disposal of
subsidiary - {14,101) {14,101 5,966 - (8,135) (8,135}
Investment income* 574 - 574 7,762 8,336 - 8,336
Finance costs (763) - (763) {10,031} (10,794 - (10,794)
Profit before tax 39,106 {27,660} 11,446 8,793 38,219 {17,980) 20,239
income tax expense  (13,072) 4,406 (8,666} (1G9 (12,772} 3,997 (8,775)
Profit for the period 26,034 {23,254) 2,780 8,684 25,447 (13,983) 11,464
Basic earnings per share 2.70p 11.14p
Diluted earnings per share 2.70p 11.13p

* [AS 19 costs include investment income of £43,000, finance costs of £65,000 and tax charge of
£95,000 which related to the DisplayCraft pension scheme.
This scheme was closed for future benefit acerual on 9 August 2004 and the assets and liabilities were
transferred to the St lves Pension Scheme on 15 June 2005.
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Reconciliation of equity at 29 July 2005

ASSETS

Non-current assets

Property, plant and equipment
Goodwill

Intangible assets

Deferred tax asset

OCther non-current assets

Current assets

inventories

Trade and other receivables
Cash and cash equivalents

Total assets

LIABILITIES

Current liabilities

Trade and other payables
Short-term borrowings
Current tax payable
Deferred income
Short-term provisions

Non-current liabilities
Retirement benefit obligations
Deferred tax liabilities
Deferred income

Cther non-current liabilities
lLong-term provisions

Total liabilities
Net assets

EQUITY

Capital and reserves
Share capital

Other reserves
Retained earnings

Total equity

Reconciliation of cash flows

20086

IFRS
UK GAAP adjustments IFRS
£000 £000 £°000
159,657 (649) 158,808
51,082 2,857 53,9486
~ 649 649
- 16,173 16,173
22,938 (22,798) 140
233,584 (3,768) 229,818
13,344 - 13,344
79,965 {(2,203) 77,7762
h,694 - 5,694
98,903 {2,263y 96,700
332,487 (5,971) 326,516
66,320 (11,912) 54,408
29,086 - 258,086
5,623 - h,623
- 102 102
- 3,659 3,659
101,029 (8,151) 92,878
- 66,584 66,584
10,405 (10,359) 46
308 {102) 206
947 - 947
5,177 {3,659) 1,518
16,837 52,464 69,301
117,866 44,313 162,172
214,621 (50,284) 164,337
10,349 - 10,349
45,822 201 46,723
158,450 {51,185 107,265
214,621 (60,284) 164,337

There was nc material effect on the cash flows of the Group on adopting IFRS.
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INDEPENDENT AUDITORS' REPCGRT TO THE MEMBERS OF ST IVES PLC

We have audited the individual Company financial statements of St lves plc for the fifty two weeks ended
28 July 2006 which comprise the balance sheet and the related notes 1 to 18. These individual Company
financial statements have been prepared under the accounting policies set out therein.

The corporate governance statement and the directors’ remuneration report are included in the group
annual report of St Ives plc for the fifty two weeks ended 28 July 2006. We have reported separately on
the group financial staterments of St Ives ple for the fifty two weeks ended 28 July 2006 and on the
informaticn in the directors’ remuneration report that is described as having been audited.

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

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report and the individual company financial
statements in accordance with applicable law and United Kingdom Accounting Standards {United Kingdom
Generally Accepted Accounting Practice) are set out in the statement of directors’ responsibilities.

Qur responsibility is to audit the individual company financial statements in accordance with relevant United
Kingdom iegal and regulatory reguirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the individual company financial statements give a true and fair
view, in accerdance with the relevant financial reporting framework, and whether the individual company
financial statements have been properly prepared in accordance with the Companies Act 1985, We report
to you whether in our opinion the information given in the directors’ report is consistent with the individual
company financial staternents. We also report to you if, in our opinion the Company has not kept proper
accounting records, if we have not received all the information and explanations we require for our audit,
or if infermation specified by law regarding directors’ remuneration and other transactions is not disclosed.

We read the directors’ report and the other information contained in the annual report for the above year
as described in the contents section and consider the implications for our report if we become aware of
any apparent misstatements or material inconsistencies with the individual company financial statements.

