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David S. Smith is an international group focused on packaging, paper
and office products. The Group’s packaging operations are fibre

-or polymer hased and its paper operations use waste paper for ihe
majority of their raw material. The Group holds strong positions in many
of the markets and market segments in which it operates, including
recycled papermaking and corrugated packaging in the UK and France,
heavy duty corrugated, bag-in-bex and corrugated plastic packaging

in Europe, office preducts wholesaling in the UK, France and Ireland,
and manufacturing of envelopes, books and pads in the UK.



















Packaging
and Paper

Paper is produced mostly from recycied fibre, supplied by the
Group’s waste paper husiness. Packaging proeduced by the Group

includes standard, heavy duty and decorative corrugated and

specialist plastic products.

Waste Paper

Papermaking

Severnside Waste Paper is the UK's lzrgest collector and merchant
of waste paper. it operates from depots throughout the country
which collect waste paper from commercial and industrial sources,
from paper banks and from households as part of local authority
collection schemes. It is then sorted into different grades

and baled at the waste processing depots. This is then sold to
mills for recycling.

The Group alsc has interests in waste ¢ollection depots in France
and Germany,

Key facts

-~ 1.3 million tonnes coliecied and
merchanted annually

- 15 waste collection and
processing depots in the UK

- 2,300 bins and compactors

- Over 100 coliection vehicles

Below: Paper sorting at Severnside.
Right: "Caselite’, a new lightweight
grade of fluting and liner paper.

Most of the paper produced by the Group is made from recycled
fibre. Qutput from the mills in the UK and France is predominantly
corrugated case materials and specialist board grades.

At the mills waste paper is pulped to recover the fibre content and
de-inking takes place in those operations where white paper is
produced. Fibres are cleaned and then sorted by fractionation for
optimum use in papermaking. Finished paper reels are cut to
individual customer specifications.

Key facts

- 10 paper/board mills in
the UK and 2 mills in France

- Qver 1.1 million tonnes
produced annually

- 90% of raw material used is
waste paper
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Fibreboard Packaging

Plastic Packaging

Paper is converted into various grades of corrugated board
determined by the design and use of the packaging. Sheet feeder
operations produce corrugated sheet board only and sell to box
making operations. Some factories in the Group are integrated
and preduce the sheet board on a corrugator and then print,

die cut, fold and glue to produce finished packaging.

Boxes are designed for optimum strength, product protection,
minimisation of waste and superior presentation in terms of print
and display. Corrugated packaging is used for 80% of transit
packaging in Eurcpe.

Plastic packaging is produced in several forms within the Group:
- Bag-in-box liquid packaging systems

— Extruded solid and corrugated plastic sheets

- Thermoformed heavy duty pallet and container systems

- Injection moulded beverage crates, valves and closures

- Laminated, flexible material for packaging and other uses.

Plastic packaging is used for a wide variety of specialist and
ever increasing number of other purposes including closed-loop
distribution systems.

Key facts

- 500,000 tennes or approximately
900,000 million square metres
produced annually

- Qver 30 production and
sales sites across Europe,
and a network of sales offices
throughout the Far East

Above left: National Training Award
for David S. Smith Packaging.

Left: IDV Point-of-Sale corrugated
display cases.

Above: Award-winning pre-print
packaging.
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Key facts

- 13 praduction sites across
Eurgpe

- European market leader
in bag-in-bax and corrugated
extruded plastic

- injection moulded plastic crates
now produced in Poland

Below: Plastic packaging for shipment
of YKK products across Europe.
Below right: Crates manufactured

in Poland.




Office Products

Distributed through a network of distribution centres in the UK,
Ireland and France. Envelopes, notebooks and personal stationery
are preduced by the Group’s manufacturing operations.

Manufacturing

Wholesaling

John Dickinson Stationery

The John Dickinson Stationery operation produces envelopes,
books, pads and personal stationery. The range of products
features many market leading brands, including Basildon Bond,
Challenge, Plus Fabric and Black n’ Red. Branded stock items,
own label designs and bespoke stationery are produced for the
commercial and retail markets. The Spicers wholesaling channel
is an important distribution route for the commercial stationery
lines. Photographic presentation products, such as albums, are
produced for the professional photography market.

Spicers/Central Distribiution Centre (CDC)

Spicers produce conventional and electronic catalogues that
feature a huge range of office products. These catalogues are
used by stationery dealers to sell supplies to consumers, The
product lines are stecked at the CDC, which receives deliveries
from manufacturers throughout the day, During the evening
products are shipped to RDC's across the UK and Ireland.

Key facts

- 7 production sites in the UK
and ireland

- Converts over 46,000 tonnes
of paper and hoard per annum
into stationery preducis

~ More than 1 in 6 envelopes used
in the UK produced by the Group
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Key facts

- Nearly 1 million catalogues
and over 2 million product
mailers protuced each year

- 310,000 sguare feet CDC
warehouse, stocks over 13,000
product lines

~ 140,000 extra products
availahle throeugh specials
department

Spicers is investing £7.5 million
over five years in hardware and
software for a new computer
system in the UK, Ireland, France
and Germany, The system will
allow the company to handle
multiple Janguages and currencies,
including transactions in euros.




Spicers Regional Distribution Centres (RDC)

RDCs deliver to office products dealers in their geographic area.
Products are avaitable on a 24 hour or shorter delivery basis.

In France the RDC distribution system is similar. Many French
dealers operate under the “Calipage’ name which is a

branded trading identity. In France, the UK and Ireland orders
are now mostly placed on RDCs by deaters using electronic
ordering systems,

Key facts

« 12 RBUs give national coverage
in the UK and Ireland

- § ROCs give national coverage
in France — 1 new RDC io
start autumn 1998 in Germany

- Bver 70,000 order lines
processed per day

Office Products

Manufacturers Deaters
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Spicers Deater Distribution Centre (DDC)

In the UK a DDC provides a service whereby products can be
picked, wrapped and dispatched on behalf of a dealer and sent
directly to their customers via an independent delivery service.
This service has allowed stockless or ‘modular’ dealers to reduce
storage and distribution costs. A similar service is provided to
dealers in France through the RDCs.

Key facts

~ 113,000 square feet purpese
huilt DBC

- Automated picking system
driven by use of har codes

- Stockless/modular dealers
now account for 19% of
Spicers’ UK wholesaling sales

Office Products End Users/

Consumers of
Office Supplies

On behalf of
dealers







Packaging
and Paper

The David $. Smith Group operates in the packaging and paper and the office products sectors. The
Group's operations are located principally in Europe with a small corporate head office located in London.
The Group is highly decentralised with profit responsibility delegated to divisions and operating units.
The packaging and paper business is managed through three aperating divisions by: Michael Green —
David $. Smith Packaging; Jean-Paul Loison — Kaysersberg Packaging; and Sandy Stratton — St Regis Paper.
Total sales were £697.7 million, a decrease of 10% on 1996/97. Operating profit fell by 51%
to £37.8 million from £77.5 million. Margins decreased to 5.4% from 10% and the return on year end
capital employed fell to 6.8% compared to 14.7% the previous year. The key factors affecting the Group’s
profitability were the continued pressure on paper selling prices, caused largely by the high value of
sterling, and the erosion of corrugated packaging margins felt most acutely in the second half of the year.

David S. Smith Packaging
David S. Smith Packaging comprises twenty five operations in the UK and eight operations in continental
Europe. The division’s principal activity is the manufacture of fibre and plastic based packaging.

The division had a difficult year primarily because of exceptionally tough trading conditions in the
UK corrugated market. Volume growth for the market at 3% for the financial year was down on last year.
Severe competition caused a continual slide in selling prices which may now have been halted by recently
announced price increases. The division's profitability was also hurt by the costs associated with the
disruption from the modernisation programme and in particular the start-up costs of the new Fordham
factory. As a consequence of these factors turnover fell slightly and operating profit declined sharply.

The mainstream corrugated plants were the worst affected by the adverse market conditions.
Quiality and service improvements, which are critical to maintaining customer relationships, were
achieved from the investment programme and from more flexible working by our employees. The new
corrugated plant at Fordham was commissioned allowing the closure of the Burwell factory and the
downsizing of the Ely factory.

Abbey Corrugated benefited from the investment of recent years and produced a commendable
performance in very competitive markets. The speciality corrugated businesses had a much
better year benefiting from the modernisation and expansion programme at Belper and the investment
at Carlisle/Lockerbie.

The heavy duty corrugated business produced a lower result than the previous year. The strength
of sterfing reduced domestic and export demand, and the business had to cope with large raw
material price increases. The heavy duty business was concentrated at Monmouth during the year with
Ely exiting this business area.

The new Forgham corrugated box plant Fordham produces single and double The Fordham factory is the only corrugated
became fully operational at the beginning wall corrugated board and regular and die  box factory with primary food hygiene

of May 1998 and was officially opened cut ¢ases. accreditation from ADAS, an important

by HRH The Buke of Edinburgh in June. requirement for supply to customers in the

food and drink industries.
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Packaging and Paper

The performance of the division’s plastics businesses varied widely but the overall result was lower than
last year. DW Plastics, Ducaplast and Waddington and Duval performed well, the latter winning a major
contract for the US market, while DW’s new operation in Poland had a very successful year. However, BSk
and the Liguid Packaging operations struggled with the strength of sterling and, in the latter case, with
very competitive markets.

David S. Smith Packaging Poland had a much poorer result than last year. This was due to increased
competition in the Palish market and the revenue costs of the modernisation programme and the related
redundancies to reduce the number of employees from 1,100 at acquisition to 650.

The capital investment programme continued in David S. Smith Packaging. The major project
was Fordham which was completed within budget. Other significant capital projects were completed
at Lockerbie, a speciality corrugated business and at Ducaplast where a new heavy duty polythene
extrusion line has been installed.

The division did not complete any significant acquisitions during the year. However, an agreement
was reached to acquire Werner Kenkel, a corrugating operation located in Western Poland, subject to
Polish Government approval. A number of other investments have been made by the division. Tri-Wall KK
has fared poorly because of difficult trading conditions throughout the Far East and the Group has
provided in full for the remaining carrying value of this investment. During the year the division acquired
an interest in StePac L.A. which produces advanced plastic films and bags. The life of fresh produce
can be significantly extended when packed in bags made from this film. StePac has made good progress
and its prospects look very promising. Since year end US$5 million was invested in convertible bonds
in Dae Young Packaging, a Korean corrugator that has developed a new form of corrugated board
that appears to have considerable potential and for which exclusive licences to produce in a number
of European countries were acquired.

Trading conditions in the UK market for our corrugated businesses deteriorated beyond the division's
expectation to levels not seen in a very long time. There are indications that the bottom has been reached
but it will take a considerable time to rebuild margins to acceptable levels. The plastics businesses should
make progress helped by positive market developments and the recent capital investment,

Kaysersherg Packaging

Kaysersberg Packaging operates from nine locations in france, one in the UK and two in northern ltaly.

The division is one of France's leading packaging and paper companies with its principal activities being

the manufacture of fibre and plastic based packaging, and a number of specialist grades of paperboard.
The turnover of the division increased slightly. Profitability finished below last year as cost

reduction efforts and purchasing savings only partly offset a slight fall in seliing prices and increased

raw material prices.

During the year a new extrusion line at The extruded sheets are subsequently These paliets and lids, used in conjunction
Ducaplast was instalied for the production  thermoformed to produce highly durable with corrugated sleeves, form reusable
of heavy gauge solid plastic sheets, twin wall pallet bases and lids. heavy duty container systems used,

for example, for transit packaging in the
automotive and computer industries.
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Plastic packaging is -
produced in severa
forms within the Group,
including sheets for
making thermoformed
heavy duty pallet and
container systems.
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Packaging and Paper

The recovery of the French economy has had a positive effect on the French corrugated market, which
grew by 7%. Kaysersherg grew by less than the market with the majority of its growth coming at

5t Just whilst Kunheim'’s volume was unchanged. Selling prices fell slightly as a result of competitors
adopting a volume growth strategy and aggressive buying by large packaging users. This, together with
paper price increases, meant margins suffered.

Kaysersherg’s sheet plants made excellent progress during the year. To enhance its geographic
coverage, particularly in the heavy duty corrugated market, Kaysersberg acquired C.E.R.A., a small sheet
plant near Lyon, at the financial year end.

Toscana Ondulati’s profitability fell despite a good second half, The modernisation programme
has been successfully completed which has increased output and productivity, enhanced quality and
extended the product range to triple wall corrugated. During the year Toscana acquired Kartotex, a large
sheet plant with a turnover of £6 million located near Toscana and specialising in lightweight corrugated.
Its integration has been successfully completed and Toscana now supplies 100% of Kartotex's sheet
requirements.

The board mills had another excellent year. Gutput is capacity constrained so improvement in
profitability came from sales mix and cost reduction. During the year a new product, Ecokraft, a very high
quality testliner incorporating selected kraft fibres, was introduced to the market as a kraftliner substitute.

The plastics operations continued to grow with a volume increase of 5% mainly due to increased
polycarbonate sales following the start up of a new extrusion fine. Profitability remained flat as a result
of an unfavourable sales mix. In order to meet the demand for Akylux, the twin wall extruded plastic
sheet, a new polypropylene extrusion line will come on stream this autumn.

The capital expenditure programme has been restricted to a number of small projects which are
expected to deliver a quick payback. During the year a major review of all aspects of the business was
carried out by consultants to identify areas for cost savings, productivity gains and improvement in
customer service. This review has highlighted promising opportunities for creating value which are now
being implemented.

Kaysersberg has continued to distinguish itself for print quality, design and innovation and won
eight industry awards during the year. Kaysersberg introduced a new range of corrugated pallets and
extended its heavy duty capabilities to quadruple wall corrugated, branded Quadriwall.

The recovery of the French and German economies that occurred over the year resulted in relatively
buoyant demand for Kaysersberg’s products. Kaysersberg’s performance impraved during the year
and further progress is expected, although selling price increases must be achieved before any substantial
advance in profitability can occur.

The St Just corrugated box factory hastwo  Development on the heavy duty corrugator  Recent product development

corrugators producing single, double and has resulted in the production of quadruple by Kaysersberg Packaging includes

heavy duty triple wall cerrugated board. wali corrugated board branded Quadriwall,  the manufacture of inncvative
postal packs.
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Packaging and Paper

St Regis Paper

With ten paper and board mills and the capacity to preduce around 950,000 tonnes per annum, 5t Regis
Paper is the leading UK paper manufacturer and recycler. Around 70% of sales are of corrugated case
materials ('CCM’), the balance being a broad range of paper and board grades. The division’s main raw
material is waste paper of which it consumes over 1,000,000 tonnes per annum, sourced through its own
waste paper recovery business, Severnside Waste Paper.

Considering how difficult market conditions in the UK have been, St Regis Paper performed
satisfactorily, although the results were significantly down on the previous year. Demand for CCM in the
UK grew by around 3% over last year, but growth slowed towards the end of the year as UK
manufacturing went into recession. The benefits of volume growth were more than offset by the steady
erosion of UK CCM prices throughout the year. The downward pressure came mainly from the strength
of sterling, which forced UK prices down in order to remain competitive with continental European prices.
By the year end improving market conditions in continental Europe enabled St Regis Paper to implement
a price increase for CCM in the UK, recovering some of the ground lost in the preceding months. The
strong growth in continental Europe also enabled St Regis Paper to increase exports to customers there,
though at lower returns.

St Regis Paper has reacted to the loss of competitiveness caused by the appreciation of sterling by
redoubling its efforts to reduce costs through increased operating efficiencies and lower purchasing costs.
These initiatives are producing good results and have further to go.

The UK Government's packaging waste regulations came into effect on 1 January 1998. The new
regime has guickly improved the economics of waste paper recovery, increasing the volumes gaing to
recycling, and at the same time giving recycled paper manufacturers a waste paper cost which is more
competitive with continental Europe than it has been for several years,

Kemsley paper mill sold record volumes in the year. Production efficiencies, however, were still below
potential and management is putting considerable effort into improving operating performance. The
other CCM producing mills, Sudbrook, Wansbrough, Taplow and Hollins, performed well, largely as the
result of successful cost and efficiency initiatives. They all also achieved output records.

Of the specialist mills, Silverton and the two wallpaper producing mills had another difficult year,
with continuing price pressure resulting not only from sterling’s strength but from reduced dermand and
overcapacity. The cther specialist mills, Higher Kings and Western Board Mills, withstood the market
pressures well, producing very satisfactory results in the circumstances.

Severnside, St Regis Paper's waste paper recovery business, returned to profit in the last quarter
of the financial year after two years of significant losses. Much of the recovery was due to operational

Waste paper is collected mainly from At Severnside depots waste paper is sorted  Investment is taking pface at Severnside
commercial and industrial sources. and baled for delivery to mills for recycling.  in storage yards, new collection vehicles,
compactors, sorting lines and balers.
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Packaging and Paper

improvements. In addition, the new packaging waste regulations have made previously uneconomic
collections viable. As a result Severnside should be able to earn a reasonable return for the
foreseeable future.

A A Griggs, St Regis Paper’s logistics operation, performed well and continues to provide a high
quality and competitive service both to St Regis Paper and David S. Smith Packaging, as welt as to third
party customers.

The division carried out considerable work in training and developing staff at all levels. A programme
is under way to achieve new standards of health and safety, working closely with the Health and Safety
Executive, trade unions and the Paper Federation.

St Regis Paper’s portfolio of CCivi brands, which includes Trident, Primaflute and Optima, was
augmented by *Caselite’, a new lightweight grade. This is an important development which significantly
extends the range of papers available to corrugators, allowing customers to enter new markets already
supplied by carton board and to reduce board weight below those levels previously achievable.

Capital expenditure was less than in recent years. The main project was the development of the
paper machine at Higher Kings, expanding its capacity and product range and improving product quality.
At Kemsley, there were a number of improvements to the stock preparation plant and to the paper
machines. In addition, there were various projects to increase the division’s recycling of packaging waste,
including increases in Severnside's collection capabilities, and the installation of a new stock preparation
plant for Wansbrough's PM5, which has expanded the mill’s ability to use post consumer packaging
waste. The only acquisition was Pavidda, a small but profitable business which conwverts paper and board
into a range of industrial products.

In the medium term, the cutlook for the European CCM market is improving, with continuing growth
in the continental European economies and limited capacity additions, producing an improved supply/
demand balance. However, despite the recent CCM price increases, near term prospects for the UK are
less encouraging. UK manufacturing is in recession, and it is impossible to be confident that the main
cause of this, sterling’s strength, will abate in the near future.

The division's competitiveness is improving as a result of the continuing focus on efficiency
improverment and cost reduction. In addition, its performance is underpinned by the full year benefits
of the new packaging waste regime for Severnside. These factors are offset by the low level
of UK CCM prices, though on balance the immediate prospects for St Regis Paper are for a slight
improvement over last year. &
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Office Products

The Spicers office products distribution business and the John Dickinson Stationery manufacturing
business are managed by Eric Smith.

Sales were £414.8 million, an increase of 2.7% on the previous year. Operating profit amounted to
£24.6 million, a decrease of 7.9%, giving operating margins of 5.9% compared with 6.6% the previous
year. Return on year end capital employed fell to 19.3% from 21.2% the previous year.

Spicers

Spicers is the leading wholesaler of office products in the UK, Ireland and France, operating through

18 distribution centres, a central warehouse and specialised dealer distribution centre. During the year
Spicers commenced the developrrent of a greenfield whalesaling operation in Germany which will start
trading in the autumn of 1998.

The UK office products market grew by 3% over the year. The wholesale sector share of the market
remained unchanged despite increased pressure from other distribution channels. In France the wholesale
sector appears to have slightly increased market share.

Sales increased by 5% at Spicers’ UK and Irish wholesaling operations. This performance was
achieved in the face of strong cornpetition from other channels of distribution and overall price deflation
in the market. The consolidation of independent dealers, an important customer base for Spicers,
continued during the year though at a reduced pace. This has been partly offset by an encouraging flow
of new independent dealers.

Margins improved, due to continued efforts to control costs and purchasing savings, despite the
increasing proportion of Spicers’ sales represented by electronic office supplies which generally command
lower margins. The growth of Spicers’ own brand product range, Five Star, continued strongly. Space
Age, the spedialist furniture operation, performed well.

In the UK wholesaling sector one of Spicers’ two competitors, John Heath, was acquired by ISA,
an electronic office supplies wholesaler and direct seller, accelerating the trend of offering electronic
office supplies and office products from the same source, On a wider seale consolidation across
distribution channels continued, with Staples’ acquisition of mail order company Quill, Office Depot’s
purchase of Viking, and the acquisition of Guilbert by Pinault Printernps — La Redoute.

The Dealer Distribution Centre (DDC) performed well, Further improvements in service levels and
productivity were instrumental in successfully expanding the number of stockless dealers using this
operation. These stockless, or modular, dealers are able to reduce their stock and distribution costs by
using ODC picking and delivery services. Sales from stockless dealers now account for 19% of Spicers’
UK wholesaling sales. The DDC is being utilised as the logistics platform for the development of the

Construction of the Spicers Deutschland The new management team has worked Based in Hanover, Spicers will be the first
distribution centre will be completed by through the year to source products, national office products wholesaler in
autumn 1998, produce a catalogue and prepare for the Germany.

faunch of the business.
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Office Products

electronic office supplies (EOS) range. This product area is the fastest growing sector of the market and
Spicers will increase its EOS product offering by 50% to strengthen its position in a market sector hitherto
served by specialists.

Investment in the new computer system continues, with the first implementation in Newcastle
in April 1998 and a full roll-gut programme planned for the other RDCs in the UK, Ireland, France and
Germany over eighteen months.

Spicers France turned in a record performance. Sales rose by 12% over last year and margins
increased despite strong price competition. Sales growth arose from increased volume from the new
Paris depot in its first full year of operation and from increased sales from the Calipage dealer network.
During the year the Lyon RDC relocated to a new 6,500m? warehouse at Valence. This new depot
is equipped with computerised conveyor and packaging systems, which have led to greater productivity
and improved service to customers.

The greenfield wholesaling operation in Germany, announced last August, is progressing to plan.
The new warehouse at Hanover is nearing completion, the management team is in place, and the
business is due to commence trading in October.

Spicers has produced another good performance and the outlook is encouraging. However, the
recent superstore/mail order mergers will intensify competition in the office products sector. Spicers will
continue to develop new services to meet the ¢hallenge of a more competitive market place.

John Dickinson Stationery
The envelope and stationery manufacturing business, which now operates under the John Dickinson
Stationery name, had a very disappointing year. Sales fell by 10% and profitability also reduced as prices
eroded due to intense competition from impaorts fuelled by the high value of sterling. The cperation at
Apsley in particular suffered badly. In addition, difficulties were encountered with integrating businesses
and further restructuring is now planned.
John Dickinson Ledbury turned in a record performance and Spicer Hallfield also performed well.
For John Dickinson Stationery the immediate outlook is likely to remain difficult, particuiarly while
sterling remains at its current level. The business will need to take further actions to fully integrate
the stationery manufacturing businesses, improve productivity, reduce costs and produce an acceptable
level of profitability. m
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Corporate Governance

The Company is cammitted to the principle and application of
sound corporate governance. The Group has complied
throughout the year with all of the provisions of the Cadbury

Committee’s Code of Best Practice published in December 1992

{‘the Code of Best Practice’). The auditors’ report on corporate

governance matters is set out on page 37.- o
The Board believes that the Company complies W|th s

the broad principles of the Combined Code, recently issued by. -

the London Stock Exchange and to become effective.on

31 December 1998, and will report on nts compl:ance in next

year's Annual Report.

interna! fmanaal control i :
The Directors are responsrble for the Group’s system of |nternal
financial control. The Direciors’ responsibilities in respect

. of the accounting records, the safeguarding of assets and the.
prevention and detection of fraud and. other wreguianttes are set

out in the Statement of Directors’ Responsibilities for. Preparation

of Financial Statements con page 36. Any system of internal
financial control can, however, only provide reasonable and not
absolute assurance against material misstatement or loss.

The following areas are the key elements of the Group's internal
financial control procedures:

* The Directors have established a lelSIOI’lallsed orgamsatlon
structure for monitoring the conduct and eperations of individual
business units within the Group An Executive Director has
responsibility for each division.

*» The Board has reserved certain matters for the coIIective
decision of the Board and the authority levels for other matters
have been determined by the Group Chief Executive. .

* The corporate strategy is reviewed annually ahd approved by
the Board.

* Annual divisional budgets are reviewed by the Executive
Directors and the annual Group budget is reviewed and
approved by the Board.

» Results of business units are reported monthly and rev:ewed
against budget by the Executive Directors. The Board reviews
quarterly financial statements and reports covering the Group’s
profit and loss account, batance sheet and cash flow performance
compared with budget and the previous year. Revised forecasts
for the year are reviewed by the Board each quarter,

* There are clearly defined and formalised requirements for the
approval and control of capital expenditure. investment decisions
are subject 1o formal detailed appralsal and review accordmg to
levels set by the Board..

* Procedure manuals Iay down common contral procedures

and accounting pelicies which apply throughout the Group.

The Chief Executive and Finance Director of each division are
annually required to confirm to the Directors that the business
units within their division have complled in all material

respects with these procedures. _

* The operational audit function undertakes regular reviews
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of the Group's operations and their systems of internal control.
The work of the cperational audit function is overseen by the
Audit Committee.

« A Treasury Committee, comprising the Chalrman Chief

. Executive, Finance Director and Group Treasurer meets regularly.

The Group’s treasury policies and procedures are documented

.. and are controlled by the Group Treasurer. -

* The Audit Committee meets at least three times a year and its
responsibilities are set out in-written terms of reference covering
the points recommended by the Code. The Committee monitors
accounting and financial procedures including statutory and

 regulatory compliance and receives reports on-the review of the .
. procedures and related internal financial controls. The Committee

is also responsible for the review of the annual accounts
and interim statements and monitoring the relatlonsh|p with the
external auditors.

The system of internal flnanCIal contro| is reviewed by

- the Group’s operational audit fun_ctlon and through a process

of structured seff-assessment. This process includes each division .
and the corporate centre identifying the risks within their area
of responsibility and then assessing the significance of those

_ risks. Existing controls are then reviewed against those risks and

tested through the operational audit function:.

The Directors, through the Audit Committee, have
reviewed the effectiveness of the Group's system of internal -
financial control. ' '

. Going concern .

The Directors, having made appropriate enquiries, have a
reasonable expectation that the Group has adequate resources
to continue in operational existence for the foreseeable future.
For this reason they continue to adopt the going concern basis
in preparing the Accounts on pages 38 to 60.

Beoard and Board Committees _

The Board determines the objectives and broad policies of

the Group and meets regularly throughout the year. The offices

of Chairman and Group Chief Executive are held separately.
~The Board has delegated certain powers, mainly of a

routine nature, to the General Purposes Committee, which '

_. primarily comprises Executive Directors under the chairmanship

of the Group Chief Executive. The Committee also considers
and determines the remuneration of the non-Executive Directors
on the advice of independent consultants.

Other Committees of the Board comprise non-Executive
Directors, as shown on page 28, under the chairmanship
of the Chairman of the Board except the Audit Committee
which is chaired by Mr W N Greig. The responsibilities
of the Audit Committee are set out above. The Nomination
Committee considers the appointment of Directors and
makes recommendations to the full Board. The report of the
Remuneration Committee is given on pages 30 to 33.




Report of the Remuneration Committee

| am pleased to present the report of the Remuneration
Committee ("the Committee’) to shareholders. It is designed to
satisfy the current disclosure requirements (including Directors’
pension entitlements) of the Lendon Stock Exchange Listing
Rules. The Committee also intends that the Report should assist
sharehclders to understand the way the Committee determines
the remuneration policy for Executive Directors '

of the Company.

a | Composition of the Comm:ttee

The Committee consists entirely of non- Executwe Dlrectors

and censults with the Group Chlef Executwe who attends its
~meetings.
The members of the Commlttee have no persona[
financial interest, other than' as shareholders of the Company,
in the matters to be decided by the Committee, no potential
conflicts of interest arising from cross-directorships and no day-
to-day involverment in running the business. Members ‘of the
Committee are shown on page 28,

b | Compiiance :

The constitution and operation of the Committee is in
compliance with Secticn A of the best practice provisions
annexed to the London Stock Exchange Listing Rules. The
Committee also confirms that in framing its remuneration policy.
it gave full consideration to the matters set out in.Section B, '
of those provisions. The Auditors’ Report on the: financial .
statements set out on page 37 confirms that the scope of
this Report of the Committee covers the disclosures that are
required by the London Stov:k Exchange to be reviewed.

¢ | Scope and Policy on Remuneration

The Committee, which operates under written terms of reference
agreed by the Board, is responsible for determining the overall
remuneration packages of the Executive Directors in order to
attract, motivate and retain high calibre executives.

The Committee receives regular advice from external
independent consultants to ensure that the remuneratlon
packages are in line with the market. :

The Executive Directors’ overall remuneration packages
are reviewed annually on 1 August. The basic satary for each

Executive Director is targeted at the rates of salary for similar jobs

in a selected group of comparable companies. The Committee,
when determining the level of salary, also takes into account the
relative performance of the Group and of the individual Director
together with his experience in the particular job.

The Committee, in conjunction with external independent
consultants, chooses the comparator group of companies on the
basis that they are of a size and 'standing similar to the Group
and trade. on a similar geographical basis. The Committee also
receives relevant information appertaining to remuneration '
of other senior executives and pay of employees elsewhare in
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the Group and, where appropriate, communicates its views on
the fevels of such remuneration to the Group Chief Executive.

The table of remuneration of the Directors is given on
page 33.

d | Annual Bonus °

.. The Executive Dlrectors and other senior executwes partncrpate

~ in annual bonus schemes which have been. approved by the
.Committee, The scheme applicable to the Executwe Directors

_ofthe Company is the same as in the previous year with the

maximum perm:tted value of a bonus of 30 per cent of actual
basic salary. for the twelve months to 31 July 1998 (‘Qualifying
Salary’) in respect of the financ'ial year 1997/98 (‘Annual Bonus™).

. The Executive Director receives an Annual Bonus if the earnings

per share targets determined by the Committee are met.