Basis of audit opinion

Woe conducted our audit in accordance with International Standards on Auditing (UK and Ireiand) issued by
the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the
amounts and disclosures in the individual company financial staterments. It also includes an assessment of
the significant estimates and judgements made by the directors in the preparation of the individual
company financial statements, and of whether the accounting policies are apprapriate to the Company's
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit sc as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reascnable assurance that the
individual company financial statements are free from material misstatement, whether caused by fraud or
other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation
of informaticn in the individual company financial statements.
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Opinion
[n our opinion:

e the individual company financial statements give a true and fair view, in accordance with United
Kingdom Generally Accepted Accounting Practice, of the state of the Company's affairs as at 28 July
2006;

» the individual Company financial statements have been properly prepared in accordance with the
Companies Act 1985; and

» the information given in the directors’ report is consistent with the financial statements.

N 1 4l —

D.u,mfﬁ © [ ennelag L f

Deloitte & Touche LLP

Chartered Acccuntants and Registered Auditers

London

10 October 2006
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COMPANY BALANCE SHEET

28 Jduly 29 July
2066 2005
{Restated)
Note £7080 £'000

Fixed assets
Intangibie assets 5 151 -
Tangible assets 6 458,536 45,088
Investments 7 155,626 153,082

202,313 198,177

Current assets

Debtors — amounts falling due within one year 8 7671 10,574
Debtors — amounts falling due after more than one year 8 33 1,946
Cash at bank ard in hand 8,076 -

15,786 12,520

Creditors: amounts falling due within one year 9 {40,657} (45,833)
Net current liakilities {24,777 (33,313)
Total assets less current liabilities 177,542 164,864
Creditors: amounts falling due after more than one year 9 {4597 -
Provisions for liabilities 11 (443 {527}
Net assets 167,907 164,337
Capital and Reserves

Called up share capital 12 1355 10,349
Share premium account 12 48, 68% 46,497
Other reserves 13 {875} (226}
Profit and loss account 14 111,832 107,717
Equity shareholders’ funds 167,901 164,337

These financial statements were approved by the board of directors on 10 October 2006 and signed on its
behalf by

Miles Emley
Directors
Ray Morley
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NOTES TO THE COMPANY FINANCIAL STATEMENTS

1. Accounting policies
The financial statements of the Company have been prepared in accordance with applicable United
Kingdom accounting standards. The following Financial Reporting Standards {‘'FRS’) have been
adopted during the accounting period:
Financial Reporting Standard 17: “Retirement Benefits” ('FRS 177
Financial Reporting Standard 21; "Events after the Balance Sheet Date” (‘FRS 217
Financial Reporting Standard 25: “Financial Instruments — Disclosure and Presentation” {'FRS 25")
Financial Reporting Standard 28: “Financial Instruments — Recognition and Measurement” ('FRS 26')
Financial Reporting Standard 28: "Corresponding Amounts” ('FRS 28")
The adoption of each of these standards represents a change in accounting policy, although only the
adoption of FRS 17, FRS 21 and FRS 26 resulted in an amendment to the Company’s financial
statements for either the current or prior period. The pricr year comparatives have been restated as
set out in note 18.
The Company is not required to restate its comparative information under FRS 26. All other accounting

policies have been applied consistently throughout the accounting period and the preceding period.
The particular accounting pclicies adopted are described below.

{a) Accounting convention
The financial statements of the Company are prepared under the historical cost convention as
modified by the revaluation of certain assets.

tb) Accounting period
The financial statements are prepared for the fifty two weeks ended 28 July 2006 {"the financial year’}.
Comparative figures are for the fifty two weeks ended 29 July 2005.

(c) Tangible fixed assets

Depreciation is not provided on freehold land or assets in the course of construction. On other assets
it is provided on cost or revalued amounts in egual annual instalments over the estimated lives of the
assets. The annual rates of depreciation are as follows:

Freehold buitdings 2% — 4%
Leasehold properties Period of lease
Leasehold improvements 10% - 20%
Plant and machinery 10% - 33%%
Fixtures, fittings and equipment 20% - 334%%
Motor vehicles 20% — 25%

As permitted by Financial Reporting Standard 15: "Tangibie Fixed Assets” {‘FRS 15}, those freehold
buiidings valued at 31 July 1985 continue to be carried at that value, subject to depreciation.

{d} Investments

Investments in subsidiaries are revalued to directors’ valuation and are stated as net asset value. In
the opinion of the directors this valuation policy gives a fair representation of the net worth of the
Company.

fe) Tax
Current 1ax, including UK corporation tax and foreign tax, is provided at amounts expected tc be paid

{or recovered) using the tax rates and laws that have been enacted or substantially enacted by the
balance sheet date.