The earnings per share target for 1997/98 has not been met,
.. consequently there is no Annual Bonus for Executive Directors

in respect of the kfinarjcial year ended 2 May 1998 (1997 — Nil).
- The Annual Bonus is not contractual and awards under

"the scheme are not subject to deduction of pension

contributions nor are they eligible for inclusion in the calculation
of the participating Executive Director's pension scheme benefits.

e | Long Term Incentive Plan 1995 (the ‘Plan’)

A Long Term Incentive Plan (the ‘Plan’) was approved by
shareholders at the Annual General Meeting in 1995, Its )
participants are the Executive Directors and other selected senior
executives. The Plan was reviewed by the Committee during

- 1996/97 and modified as shown in last year's Annual Report.

Following the review; no further invested Bonus Awards or
Performance Related Awards will be granted under the Plan.
Under the Plan, as modified, a participating executive is
eligible only to receive an award of shares in the Company, equal
in value to the participant’s Annual Bonus, which normally vest
after three years ('Bonus Award Option’). As far as practicable,
the programme comprising an Annual Bonus and the modified
Plan has been extended to divisional executives, however their
bonus schemes are based on differing criteria consistent with the
operating performance targets of the division in which they are
employed. Awards made under the Plan will normally lapse on
termination of employment.
~ The shares to be used for the purposes of the Plan will be
existing ordinary shares of the Company purchased on the open
market and held by the trustee of The David S. Smith Group
General Employee Benefit Trust (the ‘Trust’). The trustee of the
Trust is a wholly-owned subsidiary of the Company incorporated
in fersey, the Directors of which are independent of the Group.



Report of the
Remuneration Committee

f| Long Term Incentlve Plan 1995 Ailocat:on L
on 1 August 1996 Only :
Prior to the modifications mtroctuced Iast year the only allocatlon
of awards under the Plan was made during August 1996
to a total of 10 participating executives made up of Executive
Directors and selected senior executives of the Group.

The Committee determlned that the pen‘ormance target
.under the-Planfor the 3 year period from.the date on which the
awards were made would be based on the total shareholder
return.of the Company’s shares (share price. movements plus
reinvested dividends) in relat:on 10.a comparator group made up

performs above the flftieth percentlie of the comparator group,.
vesting of the awards would range from a minirmum of 30%.of
the shares subject to the Performance Related Award (and 30%
of the shares subject to the Invested Bonus Award if the
executive has invested the whole or part of their post-tax Annual
Bonus in shares) up to a maximum of 100% of the shares subject
to such awards if attaining the thirtieth percentile or higher. The
awards are increased on a proportionate basis between the
fiftieth and. thirtieth percentiles.

The Executive Directors received in aggregate a Bonus _
Award Option under the Plan of £306,000, which is held by the
Trust in shares of the Company and whlch normally vestsin .
the relevant executives on the third anniversary of the grant..
To the extent that the longer term performance targets are met, .
the Performance Related Award will also normally vest en the third
anniversary of grant and be equal to a further award in shares
of up to the same value as the Bonus Award Cption at the date
of vesting. In addition, each of the Executive Directors invested
the whole of their post-tax Annual Bonus in ordinary shares of the
Company and they are therefore eligible for the Invested Bonus
Award. The allocation to each of the Executive Directors on
1 August 1996 of the Bonus Award Option and the invested
~ Shares, together with the maximurn number of additional ordinary
shares which may be awarded subject to the performance target,
are shown in the table below. There have been no subseguent
allocations under the Plan to Executive Directors.

Allocation Max:mum additional shares
Bonus nvested . Performance Related Invested
Award Option Shares Award Option Bonus Optien
3 P Williams 29,315 17,643 29,315 29,315
D F Buttfield 14,364 8,646 14,364 14,364
"M G Green 13,680 8,233 13,680 ~ 13,680
J S Russell 12996 7822 12,996 12,996
E € Smith 14,69 8527 14,169 14,169
Q A Stratton 15,146 G,115 15,146 15,146

The Invested Shares are also.included in the Directors’ Share Interests
on page 35.
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The Options will normally vestin the Executive Directors on
1-August 1999 and to the extent that the performance targets

are satisfied, the addltlonat shares or a propartion thereof wil also

vest at that date. At the date of this Report the total shareho]der
return of the Company's shares in relation to the comparator
group would not result.in an award of addltlonai shares under the

. performance target

gl Share Option Schemes

. The Company has a UK and Intemational Executlve Share Optlon
~ Scheme which, as from 31 July 1997, is only available to '
of the constituents of the I—‘l‘SE 350 Index: Prowded the Company'.-

Executlve Directors and other senjor executives partlopatmg in

. the Plan. The Committee grants options to executives on a

phased basis and an individual will not normally receive a grant
worth.more than one times their salary a year.

The exercise of any cptions granted under the above
Scheme after 27 April 1996 is subject to the achievement
of a performance target. The chosen target is that earnings per
share of the Company increase over a period of three ‘
consecutive financial years, which may include the finandial

~ - year in which the option is granted, by a total of at least 7. 5%
.. above the increase in the UK retail price index for that period.

NormaEIy, no part of the option may be exerc:sec{ un!ess the
performance target has been achieved. :

As a result of changes in the Flnance Act 1996 which
Eimite_d +the value of shares under option under an approved
scheme, the Committee grants unapproved options under the
international section of the Executive Share Option Scheme to
UK residents, as well as to non-UK residents.

The interests of the Directors in the share capital of the
Company and details of options granted under the terms
of the Executive Share Option Scheme, but not yet exercised,
are shown on page 35. _

~The Company has a UK Savings-Related Share Option

- Scheme for employees in general and all outstanding options,

if not exercised by 31 July 1998, lapse. The Committee will be
considering during the current financial year a further invitation
to eligible employees.
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h | Pensions
The Executive Directors partucrpate in a funded contrlbutory
defined benefit pension scheme with death in’ service cover. ,
Subject to the variations mentioned below, the:Group provides
pension benefits for Executive -Directors on retirement at: their
normal pension age of 60 based on an accrual rate of one
thirtieth with reference to basic salary less a deduction equal
to the basic state pension. This is subject to a; maximurm pensmn
of two-thirds of their final pensionable pay. :

As far as possible, the benefit is provided through the

Inland Revenue Approved Group Pen5|on Scheme,:in which Othér_f

employees of the Group part:cnpate but for those Executlve
Directors who joined after 3i May 1989 and whose beneflts are.
therefore subject to the Inland Revenue ‘earnings cap’, the
Company has given a promise 1o provide the balance through.

a non tax approved unfunded arrangement. The accumulated
unfunded provision at 2 May 1998 is £1.3m (1997 - £1.1m).

Life cover of four times basic salary is provided under the

Approved Scheme on death in service in addition to spouses’
pensions of one half of the-members’ prospective pensions plus
dependants’ benefits. For those Executive Directors whose _

benefits are restricted by the ‘earnings cap’, optional additional . -

life cover is available. Spouses’ pensions on_death after.
retirement are one half of the members’ pensions; before any
reduction for commutation of pension for cash. )

Pensions in payment are increased annually in line W|th
the increase in the UK retail price index, subject:to a maximum
guaranteed increase of 5% each year with the possibility
of further discretionary increases. There is no allowance in the. .
transfer value calculation basis for such discretionary increases .

* or other discretionary benefits.

All members, :ncludlng Executive Directors, contribute -
to the Approved Scheme at the rate of 6%. of their pensuonable
pay, subject to a maxumum for those affected of 'lS% of the
‘garnings cap’. . . oo :

: Vanatlons from the above are as follows

Mr O A Stratton reached normal pension age on

. 297 October 1995, He «ceased contributing to the Scheme on

31 May 1997 commuting part of his pension for a maximum tax -
free cash sum of £326,000 but deferring receipt of his residual

_ pension which was £109,000 pa on 31 May 1997, Payment of

: the residual pension, which will be actuarially increased for its
later payment, has not yet commenced The figures in the table-.
. _below relate only 1o the period up 1o 31 May 1997,

Mr M G Green has a potential maximum, pensnon of two-- i

th:rds of his final pensmnable pay, plus & paid up pension arising

from h|s membershrp of an old scheme within the Group. . :
. Mt S Russell'hasa potential maximum pension of two-

‘ thlrc:ls of his. final ‘pensionable pay, plus a pen5|on ansmg from .
. a transfer into the Scheme,

Mr.E € Smith is entitled to a dlfferent scale of pen51on
benefits. His pension ls‘payable from.age 60 and is equal '
to two-thirds of his final pensionable pay which is calculated by
reference to his basic satary. The pension is accrued uniformly .
over the period of pensnonable service. His spouse’s pension
is based upon a fraction of two-thirds, rather than one half
-of hIS prospectwe pension. Pension increases are guaranteed at.
-59% pa, subject to Inland; Revenue limits. Mr Smlth s employee

Lt contnbutlons to the Scheme are calculated by reference to his :
: bas:c_ pay less the basic state pension.

Set out below and in accordance with the dlsclosure
requirements of the London Stock Exchange are the total
accrued pension entitlements as at the financial year end
prospectively payable from normal pension age in respect of
the Approved Scheme, and for Mr Williams and Mr Buttfield the
non tax approved unfunded arrangement, for each of the

- Executive Directors of the Company. ’ '

Additional

pension

- : earnedt

Employee Accrued Accrued  (excuding

contributions - . entitiement entitlement  infiation)

paid during  Complete 3 May 2 May during

the year years of 1987 - 1998 the year

Age’ £'000 service  £000pa  £000pa  £000pa

J P Williams 56 13 7 70 84 12
D F Buttfield 51 0 .6 32 39 8
MGGreen 52 9 25 54 - 82 6
_ISRussell 50 9 9 - 49 . 57 6
© ECSmith 56 10.. - 27 8 99 7
" OAStratton* 62 - 1. 46 141 - 143 1

i K'*Figures for Mr Stratton 're!ate 10 the period up to 31 May 1997,
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i | Service Contracts s

The Executive Dlrectors other than Mr O A Stratton have :
service contracts which can be terminated by the Company,or a.
subsidiary company giving two years” written n‘otice‘ The service
contract for Mr Stratton may be terminated by not less than

one year's written notice from St Regis Paper Co. Ltd expmng at
any time after 29 QOctober 1998.

The Committee considers that notice periods of two years

are reasonable and proper ha\rmg regard to prevailing market
conditions in order to retaln and recru:t Executlve Dlrectors of an
appropriate calibre. : :

il Pollcy on Extemal Appomtments ‘
Executive Directors are allowed to accept appo:ntment asa non-
Executive Director of up to two other companies provided that
these are not with competing companies and are not likely to
lead to conflicts of interest. Executive Directors are normally
allowed to retain the fees paid.

k | Fees for non-Executive Directors

The remuneration for non-Executive Directors consists of

annual fees for their services as members of the Board and for
their work on selected committees. They do not have contracts -
of service but have letters of appointment. Their remuneration

is determined by:the General Purposes Committea:on the advice.
of external independent consultants and is subject to a

maximum aggregate level agreed by shareholders. Non-Executive _

Directors do not participate in or vote on any discussion relating
to their own remuneration.

Non-Executive Directors are not eligible for pen5|on
scheme membership and do not participate in any of the
Group’s bonus, share option or other incentive.arrangements.
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I ! Remuneratlon of the Directors
The Annual Bonus is calculated on the Quahfy:ng Salary defined

) _m ‘paragraph d.on page 30 for which there has been no

al[ocatlon in 1997 or 1998. The terrn Benefuts includes the -

. provision of a car, fuel and private medical insurance.

- Salary/Fee  Benefits 1998 Total 1997 Total
£000 .- £000 £000 - £000
Chairman -
- AW Clements; 95 . 8 103 84
_ChiefExge‘cutive'_ EEEEE IR .
) P williams 350 40, 390 . 460°
Executive Directors . - - . .
> F Buttfield - 169 15 184 173
M G Green 159 8 167 162
35 Russell 154 i6 .- 170 236
EC Smith 168 7 175 163
O A Stratton 170 i 171 196
Non-Executive Directors .
W N Greig . 35 1 36 33
D R Piette : : 28 . - 28 - 26
M P Pragnell 28 - 28 25
1 C G Stancliffe .| .28 - 28 25
- Total 1384 96 ' 1,480 - 1,583
On bepslf of the Board

AW Clements

Chairman ]
Remuneration Committee
14 July 1998 ° '



Directors’ Report

The Directors submit their Annual Report and the audited
Accounts for the financial year ended 2 May 1998.

Principal activities and business review
The Company acts as the holding company of a group, which,
during 1997/98, was engaged in the production of packaging

and paper, primarily from waste paper and the cfls’(rlbutlon of -

office products. .

A full review of the actlwtles dursng the fmancral .
year ended 2 May 1998 and future developments is g:ven in
the Chairman’s and Chief Executive’s Statement and in L
the Operating and Financial Reviews on pages.2-5, 10-21 and
24-26 respectively.

Resuits for the year - :
Group turncver for the financial. year ended 2, May 1998 was
£1,112.5 million {1997 — £1,180.1 million) and profit before: . : .
tax was £51.1 million (1997 - £96.0 million). The detailed
results of the Group are set out on page 38 A geographlcal

by origin is shown.in note 1 to the Accounts. Earnings per
share were 11.9p, compared with 23.1p. for. the previous year.

Dividends and reserves
An interim dlwdend of 2.7p net per ordlnary share was paid on.
16 March 1998 and the Directors recommend a flnal dividend of

5.5p net per ordinary share, makmg an increased total dividend

~for the year of 8.2p net per ordinary share. Subject to approval -
of shareholders at the Annual General Meeting to be held on

9 September 1998, the final dividend will be paid on 1 October
1998 to shareholders on the register-at the close of business on'

21 August 1998. Shareholders may wish to. note that, following,
the propeosed abolition of ACT announced by the Government
this year, any interim dividend for 1998/99 will be paid a

few weeks later than corresponding dividends in recent years.

Scrip dividend
The Company again proposes not to offer quallfylng shareholders
the alternative {(called a scrip dividend} of receiving shares in the

Company in place of a cash dividend. The Board recognises that ..

the share alternative to cash dividends was popular with some
shareholders but believes that following changes to the tax rules
in June 1997 it is no longer in the interests of shareholders as a
whole to continue with the scrip dividend.

Share capital

Pursuant to the Company s employee share aption schemes,
1,744,029 ordinary shares of 10p each were issued during the -
year and a further 87,104 shares were issued between 3 May
and i4 July 1998 inclusive. An additional 2,318,423 ordinary

shares of 10p each were issued during the year to shareholders

who elected to take the scrip alternative in respect of the
1996/97 final dividend. S

David S. Smith {Holdings) PLC 1998 | 34

share capital:

“Threadneedle Investment Managers Lid.

~_.Inthe oprmon of the Dlrectors there is no. materlal dlfference
:_.'between the book value and the rnarket value of land and
segmentation of turnover operating profit and capital employed E

Substantial shareholders

. As at 14 July 1998, the Company has been notified of the

following material interests of 3% or more in its |ssued ordlnary

Qrdinary shargs held % -

Schroder lavestment Management | Ltd 60,025,542 - 18.7
Prudential Portioiic Managers Ltd 35,149,189. 11.0
“Fidelity Investrnents. - 19,842,803 6.2

16,723,166 . 5.2

Apart from the above interests,. the Company has not been notified
and is not aware, as at 14 July 1998, of any other person materially
interested in 3% or more, or having a non-material interest

. in10% or more, of the issued share capital of the Company.

leecE assets -

buuldmgs

E: Resea rch and development

The Group recognises the importance of continuing to :nvest in
research and development. It is Group policy to develop new

_product specifications commensurate with environmental needs
“and packaging solutions required by customers. Research is also

conducted into ways to improve product quality and to find more

cost efficient methods of production and distribution. Research

and development is conducted within divisional operations.