99




ST IVES pLC ANNUAL REPORT AND ACCQOQUNTS 20068

NOTES TO THE COMPANY FINANCIAL STATEMENTS continved

100

Accounting policies continued

Deterred tax is provided in full on timing differences which result in an obligation at the balance sheet
date to pay more tax, or a right to pay less tax, at a future date, at rates expected to apply when they
crystallise based on current tax rates and law. Timing differences arise from the inclusion cf items of
incomea and expenditure in tax computations in periods different from those in which they are included
in financial statements.

Deferred tax is not provided on timing differences from the revaluation of fixed assets where there is
no commitment 10 sell the asset, or on unremitted earnings where there is no commitment to remit
these earnings. Deferred tax assets are recognised to the extent that it Is regarded as more likely than
not that they will be recovered, Deferred tax assets and liabilities are not discounted.

{f} Provision for repairs
As the Company is committed under the terms of a lease to make repairs to leasehoid premises,
provisicn is made for the estimated cost of repairs over the lease period.

{g} Foreign currencies

Where foreign currency borrowings have heen used to finance or provide a hedge against equity
investments in overseas subsidiaries, exchange gains or losses on the borrowings have been offset in
reserves to the extent that they do not exceed the associated exchange differences arising on the
retranslation of net investments.

The transactions of the Company denominated in foreign currencies are translated into sterling at the
rate ruling at the date of the transaction. Amounts receivable and payable denominated in foreign
currencies at the balance sheet date are translated at the rates ruling at that date. These exchange
differences are included in profit on ordinary activities before tax.

fh) Share-based payments

The Group makes equity-settled share-based payments to certain employees, which are measured at
fair value at the date of grant. The fair value determined at the grant date of the eguity-settled share-
based payments is expensed on a straight-line basis over the vesting period, based on the Company’s
estimate of shares that will eventually vest. The fair value of share options issued is measured using
a binomial model. The expected life used in the model has been adjusted, based on management’s
best estimate, for the effects of non-transferability, exercise restrictions, and behavioural
considerations.

{i) Derivative financial instruments
The Company has adopted FRS 25 and FRS 26 with effect from 30 July 20056,

The Company's activities expose it primarily to the financial risks of changes in foreign currency
exchange rates and interest rates. The Company uses derivative financial instruments to hedge its
exposure to foreign exchange for the purchase of capital eauipment denominated in foreign currencies
and the sale of goods similarly denominated.

The use of financial derivatives is governed by the Group's policies approved by the board of directors,
which provide written principles on the use of financizl derivatives consistent with the Group’s risk
management strategy. The Company does not held or issue derivative financial instruments for
speculative purposes.




St

FIVES pPLe ANNUAL REPORT AND ACCCUNTS 2006

Changes in the fair value of derivative financial instruments that are designated and effective as cash
flow hedges of forecast transacticns are recognised directly in equity and the ineffective portion is
recognised immediately in the profit and loss account. If the cash flow hedge of a firm commitment or
forecast transaction results in the recognition of an asset or liability, then, at the time the asset or liability
is recognised, the associated gains and losses on the derivative that had previousty been recognised in
equity are included in the initial measurement of the asset or liahility. For the hedges that do not result
in the recogniticn of an asset or liakility, amounts deferred in equity are recognised in the profit and loss
accouni in the same peried in which the hedged itemn affects the net profit or loss.

The gain or loss on hedging instruments relating tc the effective porticn of a net investment hedge is
recognised in equity and the ineffective portion is recognised immediately in the profit and loss
account. Gains or losses accumulated in equity are included in the profit and loss account when the
foreign cperations are disposed of.

Hedge accounting is discontinued when the hedging instrument expires or is sold, terminated, or
exercised, or nc longer qualifies for hedge accounting. At that time, any cumulative gain or loss on the
hedging instrument recognised in equity is retained in equity until the forecast transaction cccurs. If a
hedge transaction is no longer expected 10 occur, the net cumulative gain or loss previcusly recognised
in equity is included in the profit and loss account for the period.

Derivatives embedded in other financial instruments or cther host contracts are treated as separate
derivatives when their risks and characteristics are not closely related to those of their host contracts
and the host contracts are not carried at fair value with unrealised gains or losses reported in the profit
and loss account.