Directors
The biographies of the present Directors are on page 28.

- All the present Directors served throughout the year. The Directors

retiring by rotation are Mr J.P Williams, Mr M G Green,

Mr W N Greig and Mr O A Stratton, who, being eligible, offer
themselves for re-election at the Annual General Meeting.

With the exception of Mr Greig, who is a non-Executive Director,
alt the said Directors have service contracts with the Company
which can be terminated by the Company on giving one year's
written notice expiring at any time after 29 October 1998 for

Mr Stratton or two years' written notice for each of Mr Williams
and Mr Green.

Other than as prevrously disclosed in this Report andin
respect of existing service agreements, no Director, either during
or at the end of the financial year, has been materially interested
in any significant contract or arrangement in relation to the
Group's business.

All Directors may, in the furtherance of their duties,
take independent advice where appropriate, at the expense
of the Company.
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Dlrectors interests

The interests of the Directors and thelr, |mmed|ate fam|laes in the
ordinary shares of 10p each of the Company, including options
granted but not yet exercised under the Executive Share.Option
Schemes, were as shown in the table below.

The table of share interests includes a non-| benef;cnal
shareholding in respect of Mr W N Greig of 41,333 (1997 -
41,333) ordinary shares,

There were no changes in the |nterests of the Directors
or of their immediate families in the issued ordinary share capital
of the Company between 3 May and 1_4Ju_ly_ 1998 inclusive.

Employee involvement and communications

The Group is committed to effective employee communications

.. 1o promote the understandlng ‘and involvernent of all its

emptoyees in the Group's.business objectives and performance.
Communications and personnel policies have been deveioped 1o
reﬂect the philosophy of operating management.

.- The Group has established a European Works CounCI]
w;th representatlves drawn from across the entire workforce in.
the EU countries in which the Group cperates Meetings are held
to prowde an exchange of transnational informatior and
consuitation with employees.

Business decisions concerning capital investrent,

_employment and training take into account the Group’s public

and local responsibilities. The Group is a member of Business in
the Communlty .

Markat

T R . - . . price at - Date'at
" Ordinary . Crdinary - . " Exercise  dateof which Expiry
- shares shares Number of options price exercise exarcisable date
LAt 4 May At 2 May At4 May . During the year At 2 May
Directors 1997 1998 1997 Granted " Exercised Lapsed 1998 pence pence
AW Clements 30,000 30,000 - -
5 P Williams 497,643 497,643 . - 198,100 - - 198,100 176.67 - 30.7.00 29.7.07
D F Buttfield 16,646 25,768 . 8532 - 8532 - - 12150 187 ‘
S -160,000° . - .- - ~ 160,000 272,09 - 4897 3.8.04
-~ 93,350 - 93,350 17667 - 30.7.00  29.7.07
M G Green 68,085 100,000 - 87,700 - _ 87700 176.67 - 30700 - 29.7.07
W N Greig 160,000 160,000 - - ' -
D R Piette . - -, - -
M P Pragneli y - - - _
'S Russel 58431 71,181 37,768 - - - 37,768 171.50 - 11194 31.10.01
5250 . - 5250 - = 12150 187 _
, — . .84,900 - - 84,900 176.67 - 30700 29.7.07
E C Smith 48,527 58527 260,000 . . - - = 260,000 173.25 ~ 7211096 20.10.03
C = 90,550 - - - 90,550 176.67 = 30,700  29.7.07
JCGStancliffe 60,000 60,000 - -
0 A Stratton’ 809,115 817,647 8532 - 8532 - - 12150 187 _
; - 96,200 - - 96,200 17667 - 30700 29.7.07
Total 480,082 650,800 22,314 1,108,568

The market price of the shares at 2 iay 1998 was 227.5p (3 May 1997 — 224.5p) and the range during the year ended 2 May 1998

was 166.5p to 244.5p {year ended 3 May 1997 - 223p to 344p).

(All Executive Directors were deemed by virtue of the Companies Act 1985 to be interested in all of the ordinary shares held by
David S. Smith Employee Benefit Trust {"the Trust’), which at 2 May 1998 amounted to 371 042 ordinary shares, because they are potentra[

benefmarles under the Trust together with the employees of the Group
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Equal opportunities

The Group supports the principte and achievement of equal
opportunities in employment and its policies are designed to
provide such equality irrespective of sex, refigion; race or marital

status. Every possible step will be taken to ensure that individuals .

are treated equally and fairly. Depending upon their skilts and .
abilities, the Group applies the same criteria to disabled persons
as it does to other employees and if necessary, retraining is
offered to any of its employees who develop a disability durmg
such employment.

Pension fund

The investment of the Group’s pension fund assets is managed
on a discretionary basis by Morgan Grenfell Asset Management

Limited and Schroder Investment Management Limited, such
assets being held independently from the Group. The

professional advisers to the fund are independent of the Group ) :

The Trustees of the pension scheme send an annuai report to
members of the scheme. . .

Health and safety .

The Group recognises its responsibilities and contlnues to
promote all aspects of health and safety in the interests of its
employees and members cf the public. A Health and Safety
Policy Statement has been approved by the Board. The Group
provides financial support to the British Qccupational Health
Research Foundation.

Payment to suppliers :

[n the United Kingdom, the Company places each order wnth
a supplier on certain terms and conditions, which include
terms of payment. The Company pays each suppller accordingly,
subject to all the terms and conditions of the order being
satisfied by such supplier. The aggregate amount owed by the |
Company 1o trade creditors at 2 May 1998 was equivalent

to 24 days of purchases invoiced by suppliers during the year.

Charitable and pohtacal donations
The Group contributed £52,000 (1997 - £88 ,000) to charities
in the UK. No payments were made to political partaes

Annual General Meetmg

The Notice of the Annuat General Meeting of the Company -
appears on page 67. In addition to the routine business to be
transacted at the Meeting, the following Resolutions will be
proposed: a Resolutions. 9 and 10 will be proposed to renew the
authority for the allotment of relevant securities by the Directors
and for the partial disapplication of pre-emption rights and

b Resolution 11 will be proposed so as to renew the authority
of the Company to make rarket purchases of its own shares.
The figures given in Resolutions 9 and 10 represented 28% and

5% respectively of the issued share capital of the Company as at |
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. Auditors

2 May 1998. The figures as at 14 July 1998 were unchanged.
The Directors have no present intention of using any

_. authority given to the Company under Resolution 11 to purchase

the Company’s shares, or of issuing the whole or any part

“of the unissued ordinary share capital, other than in connection
. with any exercise of options under the Group’s employee share
_option schemes. The authority in Resolution 11 represented 10%
- - of the issued share capital of the Company as at 2 May 1998,

A resolution to re- appomt' KPMG Audit Pic as auditor of the

: Company and to authorise the Directors to fix the:r remunerat|on

will be put to the Annual General Meetlng

By Or_‘der of the.Board

VaY,

:.J‘S Ryssell

Secretary
14 July 1998

Directors’ Responsibilit_ie_s for Preparation of
Financial Statermnents

' _ As reguired by company. law the Dlrectors are respons:ble for

the preparation of financial statements for each financial year
which give a true and fair view of the state of affairs of the

'Company and the Group and of the profit or loss for that period.

In preparing those financial statements, the Directors are )
required to:

» select suitable accounting policies and then apply them
consistently; '

* make judgements and estimates that are reasonable and
prudent;

» state whether appltcable accounting standards have been

. followed, subject to any material departures disclosed and
" explained in the financial statements; and
"= prepare the financial statements on the going concern basis

unless it is inappropriate to presume that the Group will continue

_ in business.

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

- assets of the Group and hence for taking reasonable steps for

the prevention and detection of fraud and other irregularities.




Report of the Auditors to the Members
of David S. Smith (Holdings) PLC .

We have audited the financial statements on pages.38 10 60.
We have also examined the amounts disclosed: relating to.
emoluments, share options, pension entitlements and long: term -
incentive scheme interests: of the Directors which form’ part of

the remuneratlon committee report on pages 30 to 33 and the

Directors’ Report on pages 34 to 36

Respective responsibilities of Directors and Auditors. .
As described on page 36, the Company's Directors are
responsible for the preparation of financiat statements, It is ocur
responsibility to form an independent opinion, based on our
audit, on those statements and to report. our opinion to.you.

Basis of opinion : :
We conducted: our audlt in accordance W|th Auditmg Standards
issued by the Auditing Pract:ces Board. An aud:t includes .
examlnatlon. on atest basrs of ewdence relevant to the amounts
and disclosures in the financial staterents. It also includes.an .
assessment of the 5|gnn‘|cant estimates and Judgements made by
the Dlrectors in the preparation of the 'hnanoal statements, and.
of whether the accountlng policies are appropriate to the
Group’s circumstances, con5|stently applied and adequately
disclosed.

We planned and perform_ed 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 finaricial statements are free from material
mlsstatement whether caused by fraud or other 1rregular|ty or :
_ error. In forming our opinion we also evaluated the overall.

adequacy of the presentatlon of lnformatlon in the flnanoai
‘ statements. :

Opinion :

In our opinion the fmancral statements give a frue and falr view
of the state of affairs of the Company and the Group as at

2 May 1998 and of the profit of the Group for the financial year
then ended and have been praperly prepared in accordance with
the Companles Act 1985 :

téﬁw «bw- |

KPMG Audit Ple
Chartered Accountants
Reglstered Audltor
London )

14 July 1998
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Review Report by KPMG Audit Plc

. to David S. Smith (Heldings) PLC
on Corpurate Gnvernance Matters

In addition to our audit of the financial statements, we have

. reviewed the Directors’ statement on page 29 on the Company’s

- compliance with the. paragraphs of the Cadbury Code of Best

- Practice specrfred for our review by the London Stock Exchange
~and their adoption of the going. concern basis in preparing the
N 'flnanCtai statements 'The objective of our review is.to.draw
" attention to non- complrance with the disclosure requrrements *
. of the Lrstmg Rules 12.43 j and 1243 v. S

Basis of oplmon : :
We carried cut our review in accordance with gurdance issued

. by the Audrtmg Practrces Board. That guidance does not require

us to perform any additional work necessary to express a

_separate opinion on the effectiveness of either the Group’s
systemn of |ntemaE financial control.or corporate governance
0 procedures, or onthe abrhty of the Group to contmue in

g operatronal exrstence :

Opm:on S
With respect to the D:rectors statements on mternal flnanoal

" control and going concern on page 29, in our apinion the

Directors have provided the disclosures required by the Listing
Rules and such statements are not inconsistent with the

- information of which we are aware from cur aud|t work on the

financial statements.
Based on enquiry of certain Directors and officers of
the Company, and examination of relevant documents, in our
opinion the Directors’ statements on page. 29 approprlately

.. reflects the Company’s _comphance with the other paragraphs
~ of the Code specified for our review by the Listing Rules,

KPMG Audit Plc
Chartered Accountants
London

14 July 1998.



Group Profit and Loss Account

For the financial year ended 2 May 1998 -

1998

1887

{222y B

Note £m £m °

~ Turnover 1 1,125 1,1804
Cost of sales ‘ (812.5) ' (845.5)
Gross profit © 300.0 3346
Operating expenses 2 (237.6) {230.4)
Operating profit 1,3 624 1042
Share of losses of associated i.:ndertakmgs 13 -3.0) . ©.2)
Profit on ordlnary actwltles before mterest TR 59.4. . | . 1040 :

. Interest . ‘ : : L7 8.3) L. (8.0)-
: Proflt on ordinary'acfivitie‘s_lbé_f‘qre.téaXQ'c-_io'lfi" 51,1 1960 -
_ Tax on profit on ordinary activities 8 (12 8) .

~_Profiton ordmary activities after taxatlon 383 -~ 739

Manorlty interests — equity (0.3) - {0.9)

* Profit for the financial year 38.0 73.0
Dividends paid and proposed 9 (26.2) (25.3)
Retained profit for the financial year. - 24 1.8 477
Earnings per share - 10 . 11.9p 23p .

The Group S results shown above are derived from contmumg operatlons There-were no material acqutsmons or

= dzscontmued operatlons in enther year.

The notes on  pages 43 o 56.form part of these accounts.
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Statement of Total Recagmsed Gams and !.osses
. For the financial year ended 2/ May 1998 -

1998 1897
. .. £m £m
Profit for the financial year .« .o " . o - 380 - 73.0
Exchange differences on foreign currency net mvestments T s 2 (3.8) c(11.4)
- Total recognlsed galns and losses -~ . EERERRTE o 342 - 61.6
Reconclllat;en of Muvements in Shareholders Funds
g ,For the ftnancnal year ended 2 May 1998 ;
1998 1997
i . £m £m
" Profit for the flnanaal year L ' : : _ o ' 38.00 730
Dividends - U - : - T (26.2) - (25.3)
Retalned proﬂtfor the fmancralyear - . _ \' ] . o : 11.8 47.7
Exchange differences on foreign currency net mvestments . : - {3.8) {11.4}
. New share capital |ssued R . o - o 2.3 35
|- Serip dividend issue - - - . : : . : : _ 4.6 0.8
Goodwill written off.- . - - o - R : (6.4) -
Net addition to shareholders’ funds B . ‘ . ) . 8.5 40.6
Cpening shareholders’ funds o 500.6 460.0
" Closing shareholders’ funds R . 509.1 500.6

The difference between the reported and hrstorlcal cost profits for each of the financial years

reported above is not matenal

David 5. Smith (Holdings) PLC 1998 | 39



' Sh_arehoiders funds — equity

P Williams Director

Groilp Balance Sheet

. 2May 1998

3 May 1997

R Stocks

U246 0

(1.4

Note - Em £m
Fixed assét_s o .
Tangible assets - 11 566.5 548.8
Investments 13 16.3 . 8.0
: 582.8 .  554.8.
Current éssets e ) .. . ‘ :
1~4 137 125380
Debtors - _ 15 . 247.0° - 249.9°
Short term. mvestments 17 . 2757 :
Cash at bank and in hand 17 223 ©22.3 ..,
_ R . 4285 | 4226
Credltors amounts falllng due W|th|n one year B _
Trade and other credltors ' 16 (282.5) - (289.7)
Borrowings | 16,17 . (19.2) (8.7).
Net current assets ‘ ©126.8° 124.2
: Total assets less current I:abllltles : 7096~ 679.0
. Credltors amounts faE!nng due after more than one year . N
Borrowings. : : 16,17 - (176.5) (149.4)
Other _ 2.1)
Provisions for |Iablll‘tles and charges 21 (17.7) (21.3)
Sl 513.3 = .506.9
Minority interests — equity (4.2) . " {6.3)
Ne_t:assets, 509.1 500.6
- Capital and reserves - .
Called up share capital 22 32.0 31.6
Share premium account 24 187.7 185.0
-Revaluation reserve 24 10.6- 10.8
- Acguisition reserve 24 138.1 1381
. . QGoodwill reserve 24 (153.1) ~ (146.7)
.. Profit and loss account 24 2938 281.8
509.1

5006

‘DF Buttfield  Director .

The notes on pages 43 to 56 form part of these ac'c_ounts.
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Group Cash Flow Statement
For the financia_l year ended 2 May 1998

1998 1997

. Note . im0 £
Net cash inflow from operating activities L . ‘ 25a. - 959 166.3
Returns on mvestments and servicing of finance o 25b . (8.8) (0.0
Taxation . C E “{11.8) (29.2) -~
" Capital expenditure and financial investment ) . 25¢ (86.9)  (96.9)
- Acquisitions and disposals e o2 25d 0 (102) o L (21.8)
© " Equity dividends paid e T 1y @3l)
Net cash outflow before use of llqwd resources and fmancmg ' o ' (42.7) . (137 ‘
. Management of liquid resources - - L e T a0 (128
Ftnancmg D _ o _ o ‘ ) - . S
.Issue of ordinary shares : : : ' : : S 23 35
. New borrowings. - S S L B 355 97.2
Borrowings repaid - - : . Cs . . ’ {1.5) {84.5)
‘Net cash inflow from financing: o . . 363 16.2
Decrease in cash in the financial year o 4 - ‘ _ ' (104)  (10.3)
. _Recone:lllatlon of net cash flow to movement in net debt
" Decrease in cash in the financial year o ' . . (10..4) . (10.3)
Increase in debt and lease financing B : ) ' ] - 340y . (127
Increase in liquid resources - : : - . _ 4.0° 12.8
l*ncrease in net dé‘bt resdlting from cash tlow - _' E : - (40.4) (10.2)
"+ Liquid resources acquired with subsidiary undertaklngs o ) - 7 0.3
Loans and finance leases acqunred with subsidiary undertaklngs . ’ - - {2.5)
- Exchange differences - . . ‘ ‘ . 57 24.2
\Movement in net debt in the fmancual year - : _ (G 1.8
Opening nét debt o : . : i (111.2) (123.0)
Closing net debt ' ' 178,26~ (145.9) - (111.2)

The notes on pages 43 to 56 form part of these accounts.
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Accounting Policies

A summary of the prihcipal accounting 4pq'|icies~_is set out below.

The financial year repo'rted in these accounts is for the 52 weeks _

ended 2 May 1998, Comparatlves are given for the 53 weeks
ended 3 May 1997. .

a | Accounting basis -

The accounts are prepared in accordance with applrcab[e
accounting standards, and under the historical cost conventlon .
except that certain freehold and long Ieasehold Iand and
buildings are |nc]uded at valuatron .

b | Basis of consolldatlon

The Group accounts. consolldate the accounts of the Company

and its subsudrary undertakings made up to 2 May. 1998.

Subsidiaries acquired during the year are consolidated from the

effective date of acquisition. All companies purchased during

the year have been accounted for as acquisitions. .
Goodwill (representing the excess of the fair value of the

consideration given over the fair value of the net assets acqurred)

is written off d|rectly to reserves.

¢ | Turnover
Turnover represents the amount receivable, for goods and services
supplied to third partles net of value added tax and trade discounts.

d | Investments in assocrated undertaklngs

The Group profit and loss account includes the approprrate share_

of the profits or losses of assocnated undertakings. Investments
in associates are mchded in the Group bafance sheet at

the Group’s share of the associates’ underlying net assets- less
provisions for permanent diminution in value :

e | Fixed asset mvestments
Fixed asset investrments are valued at cost Iess provisions for
permanent diminution in value.

fi DepreCIatlon

Depreciation is calculated to write off the cost or valuation |

of all tangible fixed assets in equal annual |nstafments over their
estimated useful lives at the following rates:

5-33¥%3% pa

Piant, machinery, fixtures and fittings

Motor vehicles 20~ 3'3’/3%_pa

Freehold and long leasehoid properties 2-10% pa

Freehold land, investment propertles and assets in the course

of constructlon are not deprecrated

g | Stocks and work in progress
Stocks and work in progress are valued at the lower of cost and.
net realisable value
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h ] Deferred taxatlon
Deferred taxation is provided using the Irabrllty method in
respect of material timing differences which are expected to

" reverse in the foreseeable future Advance corporation tax which

is expected to be recoverable in the future is deducted from the
deferred taxation balance or, where there is an insufficient
deferred taxation balance, is shown as a debtor recoverable after
more than one year o

i 1 Research and development o C
. {-Research and development expenditure is wntten off as rncurred.

il Forergn currencies

Monetary assets and liabilities denominated in forergn

. currencies are translated at the rates of exchange ruling at the
* financial year end.

Profits and losses of subsrdrary and associated”

*undertakmgs are expressed in sterling at average exchange rates
far the year. The balance sheets of overseas subsidiary

undertakings, including the Group's share of associates’ net

- assets, are expressed in sterling at year end exchange rates.
. Exchange differences arising on the translation of opening

shareholders’ funds, together with those arising.on borrowings

‘ used to finance or hedge investments in foreign enterprises, are

recorded as movements in:reserves.
All other exchange differences, both reahsed and

. unrealised, are taken to'the proflt and loss account.

__k I Leasmg transactlons
_ . Fixed assets acquired under a lease that transfers substantrally all

the risks and rewards of ownership to the Group are capitalised

' . as tangible fixed assets. Qutstanding obligations.due under the’
- leases, net of finance charges, are included as a liability. The

finance element of the rental payments is charged to the profit
and loss account over the term of the lease in proportion to the
balance outstanding. All other leases are operating leases and
the annual rentals are charged to the profit and loss account on
a straight line basis.

| | Pension contributions _ _

The Group operates a defined benefit pension scheme for its UK
employees. Contributions to this scheme are determined on the
basis of independent actuarial advice and the amounts charged
against profit reflect the full actuarial cost attributable to the
financial year. Differences arising between the amounts charged

in the profit and loss account and monies paid to the scheme

trustees are treated as assets or liabilities in the balance sheet.
The pension cost of overseas pension schemes is established

- by independent actuaries in accordance with local practice.

Provision is made in the accounts for the benefits accruing
to members of unfunded pension schemes in accordance with
the advice of mdependent actuaries.




Notes to the Accounts

Analysrs of Group turnover operatlng profrt and capltal employed
- The segmental analysis of turnover, operating profit and capital employed by, acttwty is shown below There is

©.no matertal tracilng between busmess or between geographlcal sectors.

Operatmg profrt

Capxtal employed

C Turaover
T 1998 - 1897 1998 N 1998 1997
- LOEm L. - fm . L Em .. Em o £€m N Ern
- Packaging and paper - 697.7 776.1 378 775 - 5580 - 5269
Office products - 414.8 4040 . 246 267 127.2 126.0
- 1125 11801 " 62.4 1042 = 6852  652.9

- . The geographrcal analysrs of turnover operatlng proflt and capltal employed by or[gzn |s:_

. Capital employed.

Turnover L . Operating prcflt KBS :
S ) . 1998 - . . 1997 . Sdges. v 1997 1998 T 19970
N - L Eme. : Em - Em , CiEm ) £m- o . '£m
 United Kingdom and Ireland . .8076 8393 .. 466 777 . 5164 4831
Continental Europe v 3049 340.8 -15.8 2650 - 168.8 - 169.8
‘ i,m.s 01,1800 62.4 104.2 6852 . 6529

. Capital emp!oyed as shown above excludes items of a fmancmg nature, corporation tax balances and frxed asset
investments. Caprtai employed is reconculed to Group sharehoiders funds as follows:

1998 1997

- . £m . fm
Shareholders’ funds, . .- - . 5081 5006
Net borrowings - . 1458 0 12
. Dividends payable . .. 176 174
Minority interests .. 4.2 6.3
Corporation tax credltor (net) 143 . 15.5
- Deferred tax provision 10.4 8.2
Fixed asset investrments " {16. 3) 6.0
Capital employed 685.2 652.9

- The geographical analysis of turnover by destination is:
. : ' o 1998 1997
£m £m
- United Kingdom and Ireland '753.8 782.0
" France 197.9 227.0
Germany 33.1 . 34.5
" Poland 27.6 34.6
ltaly - 24.4 - 26.2
Belgium 22.9 19.9
Other Europe 40.9 43.4
" Rest of world 1.9 12.5
1.112.5 1,180.1
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Notes to the Accounts

Operaiing_expen_ses L

1998 1997
£m im
‘Distribution costs 123.0 119.9 .
Administrative expenses 114.6 110.5
. 237.6 2304
Operatmg proflt : .
Operatmg profit i is stated after charglng the fcliowmg_: :
: 1398 * 1997
: : : : COEmM. £m.
Deprecsatlon - owned assets 47.3 - 437
— leased assets 4 1.2 1.7
Hire of plant and machlne_ry__ o 14.5 S 14.2
. Other operating lease rentals 4.9 4.3
- Research and development 0.5 0.8
‘Eees paid to Auditors, and their assocnates:
Group audit : 0.6 0.6
i Non—aud:t services: ’ '
UK 06 0.3
Overseas 0.2 - 0.1
1.4 1.0
Directors’ emoluments
) Aggregate emoluments of the Directors of the Company WEre as follows :
‘ 1998 1997
’ ) " Em £fm
Fees : 0.2 .2
Salaries and benefits 1.3 1.2.
Qther - 0.2
1.5 1.6

Gains on the exercise of Directors’ share options in the year amguntéd to £14,616 (1997 - £0.8m).

More detailed information concerning Directors’ emoluments, sharehoidings and share options is shown in the
Report of the Remuneration Committee on pages 30 to 33 and the Directors’ Report on pages 34 to 36. There

. were no pension contributions paid by the Group during.the year.
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" Notes to the Accounts

Partrculars of. employees i )
The average number. of persons employed by the Group durlng the year was:

C 1998 . .. 1997
c ) Nurtiber. .. Number.
~Production . L L D S ilza32 738

'Selllng and adrmnlstratlon T e T .. 3,773 3,629

| 10,905 10,767

Their total remuneration was: .
o _ o 19908 1997

~ Wages and ;aler_ies ' o o . o © 7 3935 - 1983
“ Social security costs - L . e s 28,5. .. - 31.8.
Other pension costs S e e 06 08

' o e ' : 222602309

Pens:ons

_The Group operates a snngle funded defmed benefit scheme in the UK, the David S. Smuth Group Pension -

Scheme. The fatest formal actuarial valuation of the scheme was carried out by independent actuaries as at
5 April 1998, using the projected unit method. The main. assumptions. were that the annual rate of return '

o _ “on investments would be 9%, annual increases in earnings would be 7% and annual increases in dlwdends .

"interest

would be 5%. Future pansion increases were assumed to be 4.5% per annum.
‘At the valuatnon date, the market value of the assets of the scherne was £299. 7m and the actuanal

_"_value of the assets was. 144% of the value of accrued benefits after allowing for expected future increases |

in earnings. The surplus of assets over past service fiabilities is bemg used to suspend contributions until the

results of the next tnenmal actuarlal valuatlon are known.

The Group has also made provision for unfunded penssons for those Executwe Directors whose benefits

i under the funded scheme are restr:cted by the Inland Revenue ‘earnings cap’. Usmg actuarial assumptions

consistent with-the assumpticns adopted for the funded scheme, the pension cost for the year has been
assessed as £0.2m (1997 - £0.1m) and the balance sheet liability at 2 May 1998 as £1.3m (1997 - £1.1m),
In France, the Group operates a defined benefit scheme which is fully funded through a segregated fund.
An amount of £2. 8m (1997 ~ £2.9m) in respect of the UK defined benefit scheme is included in debtors
‘fallmg due after more than one year..

1998 1997

. Em . £m

Interest receivable and similar income - — y T 24 1.7
Interest payable on bank loans and overdrafts . . C (10.1) (8.9)
Interest payable on other loans _ (0.4) (0.4
Interest payable on finance leases h ' ' {0.2) (0.4

(8.3} - (8.0)
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Notes to the Accounts

- 8 Taxation IR
: . 1998 . 1997

United ngdomtaxat:on S _ S
Corporation tax on the profit for the year at 31% (1997 33%) - - ... - .57 . 158
Adjustment in respect of prsor years . _ T BT R X
Deferred taxation - | | o PR 33 .29
i T | T oo e
) Overseastaxatson_.; 2 o e T ) } .
" - Qverseas taxes on proﬂtsfortheyear e S e B2 029
.. Adjustment in; respectofpnoryears P - I . RN 03 =
- Deferred taxation -7 - S ; T T 03 08
oL ' 38 . - 38
S maxcharge . o ‘ e Coo28 224

The tax charge for the year reflects the benefits of capltal allowances from the Group s htgh !evel of capltal
- expendlture : . . e

9 Dividends paid and proposed. . - . e it S _
: e LT 1998 -, S 1997 . 1988 - 1997

. o Per share Per share - £mo £m -
[niérim paid” . S - B I K 27p 2.6;5 86 82
Final proposed ’ : : 5.5p 54p . . 17.6 171

© 82p . . 8.0p 26.2 253

10 Earmngs per share- :
: Earnings per share are calcuiated on prof:t for the fmancxai year of £38 Om (1997 — £73.0m) and on .
318.3m {1997 — 315.4m) ordlnary shares, being the welghted average in issue and fully paid during the year.
The fully diluted earnlngs per share is not materlally dlfferent
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Notes to the Accounts

11 Tangible fixed assets . ¢

. .P.‘ayments.k
on account
T e . . and assets
¢ Land and buildings Plant and in course of - - .
fFreehold Leasehold . machinery construction . Tetal
- Em £m £m . £m © O fm-
- Cost or valuation: - ‘ : o L ‘ . : L o
CAt4Mayi997 . .. - ' . 1612 ... 164 - 6041 .. 373 | 8i9.0
. Acquisitions - . e oL - - 06 -~ - 0.6
- - Capitabexpenditure - o e o0 B 20 ++02 300 . 442 765
‘-.‘.Disposais e L (07),:_;',"- = (86, = T (9.3)
cooMansfers oo UL e 00099 0 00 463 (56.3) TR
. Exchange dlfferences NEEERNNS DAL 23y =AY (0.2} (11.0)

At2May 1998 - - T 7027 167 - 6639 . 250 8758

Accurnutated depreciation: L

CAtAMayl1997 T sz g1 26340 . - 2702
Acquisitons o o e o -
" Charge for the fmanaalyear e © 38 . 04. ..443 . . .~ 485 .
" Disposals =+ - ‘ R R () e {82)
" Exchange dlfferences L R - 1 3 T 33
'.._At2|v|ay1998 ST o e o5 20837 - 300.3
~ Net book value . ‘ ' . . L
- At2 May 1998 . ) 160.7 15.2 365.6 25.0 = 566.5
At3May 1997 - i . ' 1555 - 15.3 340.7 373 548.8

Freehold land and investment properties amounting to £57.2m {1997 — £59.5m) have not been depreciated.
Substantially all the Group’s leasehold land and buildings are long leasehold.