Those derivatives which are not designated as hedges are classified as held for trading and gains and
losses on those instruments are recognised immediately in the profit and loss account.

(i) Pension costs

The Company operates a defined benefit pension scheme, in which the majority of employees of the
Company participate, and a defined contribution pension scheme. The Company accounts for the
defined benefit pension scheme as if it were a defined contribution scheme under the provisicns of
FRS 17. Pension costs for the Company's defined contribution scheme are charged against profits as
payable. Further details are set out in note 15.

(k) Leases
Rental costs under operating leases are charged to the profit and loss account in equal annual amounts
over the pericds of leases.

(i} Cash flows

A statement of cash flows has not been prepared for the Company as, in accordance with Financial
Reporting Standard 1 (Revised): "Cash Flow Statements” {'FRS 1), cash flow information has been
shown in the financial statements of the ultimate parent company.

Profit from operations

As permitted by Section 230 of the Companies Act 1985, no profit and loss account of the Company
is included in these financial statements. The profit for the financial period for the Company was
£22.2 million (2005 restated — £18.5 million}.
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NOoTES TO THE COMPANY FINANCIAL STATEMENTS continved

3.

Auditor’'s remuneration

ANNUAL REPORT AND ACCOUNTS

Fees paid to the auditors in respect of their audit of the company were £6,000 (2005 - £5,000}.

Employee information

The average monthly number of employees (including executive directers} was:

Sales and distribution
Administration

Their aggregate remuneration comprised:

Wages and salaries
Social security costs
Other pension costs
Share-based payment

Intangible fixed assets

Cost
£000

Goodwill:
At 30 July 2005 -
Additions 189
Amcrtisation charge for the period -
At 28 July 2006 183

2008
2608 2005
fannbey Number
11 10
34 36
45 46
806 2005
500 £000
2508 2,251
34% 297
Fa6 327
{38} {267}
3,615 2,602
Accumulated Net book
amortisation value
£000 £000
- 189
(38) (38)
e 181

The goodwill in the year arose from the acquisition of Marks and Spencer plc’s print business in
Burnley as detailed in note 32 of the consolidated financial statements.
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Tangible fixed assets

Fixtures,
fittings,
Land and buildings equipment
Plant and and motor
Freehold Long leases machinery vehicles Total
£000 £000 £000 £'000 £000
Cost or valuation:
At 30 July 2005 49680 6666 3,138 2,040 61,5714
Additions 3,881 10 1,350 397 5,638
Transters from subsidiaries 844 - 1,220 18 2,082
Transfers to subsidianes - - (1,338) (131 {1,349)
Disposals {5,212) - - (80) {5,292)
Reclassification o1 {907) - - -
At 28 July 2006 50,084 765 4,372 2,382 625483
Accumulated depreciation;
At 30 July 2005 11,0786 1,272 2,419 1,659 16,426
Charge 905 326 286 229 1,746
Transfers from subsidiaries 187 - - 12 179
Transfers to subsidiaries - - - (n {11)
Disposais (2,219) - - (64) (2,283)
Reclassification 98 (98) - - -
At 28 July 2006 027 1TEOG 2705 1825 18,087
Net bock value:
At 28 July 2006 40,087 4,265 1,667 %37 48,536
At 29 July 2005 38604 5384 719 381 45,088

The Company has freghold land with a book value of £6,205,000 {2005 - £4,621,000} which has not
been depreciated.

The net book value of the Company’s land and buildings includes £230,000 (2005 — £238,000) in
respect of assets revalued on 31 July 1985. The historical written down cost of these assets would
have been £100,000 (2005 - £104,000}.

Ihvestments held as fixed assets

Revaluation

Shares at to net asset
cost Loans value Total
£000 £000 £000 £000

Investment in subsidiaries:

Balance at 30 July 2005 90,916 60,171 47,302 198,389
Prior year adjustment {note 18) - - (45,300} (45,300)
Balance at 30 July 2005 (as restated) 90,916 60,171 2,002 153,089
Additions 22,327 4,332 - 26,659
Amounts written-off (7,232} - - {7,232)
Repayment of lcans by group company - (12,698) - (12,698)
Revaluation — (2,240} (1,952} {4,192)
Balance at 28 July 2006 106,011 48,565 B¢ 155,824

All of the above are unlisted investments. The principal trading subsidiaries are listed in note 36 of the
consolidated financial statements.,
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NoTeESs To THE ComMPANY FINANCIAL STATEMENTS continued

8. Debtors: amounts falling due within and after more than one year

2506 2005
) £000

Within one year
Amounts cwed by group undertakings 2,850 29656
Other debtors 138 3,339
Tax recoverable 4571 4,143
Prepayments and accrued income 118 127

7.877 10,574

Deferred
tax

After more than one year £000
Balance at 29 July 2005 (5,6b4)
Prior year adjustment {note 18} 7,500
Balance at 29 July 2005 (restated) 1,946
Charged to the profit and loss account {1,813)
Balance at 28 July 2006 33

9. Creditors: amounts falling due within and after more than one year

2508 2005
£666 £000
Within one year
Amounts owing to grougp undertakings (3,977 (4,222)
Unsecured loan notes (note 10) {1,844 (3,961)
Bank ioans and overdrafts (note 10) {28,930) (34,318)
Trade creditors (B2 {156)
Other creditors including tax and social security {43681 (3,148)
Accruals and deferred income {33 (28)
Derivative financial instruments {g5; -

{40,557 (45,833)

After more than one year
Amounts owing to group undertakings {9,587 -

10. Borrowings and finance lease obligations

2006 2005

£o60 £'000
Unsecured loan nctes 1.644 3,961
Bank overdrafts 10411 13,579
Bank loans 14,579 20,739

31,574 38279

All borrowings are due within one year (2005 — all due within one year).

As at 28 July 2006 there were no bank loans secured on land, buildings, plant or machinery (2005 -
£nil).
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On 13 September 2004 the Company issued Floating Rate Guaranteed Unsecured Loan Notes 20086,
{'2006 Notes') with a par value of £3,450,000 as part of the initial consideration for the purchase of
SP Group. Helders of 2006 Notes were granted rights to redeem them at any time between 30 April
2005 and 30 September 2006. During 2005, a further issue of 2006 Notes, with a par value of
£2,566,000, was made in part satisfaction of the additiocnal consideration due under the tarms of the
purchase of SP Group.

During the year, 2006 Notes with a par value of £2,263,000 were redeemed (2005 — £3,414,000). At
the end of the year the par value of 2006 Notes cutstanding was £339,000 (2005 - £2,602,000).
2006 Notes not previously redeemed by holders or purchased by the Company were repaid in full at
par value, with accrued interest, on 30 September 2006.

Holders of Floating Rate Guaranteed Unsacured l.can Notes 2008, (‘2008 Notes’) were granted rights
to redeam 2008 Notes on 30 June 2003 or on any anniversary date thereafter up to 30 Juns 2007 and
2008 Notes of a par value of £54,000 {2005 - £35,000) were redeemed during the year. At the end of
the year the par value of 2008 Notes outstanding was £1,305,000 {2005 - £1,359,000). 2008 Notes
not previously redeemed by holders or purchased by the Company will be repaid in full at par value,
with accrued interest, on 30 June 2008,

The 2006 and 2008 Notes carry interest payatle semi-annually, respectively, at 1.15 per cent and
0.5 per cent below the base rate published by The Royal Bank of Scotland plc.

Provisions for liabilities

Provision for Provision for

repairs reorganisation Total
£000 £000 £:000
Balance at 29 July 20056 60 467 b27
Credited to the profit and loss account {1 (312} {323)
Utilised (49) {111} {1860)
Balance at 28 July 2006 - 44 44
Called up share capital and share premium account
Number of iy 2005
shares £00 £000
Authcrised share capital:
10p ordinary shares 160,000,000 16,000 16,000
Ordinary shares Share premium
Number of of 10p each account
shares £°000 £'000
lssued and fully paid:
At 30 July 2005 103,491,071 10,349 46,497
Share options exercised 59,034 6 192
At 28 July 2006 103,551,005 14,355 45,689

All authorised and issued share capital is represented by equity shareholdings.

During the year 59,934 10p ordinary shares were issued as a result of share options exercised for cash
consideration of £198,000.
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NOTES 7O THE COMPANY FINANCIAL STATEMENTS continued

13.

14.