Tangible fixed assets are stated at cost to the Group with the exception of certam freehold and
ieasehold land and buaidlngs which are included at valuation as follows

Freehod - . Leasehold
1998 1997 1598 1997
£m fm £m £m
. .Met book value: :
" Professionally valued in 1995 102.0 1067 13.2 13.5
At cost o . . : . 587 - 4838 2.0 1.8
o 160.7 155.5 15.2 153

Included in piant and machmery are leased assets wzth a cost of £21 .Om (1997 — £23.1m) and a net book value
‘of E8 em (1997 £10. Om) -
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Notes ta the Accounts

12 Capital commitments =

1998 1997

£mo- - £m

Future capital expendituré for which contracts have been placed ' ’ 12.9 32.4

13 Fixed asset investments. . :

: ‘ . 1998 1967

£m T Em

Associated undertaklngs at share of net assets tess prov;smns e o - . 34
- Qther _ . . : L 183 - 26
' BERRREEE L ' 163 60

Investments in associated undertakmgs are stated net of a provision of £1 Bm charged in the year to reduce the .
value of the Group’s investment in Tri-Wall KK to zero. :

~ The principal associated undertakings are:

Principal country - S o Group

" Nature of business ) . R ' of operation issued capital ) - share %
Grbvehurst Energy Ltd o Provisfon ofenergy . Great Britain 100 _sha?es of £1 50*
S - - and other services . . o each - T
Foresco Golfkarton NV~ - ,Fab_ricatof of - ) i Belgium & .. 39,000 shares of 35*
_ E S : corrugated  cases - ' o * BFr 1,000 each '
Tri-Wall KK- o : -Subp]ier of industrial japan 7.515 shares of g 20Q*
packaging and heavy ~ Yen 5,000 each -
duty corrugated cases
StePac LA, Ltd Manufacturer of . israet . 747,460 shares of 38+
' - " advanced plastic films - NIS 1 each

*Indsrectly held.

Other fixed asset investments mc!ude £1 Am (1997 - fi Amy of Dav:d S. Smlth (Holdings) PLC shares.

The Group operates a general employee benefit trust which acquires shares in the Company to satisfy the
requirements of the David S. Smith (Holdings) PLC Long Term Incentive Plan. The shares held by the trust

at 2 May 1998 were acquired using funds provided by David S. Smith {Holdings) PLC. The market value )
of the shares at 2 May 1998 was £0.8m. For further details of the Plan see the report of the Remuneration
Commnittee on pages 30 10 33.

14 Stocks
1993 1997
£m £m
- Raw materials and consumables : S o 50.0 48.5
Work in progress. o : . . 5.7 5.3
Finished goods- ' : ' 76.0 72.0
' 131.7 125.8
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96 €

a] Amounts failmg due w:th:n one year - : :
: ) ) o " 1998 1997
L fm im
Trade debtors _‘_"226..2 ' 22_1.5

Amounts owed by : assoaated undertakmgs - 03 - 05

Corporatlon tax : 0.4 - 2.6

. Other tax and socual security 11 1.1
Other debtqrs . o o 5.3 9.2
Prepayments and accrued income 274 ) 7.0

L L 2404 2419

bl Amcunts falhng due after more than one year::= o o )

" Advahce corporation tax : IR - ‘, 1A
. Amounts owed by assocnated undertaklngs 2.5 2.5

_Pensmns B 2.8 - 2.9

Other debtors 1.3 1.5
' 6.6 8.0
247.0 . 2499
» Creditors - S : .
a I Trade and other credltors fall:ng due wnthm one year .
) _ i 1998 1997
' ’ £m £m
_ Trade creditors . 180.5 171.3
Bills of exchange 12.9 203

Amounts owed to assouated undertakmgs 1.8 .33
Corporatlon lax. 14.7 18.2
Cther taxes and social sec:urity 12.8 114

-Accrugls and deferred income 422 473
Proposed dividend 176 174

‘ : 282.5 289.7

b I Borrowmgs falling due within one year: .
Bank Joans and overdrafts 17.4 7.0
Other loans 1.1 14
* Finance leases .07 0.6

* 192 8.7
cl _ Borrov'vings falling due after more than one year: ]

Bank loans ' ' 167.4 1386
Other loans 5.7 6.6
Finance leases 3.4 4.2

176.5 149.4

Notes to the Accounts

Debtors
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Notes to the Accounts

‘Fmanaal assets and liabilities (see a[so note 18)

al The Group’s net borrownngs are:

- 1998

1998 .

1997

1997

65.7.

" Bookvalue | Fairvalue . Bookvalve © ° Fairvalue °
£m £m £m £m
Bank loans and overdrafts and other ioans 191.6 - 192.3 153.3 153.2
Finance lease liabilities _ 4.1 4.1 4.8 4.8
Short term investments .. - {27.5) (27.5) ° (24.6). = (24.8)
_.Cash at bank and in hand (22.3} (22.3} (22.3y (22.3)
‘ ‘ 14591466 312 it
Geanng (net borrowmgs expressed asa percentage": S L .
. of shareholders’ funds) ©.28.7%. - N/IA - 22.2% TN/A
b | Bank loans and overdrafts and other loans are repayable as follows: y
AR o e : S : 1998 1997~
T Em oo Em o
Due within one.year - o 185 8.1 '
. Due between one and twe years _ 2.0 . 1.3
.. Due between two and fwe years N 621 .
s Due after five: years . 01090 0 2782 ¢
' e 1916 1533 .
¢ | Analysis of finance lease liabilities:
Due within one year 0.7 0.6
Due after one year 3.4 4.2
41 4.8
Lease pa'yments:
Bue within cne year 1.0 0.9
Due after one year 4.3 5.5
S 5.3 6.4
Finance charges (1.2) (1.6}
a1 48 .
Obligations under finance leases are secured on the assets to which they relate.
d I The Group’s exposure to derivative financial instruments may be summarised as follows:
' ) ' 1998 1998 1997 1997
Book value, Fair value Book value Fair vaiue
£m £m £m £m
Derivatives held to: o .
Manage the interest rate and currency exposure of borrowmgs _ (0.6) (1.6} (1.2) (6.1}
Hedge future transactions - - (0.1} - 0.4)
{0.6) 1.7 {1.2) (6.5)

Forward foreign exchange contracts have been taken to hedge contractual commitments for the purchase of
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Notes to the Accounts

Interest and currency proﬁle of net borrowungs

. After taking into-account swaps entered into by the Group to hedge the note purchase agreement (see below)

_ the currency and mterest rate exposure ‘of the. Group s net borrowmgs is:

Sterlmg French franc “. 7 Other . “Total

- Em i £m £m . fm
At'2 May 1998 -
Borrowings: o : S
Floating rate C . 468 128.8 19.2 194.8
Fixed rate =~ - o e r 03 0.3 0.3 0.9
_ : ' : 471 . 1291 195 1957
Cash and shortterm lnvestments:' o P £ o o _. -
" Floating rate” - R AT {114 - @283) ¢ . (83) - (48.0)
Fixed rate 7 Lt L T e g B L ¢ - B
e T S tlas2y CoEs3). (83) 0 (49.8)
' Net borrowings at.2 May 1998 - * - 339 1008 112 1459 .
© At 3 May 1997
- Borrowings: B o : : : . . .
Floating fate. "~ ..~ ' - S 223 1229 114 156.6
Fixedrate . - I : . . 0.4 06 05 . 15
L : i 2270 1235 . 19 158.1
"’ Cash and short';erm investments: : - e
Floating rate o B (19.1) (20.2) . {83 (45.6)
Fixed rate’ . R IR S| . - {1.3)
o (20.4) 20.2) (6.3) (46.9)
Net borrowings at 3 May 1997 2.3 103.3 5.6 111.2

The Group's borrowings are denominated substantially in French francs in order to hedge the underlying assets
of the Group’s French operations.
Interest rates on {loating rate borrowings are based on LIBOR or base rate. Fixed rate borrowmgs
comprrse mortgages and finance leases.
) The Company. has entered into a series of bilateral revolvmg credlt faCihtlES totalling £325m with
13 banks, which expire in December 2003. Advances drawn down under these facilities bear interest at margins
over LIBOR. Borrowings shown above include bank loans of. £167.9m repayable after five years drawn down '

“under these committed faciities,

‘The Group has entered mto a note purchase agreement with a number of US investors who have
purchased US$100m of 6.81% senior notes issued in 1993, The notes will mature on 12 May 2000. The Group
has errtered into swap transactions with bank counterparties under which it made payments in an aggregate

"'amount of LIS$100m in return for an equivalent amount denominated in pounds sterling and French francs.

The swap counterparties also agreed to pay fixed rate dollar interest of 6.81% per annum in exchange for the

. payment of sterling and French franc floatmg rate interest at rates linked to LIBOR and PIBOR respectively.

* _ The proceeds of the swaps, FF390.8m and £20.1m, or £59. Sm at rates rulmg on 2 May 1998, are shown as

bank loans due between two and five years,
Bank foans, other loans and cverdrafts of certain subsidiaries of £1. 8m are secured over the assets of
these companres
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2

Currency analysis of net assets i
After taking into account the swaps entered into 1o hedge the note purchase agreement (see note 18), the
currency analysis of the net assets of the Group is: :
’ ) 1998 : 1957
"Net assets 1998 Net assets . 1397 '
excluding gross Gross 1998 excluding gross - Gross 1997
borrowings - “borrowings | Net assets - borrewings borrowings Net assets
. £m, C£m - £m fm £m fm
Steding . - . 5050 - 471 - 457.9 4650 227 4423
French francs - T L1580 1291 - 258 159.6 1235 36.1
Other. - : - 448 185 .- 253 . 344 1.9 22.2-
' ' 7048 1957 5091 6587 - 1583
Other flnanoal commttments o
< Annual commrtments under non- cancelfable operatrng leases are:as follows
\ ' . Land and bualdmgs ’ “ptant and rn.aehinery, .
1998 1997 1998 1997 -
] £m fm £m CEm
Expiring within one year " _ 03 0.5 3.1 2.0
Expiring between one and five years : 1.6 1.2 8.2 8.8
Expiring after five years 3.1 3.6 0.2 0.2
' 5.0 5.3 11.5 1.0
Provisions for liabilities and chérges S
o ) - R , Deferred Arising on o L
taxation acquisition Pensions Other " Totat
) £m S fm £m © . Em
Atd4 May 1997 8.2 34 "4 5.6 21.3
Acquisitions - - - 0.2). 0.2
Provided 3.6 - - 0.8 4.4
Utilised ) - (1.0 {0.8) (4.4 (6.2)

. Advance corporation tax (1.2) - - - 1.2}
Reclassification - (1.3) c.7 0.6 -
Exchange differences . {0.2) 0.1} (0.1} - 0.4
At2 May 1998 10.4 1.0 3.9’ 2.4 17.7

Notes 10 the Accounts

500.6 - .

fm

Other provisions re!eie to reorganisation costs and share of Ioss:es of associated undertakings. "

David 5. Smith {Holdings) PLC 1898 |52




21

.Notes to the Accounts

Provisions for liabilities and charges continqéd -
Deferred taxation is analysed as foliows:

Eull potential liability Prowvision
. 1998 1997 "1998 1997
£m £m . £m £m
- Accelerated capital allowances - - . 72,0 67.1 86 86
.Other timing differences - {9.5). {12.2) 6.2 . 2.8
I 625 549 148 14
Advance.corporation tax recoverable (4.4) (4.3) 4.4) (3.2}
B S 584 506 . 104 82

22

The analysis of deferred taxation excludes additional taxation payable

ifon capltal gains which may arise if land and buildings were sold for the amounts at which they are camed o
in the Group's balance sheet as, in the op|n|on of the Directors, such properties will be retamed for use in the

* business or if sold would be replaced by ssrmlar assets; and : o

ii ] in the event of the profits of overseas subs:d;ary undertakmgs belng dlStfibUted Where there is no intentlon

S to make such d:strlbutlons :

Share capital

Number of shares Co
1998 1997 1998 1997
000 - 000 £m . £m
. Ordinary-equity shares of 10 pence each : _
- Authorised 410,000 410,000 41.0 -41.0
lssued, allotted, called up and fully paid. 320,605 316,543, 32.0 31.6

Shares issued _during the yeap to 2 May 1998 and the consideration received were:

Allotted, called up and fully paid

Nominal Share Totat

Value premium . consideration -
‘000 . £m fm £m

Reason for issue: o . : .

Executive options (note 23) 536 0 0.7 0.8
Savings-related options (note 23) 1,208 01 S22 2.3
Scrip dividends 2,318 0.2 ©.2) -
4,062 0.4 - 2.7 .34

David 5. Smith {Holdings) PLC 1998 | 53




23

o _ - G _ Numberofshares,. T ] _
Executive, Share Option’ Scheme - - e 117,432 . B 152.‘89‘,_— 343.0[_3 o Deé__1990 ~0ct 2001 :
) Executwe Share' Option Scheme (1992) .. . 7,318,522  136.0p - 327.5p Qe 1995 - Oct 2007 y )
. Sawngs -Related Share. Opt|on Scheme (1992) 152,654 121.5p Feb 1998 - July 1998
‘Reserves . _ .
Share . ) . : Profit - -
premium Revaluation - | Acquisition Goodwill * - and lass
account ‘reserve . N reserve reserve account
) . Cfm £m “Em £ ©fm
AtaMay1997 C o850 108 1381 (146.7)  281.8
Premium arising on shares issued U 2.1 - o= - -
Scrip dividend alternative, T : {0.2) ) - — - 46
Transfer - ‘ . 108 {0.2) - - - (0.6}
Goodwill arising on acquisitions - - - (6.4 -
Retained profit for-the financial year ' - - . - - 11.8
Exchange differences . P - - - - - (3.8)
At2 May 1998 IR 187.7 106  138.1 (153.1) 293.8

Notes to the Accounts

Share options

During the year 10.2 May 1998, the fqltow_ing options were granted:

Number of shares

Qpticn price (range)

Date exercisable

Executive Share Option‘ Scheme (1992) . o 2.444,206

At 2 May 1998, the foEIowmg optlons were outstandmg

 176.7p - 181.3p

’ ..bption price {range) _ '_ .

Oct 2000 — Oct 2007

Date exercisable -~

The acquisition reserve arose as a result of the issues of shares at a premium in each of the three years to
30 April 1987 totalllng £88.1m, aswell as a transfer from the share premium account after Court approval in

* the year ended 1 May 1993, of £50m.