15.
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Other reserves

Capital ESOP
Revaluation redemption reserve Total
reserve reserve £000 £000

Balance at 29 July 2005 45749 1,238 (1,813) 45,074
Prior year adjustment {note 18) {45,300) - - {45,300}
Balance at 29 July 2005 {as restated) 449 1,238  (1,913) {226)
Revaluation of subsidiaries to net asset value {449) - - {449)
Balance at 28 July 2006 - 1238 {1873 {675
Profit and loss account

£000
Balance at 29 July 2005 112,701
Prior year adjustment (note 18) {4,984)
Balance at 29 July 2005 (as restated) 107,717
Transition adjustment on adoption of FRS 25 and FRS 26 43
Balance at 30 July 2005 107,760
Exchange ditferences and related taxation {715}
Retained profit for the financial year 4,505
Leng-term incentive schemes {(18)
Balance at 28 July 2006 111,632

Details of the Company’s share schemes are set out in note 31 of the consolidated financial statements,

Retirement Benefits

The Company participates in both the defined benetits and defined contribution schemes cperated by
St Ives pic. The defined benefits scheme is a multi-employer scheme, the assets and liabilities of
which are held in separate trustee-administered funds. The pension costs are based on pension costs
across the Group as a whole. For the defined contribution scheme, the profit and loss charge
represants contributions payable.

The pensicn costs of the Company are disclosed in note 4.

For the purpose of FRS 17, the Company is unable to identify its share of the underlying assets and
liabilities of the defined benefits scheme on a consistent and reasonable basis. Accordingly, the
Company accounts for the defined benefits scheme as if it were a defined contribution scheme. The
full adoption of FRS 17 has resulted in the restatement of prior year comparatives as disclosed in
note 18.

Contributicns were paid by the Company at the rate of 10.6 per cent of pensionable pay following the
actuarial valuation in 2006 and the contribution rate was changed from 1 February 2006 to 5.3 per cent
of pensionabie pay, plus £2.7 million per annum across the Group, paid monthly (eguivalent to
approximately 13.5 per cent of pensionable pay). The defined benefits scheme was closed to new
entrants with effect from 6 April 2002. As a result, the current service cost calculated using the
projected unit method will increase over time {expressed as a percentage of pensionable pay) but will
be zpplied to a shrinking pensionable payroli.
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The Group is required to account for the defined benefits scheme under International Accounting
Standard 19; “Employee Benefits” {'IAS 19'). The IAS 19 disclosures, included in note 23 of the notes
1¢ the consolidated financial statements, have been based cn the results of the actuarial valuation of
the defined benefits scheme as at 6 April 2005 adjusted to allow for the assumptions and actuarial
methodology required by 1A519 and updated 1o 28 July 2006 by the actuary. These disclosures show
that the scheme’s assets represented 74 per cent of the scheme's liahilities.

Capital commitments

2048 2005
£680 £'000
Capital expenditure contracted but not provided £62 1,465

Adoption of FRS 25 and FRS 26

Following the Company’s adoption of FRS 25 and FRS 26 from 30 July 2005, we set cut in note 1 the
accounting policies under these standards. The impact on the Company financial infermation as at
30 July 2006 is set out below.

At 30 July 2005 the fair values of the forward contracts held at that date have been recorded on the
balance sheet and, as these forward contracts are not designated as hedges, recognised immediately
in the profit and loss account.

Closing
balance sheet Opening
at 29 July FRS 25 and  balance sheet
2005 FRS 26 at 30 July
restated)  adjustments 2005
£000 £'000 £000
Fixed assets 198,177 - 198,177
Current assets 12,520 60 12,680
Creditors: amounts falling due within cne year {45,833} (17) (45,850}
Provision for liahilities and charges {627} - {527}
164,337 43 164,380
Called up share capital 10,349 - 10,349
Share premium account 46,497 - 46,497
Qther reserves {226) - (226)
Profit and loss account 107,717 43 107,760
164,337 43 164,380

The Company has taken advantage of the exemptions avaifable not tc disclose any information relating
to financial instruments.

The Company holds derivative financial instruments in accordance with the Group’s policy in relation
to its financial risk management. Details of these disclosures are set out in note 24 of the consolidated
financia! statements.

The farward foreign exchange contracts held by the Campany are included within note 25 of the
consoclidated financial statements.