Exchange differences mclude an exchange gain of £6. Orn (1397 — £24. 3m) on foreign currency
borrowings, offset by Iosses arising on the Group’s equity investment |n foreign subsidiary and associated

undertakmgs
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Notes to the Accounts

: ., _Group cash flow statement

) a E Reconcmatlon of operatmg profat to net cash |nflow from operatlng actlvatles S ]
e L 1998 1997

] £m, - fm
Operating profit . ' ' ' 62.4 104.2
 Depreciation ' _ . ' o 485. . 454
.. Profit on sale.of tangxble fixed assets - ' {0.5) {0.4)
" Increase in stocks. _ ' _ _ (7.4)_ _ {1.0}
(increase)/decrease indebtors & ) ) ) 6.1y 375
: Increase/{decréase) increditors. . _ - S .52 . 13.5)
... Decrgase in provisions . .- - ‘ e Gie S (5.4} 4.4 :
.- . /Other non cash operatrng |tems LT o . e . L (0.8 (1.5) ;
Net cash inflow from operatlng activities” R L ese e '1'_66.3 '
b [ Returns on investments and serwc:ng of fmance
Interest recelved ' _ ‘ o o 20 - 16
Interest paid - : o - (10.4) (10.2)
Interest element of finance lease rental payments (0.2) ©.4)
‘ (8.6) (9.0)
ol Caplta! expendzture and fmanc:ai investment:
':  purchase of tangible fixed assets . - U - Lo {76.8) (98.9)
- Sale of tangible fixed assets ' o ) EEE 3.6 48
Purchase of David $. Smith (Holdings) PLC shares _ L S . B - - ()
Purchiase of fixed asset investments . . ‘ _ . : {13.7) - (1.5

(86.9)  (96.9)

d | Acquisitions and disposals:

 Purchase of subsidiary undertakings . ' s T (3.2 - @28

Net overdrafts acquired with subsidiaries o o : e - (12.4)
. Purchase of associated undertakings . R ' (zoy (67

(10.2)  (21.8)
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" Notes to the Accounts

Analysis of changes in net debt * o : .
: o Exchange At 2 May

At4 May . )

1997 . Cash flow  Reclassification movements 1998

fm £m . fm Lo Bmo T £m

Cash.at bank and in hand . - - S 223 04 - o (O.'4)"- 223
Overdrafts o oo T (- ) RN & [ 5 ) BN ‘-'— 0400 (18T
‘ o o 160 (04 . - . - 56
Debt due after one year : S (145.2) . (34.9)._' : 04 - 66 (173.1) .
Debt due within one year : _ (1.8) 04 (0.4, - (1.8

Finance leases 4.8 0.5 - 0.2 4.1
‘ (151.8) © (340 - .. - 68, (179.0)

Short term investments. | N 248 . a0 = (my . 215
CTotal U ow e e AN oy s s (145.9)

Related party transact_idns

‘ o 1988 1997

£m £m

Sales to associated undertakings on normat trading terms 3.0 8.4

Purchases from associated undertakings on normal trading terms - - 165 = 19.8

. Amounts due from associated undertakings : 2.8 3.0

Amounts due o asscciated undertakings - ' S 1.8 33

Contingent Habilities = - . . L :
Guarantees to third parties amount to £1 .2m (1997 - £1.2m}. The Group has also guaranteed certain future
“operating commitments of its associated undertaking, Grovehurst Energy Ltd {see note 13},
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| campanﬁ 'Bwa‘la‘hce Sheet

B 2 May 1998 32 May 1997
Note £m : £m
Fixeda;seté P . : - o : —
Tangible assets:. ;... . S o oA ©'0.3 0.4
lvestments .. v w0 Coo et T oo 6436 05258
E ' ' B . 6441 5262
- Qurrent assets : . o
Debtors: amounts falling due wﬁhm one year . . 3.0 202 165
Debtors: amounts falling due after more than one year . 3 88.2 . 120.9
: : : 108.4 © 137.4
~Cash at bank and.in hand’ 350 846
' . 143.4 -© 2220
. Current |labl|ltles : : _ ; L co v
" Creditors: amounis faEImg due within'one’year. .~ . . L4 449y " (37.5)
- Net current assets ' i _ - 98.5 1845
Total assets less current liabilities S e ) 742.6 7107
_Creditors: amounts falling due after more than one year ' -4 (314.1) (283.7)
Provisions for liabilities and charges ' 5 {1.3) (1.1)
Net assets 427.2 4259
Cap:ta[ and reserves - o
. Called up share capltal (see note 22 to the Group accounts) c 320 .. .. 316
- Share premium accourt - - 7 J187.7 . . 185.0
L Acquisition reserve 7 88.1 881
" Capital reserve : . 7 50.0 . 50.0
Profit and loss account -7 69.4 71.2
Shareholders’ funds . a272 . 4259

Approved by the Board on 14 July .@98 :
. JPWilliams  Director =
- DF Buttfield  Director .

The notes on pages 58 to 60 form part of these accounts.
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‘Na‘t‘gs' to the cémpan§ Balance She‘et

Tangible fixéd assets

- Plant and

S enachinery
R £m
Cost: = : :
.- At4May 1997 1.3
. Capital expendnture N 03
- Disposals - (0.2) .
At2 May 1998 - 1.4
Accumulated depreciation: e
At 4 May 1997 y .08 .
Charge for the flnancuai year : .02 o
- Disposals: - A -(0.2)
CAt2May1998. .
Net book value: . :
At 2 May 1998 05
At 3 May- 1997 04
Fixed éssét in\)ééf_ments_ : :
. : c . Sharesin Group .. | :
undertakings - Other . Total
) £ £m .. fm .
_Shéres at cost: _ :
S At4 May 1997 5239 . 1.9 525.8
' Additions 123.0 07 123.7
Disposals S - 0.2 - 0.2)
Exchange differences (5.7) - (5.7}
- At 2 May 1998 641.2 2.4 643.6
For a list of principal trading subsidiary undertakings se¢ note 10. Further details of other investments
at 2 May 1998 are given in note 13 to the Group accounts. Other ﬁxed asset investments include £1.1m
(1997 £1. 1m) of David 5. Smith (Holdmgs} PLC shares.
Debtors . _
’ 1998 1997
a | Amounts fa!hng due w:th:n one'year: £m £m
Amounts owed by subSIdlary undertak;ngs 19.4 4.6
Corporation tax - 1.4
Other debtors and prepayments 0.8 0.5
' ' 20.2 16.5
b | Afnounis falling due after more than one year: .
Amounts owed by subsm!nary undertak:ngs K 83.7 116.4
Advance corporatlon tax 4.4 4.3 -
& Deferred tax asset (see note 5) 0.1 0.2
88.2 1209
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" Notes 1o the
. Company Balance Sheet

76.8 .-

~ Creditors
. o : 1998 1997
a | Amounts falling due within one year:. £m £
’ ‘Amounts owed to sub5|drary undertakmgs i 142 1.9
~Corporation.tax. ! 7.4 4.3
- Other creditors and accruals 5.7 14.2
T -Proposed dmdend 176 171
""" 449 375
b l Amounts faltmg due after more than one year ;
_ _Bank loans:— repayable after five years ‘105{._9 '
Loans from subsidiary undertakings. . -206.2 . 206.9. - -
' R 3141 283.7
‘Furthe;‘deteil_s of the CoMpany's 'SQ'r_r('}W‘ings are given in n_p"cé 18 to“ th:e G‘ro_uxp accounts.
. Provisions for liabilities and charges .. & :
B U & LR . 1988 1987
: : L Emo £m-
“Pension provision S 1.3 1.1
The deferred taxation asset is as follows:
: : : ’ ) Full Potential ‘Actual -
1998 1997, 1998 " 1997
: . . “Em £m £m £m
Timing differénces -~ . - . . . 02 0. o) ©.2)
Profit for the fmanaal year : :
No separate profit and loss account is presented for the Company as permutted by Sect|on 230 of the
Companies Act 1985,
The Company made a profit for the f1nanc1al year of £20 8m (1997 £40.2m).
Reserves
Share
premivm | Acguisition Capital . Profit and
- account reserve T reserve loss account
) ) ) ] £ £m £m © fm
At4May1997 - . o o . .. © 1850 - 881 500 712
Premium arising on shares lssued netof ) T '
costs (see note 22 1o the Group accounts) . . 2.9 ) - - -
: Scnp dividend alternative (0.2) ] L= - 4.6
Exchange differences o - - - (1.0}
Retained loss. for.the financial year - - - - - (5.4)
At 2 May 1998 S S . 1877 881 50.0

. 69.4.
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" Notes to the
Company Balance Sheet

8 Reconciliation of movements in shareholders’ funds

1998 1997
] £m £m
Profit for the ﬁnanqalyear o I 208 . 402
Dividends . . ..~ . T o . (262) (253)
Retamed {lossyprofit for the f;nancual year R :_‘ S Lo L _(5_4) - 14:_9\ .
" New;share capital |ssued L el e e e Byt 36
Scr!p divld@nd !SSUQ : i . ; .- ‘u R ; .~ RS v :.k : SRR - o R 4.6 R 0_8 )
Exchange differences” -~ - T T T T T : 1.0 - . 349
Net addition to shareholders’ funds _ ' ) . L1 i 15.8
Opening sharehoiders’ funds o o IR L ' - 4259 4101
Closing shareholders”funds =~ - _— A SR 4272 . 425.9.

8 Contlngent Ilablist:es g
. The Company has guaranteed the gross overdrafts anc{ Ioans of certam subsndlary undertakmgs whnch at
2 May 1998 amounted to £230. 3m (1997 £208 2m) Other guarantees to thrrd parties amount to£1 2m ' N
o (1997 - £1.2m}..The. Company has also guaranteed certain future operat;ng commltments of |ts assocuated SO
B undertakmg, Grovehurst Energy d, o . . : : . : ’

18 Subsidiary undertakings

Percentage of issued

. . . ardinary shate capital Country of -
) o - . held by David 5. Smith INCorporation
The Company’s principal trading subsidiary undertakings are: (Holdings) PLC or registration
Manufacture of Packaging and Paper ‘ . )
: St Regis Paper.Company Ltd - R L 100% -~ Great Britain
David S. Smith Packaging Ltd - >~~~} S 100% . Great Britain
.. - Kaysersberg Packaging SA - o . 100%* : France
~ David S. Smith Packaging Poland SA ' D - 92%* Poland
Toscana Ondulati SpA ' . k '65%* - Italy
DW Plastics NV o 100%* Belgium-
Ducaplast SA . . o ‘ 100%* France
A A Griggs & Co. Ltd : . 100%* . “Great Britain
Office Products o . : - .
-Spicers Ltd . 100% " .. Great Britain
Spicers France SA° - S o _ 100%* . ' France ;

John Dickinson Statlonery Ltd - o . 100%* " Great Britain

e *!n'directly held by.David'S. Smith' (HOIafngs) PLC.

Each company S pnnc:pal country of operation is that of its country of mcorporatlon or registration.
A fuII list of substdtary undertakmgs will be included with the Company s Annual Return
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Principal Locations

Group office
David S, Smith (Holdings) PLE

Divisional offices
David 8. Smith Packaging Ltd

16 Great Peter Street
London SW1P 2BX
United Kingdom

Brownsover Road
Rugby
Warwickshire CV21 1HL

Tel

Tel

0171222 8855

01788 535329

St Regls Paper Company Ltd

Mill Lane, Taplow
Maidenhead
Berkshire SL& QAF

Tel

01623 798111

Kaysersberg Packaging SA

BP no T 68320 Kunheim
Alsace
France

Tel

0033389722400

Spicers Ligd

Bavid S. Smith Packaging Ltd
Abbey Carrugated

Supplier of corrugated
sheet board for the sheet
plant market,

Sawston
Cambridgeshire CB2 431G

South Mills
Blunham
Bedfordshire MK44 3PH

Tel

Tel

01223 834555

01234 796790

David S. Smith Corrugated

Supplier of corrugated cases Fordham
specialising in high quality
printed packaging.

Fordham Road
Newmarket
Suffolk CB8 7T

Tel

01638 722100

Launceston

Hurdon Road
Launceston
Cornwall PL15 9KN

Tel

01566 777700

Livingston

hiuir Road

Houstoun Industrial Estate
Livingston

West Lothian EHS4 5DP

Tel

01506 432841

Supplier of die cut packaging. Efy

Queen Adelaide

Ely
Cambridgeshire C87 412

Tel

01353 663355

Convertor of corrugated Houghton le Spring
board and supplier of high
quality printed packaging.

Unit 10, Mercantile Road
Rainton 8ridge

Indlustrial Estate
Houghton le Spring,
County Durham DH4 58K

Tel

0191 512 0665

Tri-Wall

Supplier of triple wall Tri-wWall Europe
heavy duty corrugated
sheet and cases.

Wonastow Road
Monmouth
Gwent NP5 4YB

Tel

01600 772222

Tri-Walt Eurcpe

PO Box 159
2280 AD Rijswijk
Netherlands

Tel

0031703993110

Tri-Wall KK

6th Floor
Biamond Plaza
25 ikehibanco
Chiyoda-Ku
Tokyo, 102 Japan

Te

00 81 332396121

Cormrugated Products

Suppliers of pre-printed and Belper
litho-laminated ¢orrugated die

cut boxes and trays, specialist

glued packs and peint of sale

Derby Road
Belper
Derbyshire DESS 1WL

Tel

01773 822811

packaging. Bracknelf

Western Road
Bracknell
Berkshire RG12 1QY

Te

01344 459911

Lackerbie

King Edward Park
Lackerbie
Dumfriesshire DG11 28L

Te

01576 203111

Supplier of printed board for Carlisle
corrugated packaging.

Units 5,6 &7

Grearshill Road

Kingstown Industrial Estate
Carlisle

Cumbria CA3 QET

Tel

01228 537551
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Principal Locations

David S. Smith Packaging continued

CP Display Convertor of corrugated sheet  Biggleswade London Road Tel 01767 316446
board and producer of Biggleswade
silkscreen printed board and Bedfordshire 5G18 8PS
point-of-sale display packaging.
Ely Unwins Industrial Estate Tel 01353 663961
Prickwillow Road, Ely
Cambridgeshire CB7 4QU
Ashton Gorrugated Supplier of corrugated cases Sauthern First Avenue Tel 0127% 375311
specialising in high quality Portbury Way, Portbury
printed packaging. Bristol 8520 7XR
Midlands Pilsley Road, Danesmoor Tel 01246 250112
Clay Cross, Chesterfield
Derbyshire 545 98X
Scotland Block 13 Tel 01389721102
Vale of Leven Industrial Estate
Dumbarton
Scottand G82 3PW
David §. Smith Packaping Suppliers of litho-laminated ul. Malikéw 150 Tel 0048413673900
Poland SA corrugated, corrugated 25-639 Kieke
boxes and sheet, cartons and Poland
business forms.
Davidd S. Smith . Foksal Tel 0048 22 82 78 800
international 16, 00-372 Warsaw
Poland
Cavid 5. Srith Pak-Centrum Tel 0048 22 811 3258
Packaging SA ul. Marywilska 44
Packaging supplies merchants 03-042
Poland
David S. Smith Cartons Printer and convertor of folding PQ Box 14 Tel 01639 643601
cartons by sheet-fed lithographic, D € Griffiths Way
rotogravure and flexographic Meath
processes. West Glamorgan SA11 1PT
BSk Supplier of a wide range Commissioners Road Tel 01634 292700
of extruded and co-extruded Strood, Rochester
coatings, and laminates of Kent ME2 4ED
flexible materials for the paper
converting, packaging and
construction industries,
DW Plastics Supplier of injection-moulded DWW Plastics Mijverheidsstraat 26 Tel 00328941229
crates to the beverage industry. 3749 Bilzen, Belgium
DW Plastics ul Malikow 150 Te! 0048413673 580
{Divisicn of 25-636 Kielce
David S. Smith Kielce) Potand
Ducaplast Suppliers of heavy duty Ducaplast 5.A Zone d'Entreprises Tel Q033328 659890
reusable plastic packaging de la Kruysstraete
for a wide range of materials 59470, wormhout
hardling applicaticns. France
SDucaplast UK Unit 2 Tel 01452 413574
Chancel Close
Eastern Avenue
Gloucester GL4 35N
David 5. Smith Liquid Packaging  Suppliers of ‘bag-in-box’ David S. Smith Liguid Butlers Leap Tel 01788 570512
packaging systems for liquids Packaging Clifton Road
and particulates. Also suppliers Rugby
of 'Intasept’ patented aseptic Warwickshire CV21 3RQ
bag-in-box packaging systems.
David S. Smith Liquid European Technical Centre Tel 0117 953 1506
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Packaging