107




ST IVES pLc ANNUAL REPQORT AND ACCOUNTS 200686

NOTEs TO THE COMPANY FINANCIAL STATEMENTS continued

18. Reconciliation of restated 29 July 2005 Company balance sheet

Revaluation

29 July 2005 of 29 July 2005
{as reported) FRS 17 FRS 21 investments [Restated)
£'000 £000 £000 £000 £000
Fixed assets
Tangible assets 45,088 - - - 45,088
Investments 198,389 - - (45,300) 153,089
243,477 - - (45,300) 198,177
Current assets
Debtors — amounts falling due
within one year 12,777 (2,203) - - 10,574
Debtors — amounts falling due after
more than one year 22,798 {20,852 - - 1,946
Cash at bank and in hand - - _ - - -
35,5675 {23,055) - - 12,620

Creditors: amounts falling due
within one year (58,350) - 12,517 - {45,833)

Total assets less current liabilities 220702 (23.055) 12,517  (45300) 164,864

Provisions for liabilities (6,081) 5,564 - - (627)
Net assets 214,621 (17,501) 12,517 45,300 164,337
Capital and Reserves

Called up share capital 10,349 - - - 10,349
Share premium account 46,497 - - - 46,497
Revaluation reserve 45,749 - - (45,300) 449
Capital redemption reserve 1,238 - - -~ 1,238
ESOP reserve (1,213) - - - (1,913}
Profit and loss account 112,701 {17,601) 12,517 - 107,717

Equity shareholders’ funds 214621  (17.501) 12517 (453000 164,337
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Revenue
Media Products
Commercial Products
USA

Profit/(loss) from operations before
restructuring costs and provision releases*
Media Products
Commercial Products
USA
Head Office

Restructuring costs and provision releases
Goodwill amartisation {UK GAAP cnly)
Goedwill impairment

Profit from operations after
restructuring costs and provision releases*
Loss on disposal of fixed assets
investment income
Finance costs

Profit before tax
Inccme tax expense

Profit for the period

Earnings per share
Basic

Before restrugturing costs and
provision releases*

Balance sheet

Property, plant and equipment
Goodwill

Other intangible assets

Other non-current assets
Current assets

Current liabilities

Other non-current liabilities

Capital and reserves

UNTS 20098

Five YEarR RECORD

IFRS UK GAAP

52 weeks 52 weeks 52 weeks 52 weeks 52 weeks
to 28 July to 29 July  to 30 July to 1 August to 2 August
20406 2005 2004 2003 2002
£7G00 £000 £000 £000 £000

186,253 204,698 198,623 199,979 194,352
143,955 147,870 133,688 133,058 152,031
65,055 67,009 78,093 104,174 120,423

401,263 419,477 410,304 437,211 466,808

23,964 28,670 26,017 30,706 23,29
1,611 6,679 9752 3,176 6,949
{241} 3484 2686 2,192 5690
{33y 1,844 4 307 432

25241 40,677 38,459 36,381 36,362
262  (9,84b) (9,945) (119) (9,549}

- - {1,810} {2,195 (2,250)

- - {13,000} - -

26,104 30,832 13,704 34,0687 24,583
- (8,135 - - -
9.224 8336 1,845 1,142 787
{12,758} (10,794) (450) {620) {1,074

22570 20,239 14893 34.58% 24276
(7758} (8.775) (11.899) (12.106) (8.449)

4,814 11,464 3,000 22,483 15827

i4.38p 1M1.14p 29Z2p 21.82p 15.40p

14.16p 24.73p 25.08p 23.45p 24.33p

161,022 168,908 163,165 185,293 201,558
54,135 53,946 22814 38,644 40,839

8976 649 - - -
12,198 16,313 - - -
82,224 096,700 149,829 134,076 124,603
90,6231 (92,878) (92,833)(104,834}(113,5625)
62,0321 (69,301) (20,217) (13,742) {18,653

167,901 164,337 222,758 239,437 234,817

Revenue and profit/{loss} from operations before restructuring costs and provision releases is shown by

business segment.

* For financial information reported under UK GAAP, ‘profit/lioss) before restructuring costs and provision
releases’ is also before goodwill amortisation and impairment. Similarly for "profit/{loss) atter restructuring
costs and provision releases’ is after goodwill amortisation and impairment.
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f- B v 2008/ 2007
10 November 2006 Record date for final ordinary dividend
8 Decamber 2006 Payment of final ordinary dividend
April 2007 ) Announcement of interim results
April/May 2007 Record date for interim ordinary dividend
May/June 2007 Payment date for interim ordinary dividend

The Arnual General Meeting of St Ives plc will be held at St Ives House, Lavington Street, London SE1 ONX
on Monday 4 December 2006 at 11.00 a.m.
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