14 Liberty Industrial Park
South Liberty Lane
Ashtcn Vale

Bristcl 853 25U




Principal Locations

David 5. Smith Packaging continued

Coloreed france BF&31 Tel Q033490898571
Conditionnement des Liquides 28 Avenue de Fontcouverte
84033 Avignon
Cedex 3 France
David S. Smith Liquid BP11, 60130 Tel 0033344775975
Packaging France St Just-en-Chausée
France
David S. Smith Liquid Gewerbegebiet Im Grossen Tal  Tel 00 49 24 21 98780
Packaging GmbH Willi-8leicher Strasse 9, 52353
Daren
Waddington and Duval Supplier of injection-moulded Lee Read Tel 0181545 7500
dispensers and closures. Merton Park Estate
Merton
London SW19 3WD
Waddington & Duval Ltd Hedwin Corporation Tel 001 800638 1012
1600 Reland Heights Avenue
Baltimore, Maryland 21211
USA
Weddington & Duval Treubstraat 17 Tel Q0 31703 03C 080
European Office 2288 EH Rijswijk
Netherlands
David 8. Smith Advisory centre on Bath Brewery Tel 01255 852554
Packaging Systems packaging systems. Toll Bridge Road
Bath, BA1 7DE
David S. Smith Logistics Supply, service and Pilsley Road, Danesmoaor Tel 01246 860644
maintenance of returnable Clay Cross
packaging products. Chesterfield 545 9BX
Kaysersherg Packaging $A
Kaysersherg Board Division Manufacturer of a wide Usine de Kaysersberg BP-22 Route de Lapoutroie Tel 00330389783000
range of speciality board, 68240 Kaysersberg
testliners and laminated Alsace, France
board,
Manufacturer of a wide range Cartonnerie Chouznard Usine de la Fosse Tel 00330238295270
of coreboards for paper tubes BP-8, 45720 Coullons
and graphic board. France
Kaysersherg Plastics Divislon Manufacturer and convertor Usine de Kaysersberg BP-27 Route de Lapoutroie Tel 0330389783200
of polypropylene and 68240 Kaysersberg
polycarbonate extruded sheet, Alsace, France
Manufacturer and convertor Correx Plastics {a division Madleaze Industrial Estate Tel 01452 316500
of ‘Correx’ polypropylene of David S. Smith Packaging) Bristel Road
profile extruded sheet. Gloucester GL1 55G
Kaysersherg Corrugated Manufacturers of corrugated Usine de Kunheim BP 27 Tel 00330389722400
Packaging Division cases specialising in heavy 68320 Kunheim
duty and post print. France
Usine de St Just BP 110 Tel 0033034477 5900
60131 St Just-en-Chaussée
France
Toscana Ondulati Spa Via del Fanuccio 126 Tel 0039583440911
55014 Marlia, (LU)
ltalia
Sheet plants Convertors of corrugated Larousse Emballaga SA BP7 Tel 00G330238580004
cases specialising in heavy 45510 Tigy
duty and merchants France
of packaging products.
Kaypac SAS Z1 Voiveselles-Croisette Tel 00330329052002
BP 37
88800 Vittel
France
C.ER.A.SA 6-8, boulevard Monge Tel 00330478317654

69330 Meyzicu
France
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5t Regis Paper Company Ltd

Principal Locations

5t Regis Paper Company Manufacturer of corrugated New Taplow il Mill Lane, Taplow Tel 01628 798111
case making paper. Maidenhead
Berkshire S5L6 QAF
Manufacturer of corrugated Wansbrough Mill Watchet Tel 01984 631456
case making paper, coreboard Somerset TA23 QAY
for paper tubes, machine
glazed paper for wrappings
and for envelopes.
Manufacturer of scholasticand  Higher Kings Mill Cullompton Tel 01884 38844
educationat papers, coreboard Devon EX15 2Q)
for paper tubes and manilla
filing paper.
Manufacturer of white and Hollins Mill PO Box 15 Tel 01254 702723
mottled top corrugated case Hellins Road
materials, wallpaper base, Darwen
simplex and duplex papers. tancashire BB3 OBE
Manufacturer of corrugated Kemsley Paper Mill Sittingbourne Tel 01795 424391
case making paper, Kent ME1G 2TD
plasterboard liners and
industrial towelling.
Manufacturer of ingrain Retford Paper Mill Albert Road, Retford Tel 01777 707272
{woodchip) wallpaper. Nottinghamshire DN22 6JA
Manufacturer of high grade Silverton wilt Hele, Exeter Tel 013592 881601
printing and publishing paper. DPevon EXS 4PX
Manufacturer of semi-chemical  Sudbrook Mill Sudbrook, Newport Tel 01281 420751
fluting for corrugated Gwent NPB 4X7T
case making,
Western Board Manufacturer and convertor Treforest Industrial Est Tel 01443 84209
of intermittent boards for Pontypridd
shee, furniture, automotive, Mid-Glamorgan CF37 5TA
stationery and industrial
container markets.
Daniels Division Middle Mill Tel 01453 542286
Cam, Dursley
Gloucestershire GL11 SLQ
Severnside Waste Paper Recovered paper processors The Fines, Heol-y-Forlan Tel 01222 615871

and merchants with 16 depots.

Whitchurch, Cardiff
South Glamorgan CF4 1AX

A A Grigys & Co. Ltd

Spicers Limited
UK and Ireland Wholesaling

Distribution contractor with
14 locations.

Central Distribution Centre for
wholesaling of office products.

Spicers Limited

Travellers Rest
Soham, Ely
Cambridgeshire CBY SDP

Sawston
Cambridgeshire C82 4JG

Tel 01353 720571

Tel 01223 834555

Space Age Warehouse
and Showroom

Sawston
Cambridge CB2 41G

Tel 01223 832626

Space Age Office

28 Maryland Road
Milton Keynes
Bucks MK15 8HF

Tel 01908 618122

Distribution Centre for
‘pick and wrap’ and direct
delivery service.

Dealer Distribution Centre

Dartmouth Road
Smethwick
West Midlands BE6 1BL

Tel 0121558 2233

Regional Distribution Centres
for whelesaling of office
products at:
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Belfast

Edgwater Road

Belfast Harbour tndustrial Estate

Belfast BT3 9)Q

Tel (232 370440

Birmingham

Unit 7, The Fort Industrial Park
Chester Road, Castle vale
Birmingham B35 7RB

Tel 0121730 21

Bristol

St Phillips Road
Kingsland Trading Estate
Bristcl B52 QJZ

Tel 01179 540444




Principal Locations
Spicers Limited continued
Glasgow
Leeds
tondon ~ Bermondsey
Londen - Chessington

Unit 11, Boundary Road
Rutherglen
Glasgow G73 1UT

Tel

0141 643 2121

4 grown Lane West
Leeds L512 GBH

Tel

01132 384442

Stockholm Road
London SE16 3LG

Tel

0171 237 7341

Cakcroft Road
Chessington
Surrey KT9 1RH

Tel

0181974 2155

tondeon — Park Royal

Lansdown House
23 Commercial Way
Londorn NW10 7XF

Tel

0181 965 0313

Manchester

319 Ordsali tane
Salford M5 3FT

Tel

0161 872 0694

Newcastle upen Tyne

351 Shields Road, Heaton

Newcastle upon Tyne NE6 2UD

Tel

0191 224 0466

Nottingham

Dabelt Avenue

Blenheim Industrial Estate
Bulwell

Nottingham NGSE6 8WA

Tel

01159 771234

Splcers {Ireland) Ltd

Dubtin

Spicers {Ireland} Ltd
Broombhill Business Park
Broombhill Road, Tallaght
Dublin 24

Tel

00 353 1459 8755

John Dickinson Stattonery Ltd

Manufacturer of envelopes,
books, pads and personal
stationery.

Apsley, Hemel Hempstead
Herts HP3 955

Tel

01442 242124

Sawston
Cambridgeshire CB2 4G

Tel

01223 242124

Crowther Industrial Estate
District 3, Washington
Tyne & Wear NE38 OAQ

Tel

0191 416 1341

John Dickinson Ledbury

dManufacturer of speciality
envelopes.

New Mills, Ledbury
Herefordshire MR8 2SR

Tel

01531 632411

Spicer Hallfield

Manufacturer of photegraphic
preducts.

Banks Road, Haddenham
Aylesbury
Bucks HP17 8EG

Tek

01844 291247

Rees Way, Otley Road
Bradford 8D3 ODX

Tet

01274 735786

Gapital Spicers Ltd

Manufacturers of envelopes
and exercise books.

Greenhills tndustrial Estate
Walkinstown
Dublin 12

Tel

00 353t 4506711

Spicers France $A

Head office

Paris Nord 2

47 Allée des Impressicnisies
BP 50402, 95943 ROISSY
CDG Cedex, France

Tel

003349388300

Regional Distribution Centres Paris
for whelesaling of office
products at:

Lac du Parc de Compans
Rue Louis Blériot, Compans
77295 Mitry-Mory Cedex
France

Tet

00 33 160 26 94 26

Bordeaux

Rue Francis Garnier

Z.l, Alfred Daney - BP2
33028 Berdeaux Cedex
France

Tel

0033557810404

Toulouse

Par¢ Industriel Eurcnord
3 rue Gutenberg

31150 Bruguieres
France

Tel

00 33561 37 54 00
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Principal Locations

Spicers Limited continued

Tours 11 Rue du Général Mocquery Tel 0033247803529
BP 153 St Avertin
37171 Chambray-tes-Tours Cedex
France

Valence 2.1, de la Motte Tel 0033476578522
' Rue du Commandant Cousteau
BP21
26801 Porte-les-Valence Cedex
France

Paus Z.L. du font Long Tel 0033559925533
Route de Bordeaux
64140 Lons Cedex
France

Spicers Deutschiand Ahrensburger Strasse 3 Tel 0045511 61 66 80
30659
Hanover
Germany
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Notice of Annual General Meeting

Notice is hereby given that the Annual General Meet;ng of Davtd
S. Smith (Holdings) PLC will be held at One, Great George. Street
London SW1 on Wednesday 9 September 1998 at 11.00am
to consider and, if thought fit, pass.the foilowzng resolutrons

of which numbers 1 to 9 will be proposed as.ordinary | resolutlons
and numbers 10 and 11 will be proposed as special. resolut|ons

1 To receive and adopt the Directors’ Report and the Accounts for
the year ended 2 May 1998 :

2 To re-elect Mr J P Williams as a Director of the Company.

3 To re-elect Mr M G Green as.a Director of the Company.

4 Tore- -elect MrW N Creig asa Director of.t'he Company.
5 To re-elect Mr O A Stratton as a Drrector of the Company .

6 To re- appornt KPMG Audrt Plc as audltor of the Company

7To authonse the D|rectors to flx the remuneratlon of the Aud:tor L
2'.-Secretary

.16 Great Peter Street

8 To declare a final dlvrdend on the ordrnary shares

9 That:
alin accordance W|th Artlcle 6 of the Company s Articles of
Association, the Directors be authorlsed to allot relevant
securities up to a maximumn nom:naE amount of £8,939,501;
b | this authority. shall expire on.9 September 2003; and
c ] all previcus authorities under Sectton 80 of. the Companles
Act 1985 be revoked

10 That: : o

alin accordance wrth Article 7 of the Company S Articles of
Association, the Directors be given power to allot equity -
securities for cash;

b | for the purposes of paragraph 1b of Article 7 of the
Company’s Articles of Association, the nominal amount to which
this power is limited (other than in connectaon with a rights
issue) is £1,603, 025; and,

¢ | this power shall expire at the conclusion. of

the next Annual General Meeting.of the Company after the
'pass:ng of thls resolution.

11 That subject to and in accordance wrth Artacle 1 of the
Company's Articles of Association, the Company is hereby
authorised to make market purchases {within the meaning of
the Companies Act 1985) of ordinary shares of 10p each in the
capital of the Company:in such manner and on such terms as
the Directors may from time to time determine provided that:
a | the maximum number of ordinary shares hereby authorised
to be purchased is 32,060,499 ordinary shares;

b | the minimum price whn:h may be paid for each ordmary
share is 10p;

¢ | the maximum price wh:ch may be.paid for each ordrnary
share is an amount equal to 105% of the average of the middle
market quotatlons for an. ordrnary share as denved from the -
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.E_ondon Stock Exchange Detly Offrcnal Lrst for the ten busaness
., days immediately preceding the date of any such purchase;

d | the authority hereby conferred shall, unless. previously varied,

B ,revoked of renewed, expire at the conclusron of the next Annual
- General Meetmg of the Company after the passing of this
Nresoiutron save that the Company shall be entrtled under such

authority to make at any time before the expiry thereof any
contract to.purchase its ordinary shares which will or might be
concluded wholly.or partly after the expiry of such authority; and
e | the authority hereby conferred shall only be exercised at a.
time when it would result-in an improvement in earnings per

- share for remaining shareholders and when it would be in the

best interests of shareholders generaily

. '_'By Order of the Board

J S Russell

London SW1P 2BX-
3 August 1998

Notes

i| Only those members registered in the Register of Members of
* the Company as at 6 pmon 7 September 1998 shall be entitied
_to attend or vote at the Meeting in respect of the number
- of shares reglstered in their names at that tlme

i} A member entitled to attend and vote at the Meetlng is
entitled to appornt one or more proxies to attend and, on a pol,
to vote instead of him. A proxy need not be a mernber of the
Company.

iii | A form of proxy is enclosed. To be effective, forms of proxy

. must reach the Registrars at the address shown on the form not

later than 48 hours before the time of the Meeting. Completion

' and return of the form will not, however, prevent a member

from attending and voting at the Meeting.

iv | Copies of the undernoted documents.will be available for
inspection at the registered office of the Company during normal
business hours on any weekday (Saturdays and Public Holidays
excepted) from the date of this Notice until the conclusion

of the Meeting and on @ September 1998 at One, Great George
Street, Londan SW1 from 10.45 am until the conclusion of the
Meeting:

a | the Directors’ service contracts with the Company or any of its
subsidiaries other than contracts expiring, or terminable by the
employing company without compensation, within one year; and
b | the Memorandum and Articles of Association.

viMrw N Greigis a member of the Remuneration Commlttee
o of the Board :




Corporate Information

Financial diary 1998/99

16 July o Prefiminary announcement of resdl'ts,for-thé.year ended 2 May 1998
‘21 August ' 'Record date for final dividend

9.September * Annual General Meeting

1 Qctober ':k Payment of final dividend o

10 December’ Announcement of interim results for the six months ended 31 October 1998

23 February* - Record date for interim dividend:

6 Aprii* Payment of interim dividend
1 May - Financial year end '
15 July* . o o L _P_relim,ina:ry aﬁnounfemeﬁt'éf resdfts .ffcr_th'e‘yéar ended 1 May'1.999. :

Secretary and 'Registered

- Office '

Stuart Russell

16 Great Peter Street
London SW1P2BX ..

Auditors =
KPMG Audit Plc
8 Salisbury Square . *
London EC4Y BBB. .-

Solicitors
Allen & Overy
One New Change
London EC4M.9QQ
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- Méréhant Bank

SBC Warburg

. 2.Finsbury Avenue
tondon EC2M 2PF

. Principal Clearing Bénk

National Westminster Bank PLC
Aldwych Branch :

PO Box 221 .
Connaught House - -/

65 Aldwych '

tondon WC2B 4E)

Stockbrokers

Cazenove & Co
12 Tokenhouse Yard
London EC2R 7AN

“and

Credit Lyonnais Securities

. Broadwalk House

5 Appold Street

London ECZA 2DA

. Régistrars

Lloyds Bank Registrars .
The Causeway
Worthing

West Sussex BN99 6DA







