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Our strategy is to improve and develop
our two principal activities, Packaging

and Office Products Wholesaling.

We are improving operational performance
across the Group through better products, a
more competitive cost base, increased efficiency
and raised service levels for our customers.

We are developing the Group's strong

market positions through organic development
and acquisitions, focusing particularly on
opportunities in our existing markets.
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HIGHLUGHTS

FINANCIAL

* Profit before tax™ up 2% at £81.4m

* Cash inflow after dividends but before net acquisitions up 3% at £33.1m
* Earnings per share” up 1% at 16.9p

* Return on average capital employed™ 11.1% {2002/03: 11.3%)

¢ Gearing 48.9% {42.8%)

* Full year dividend maintained at 8.2p"!

* Results after exceptional items and omortisation of intangibles: profit before
tax £77.8m (£69.0m}; earnings per share 15.9p {13.7p)

OPERATIONS

® Robust performance, given the weak paper market

* Strong improvement in Corrugated Packaging

¢ Continued recovery in Office Products Wholesaling

* Strategic development through the £167m acquisition of LINPAC Containers

W before exceptional items and amortisation of intangibles

 belore exceptional items and amertisation of intangibles and restated for the bonus element of the rights issue
¥ interim and prior year dividends restated for the bonus element of the rights issue

" restated for the bonus element of the rights issue
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GROUP OVERVIEW DS Smith Plc is an international group focused
on two major activities — Packaging and
Office Products.

Packaging

Paper and Corrugated Packaging

The Group is developing its strong European
regional positions which are managed through
four divisions: DS Smith Packaging (UK
corrugated packaging); LINPAC Containers;
Kaysersberg Packaging (confinental European
paper and corrugated packaging); St Regis
Paper Company (UK paper].

Plastic Packaging

DS Smith Plastics is growing in its two focused
markets of liquid packaging and dispensing
and industrial returnable transit packaging.

Office Products

Office Products Wholesaling

Spicers is building its position in continental
Europe based on its strong established
businesses in the UK and France.

Office Products Manufacturing

John Dickinson is maximising returns from
its brands and leading UK market positions
in envelopes, books and pads,

More information on our divisions can be found ak: www.dssmith-packaging.com www.spicers.net
www. kaysersherg-packaging.com www.johndickinsen.eu.com
www.stregis.co.uk
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Key figures — 2003/04

Operations

Market positions

£748.9m wenover
50% of Group turnover
£505m operating profit*
9.6% return on capital

Produces 1.6 billion square metres per
annum of corrugated packaging at 37
factories in the UK and 13 factories in
continenfal Europe, located in France,
tialy, Poland, the Czech Republic, Turkey
and the Ukraine.

Manufactures 1.2 million tannes of paper
per annum at & milis in the UK, 2 mills

in France and 1 in Turkey; 75% is
corrugated case materials (CCM) used
for manutacturing corrugated board; 90%
is made from recycled recovered paper.

¢ Number 1 UK collector and merchant
of recovered paper

* Number 1 UK producer of corrugoted
case materials

* A leading European supplier of
corrugated packaging
- Number 1 UK supplier
- Major pesition in France
— Growing in lialy and Easfern Europe

£208.7m wmover
]4% of Group turnover
£15.2m operating profit*
10.7% retur on capital

liquid packaging and dispensing
incorporates bag-in-box systems and
injection moulded taps and dispensers;
products are produced at 8 locations in

the UK, Germany, USA and New Zealand.

Industrial returnable transit packaging
includes reusable container and paliet
systems, extruded solid and mulii-wall
{corrugated plastic) sheets and injection
moulded bottle crates; operations are at
13 locations in the UK, France, Belgium,
Spain, Poland and Dominican Republic.

* Number 2 globally in liquid packaging
and dispensing

* A leading European supplier of
industrial returnable transit packaging

Key figures — 2003,/04

Operations

Market positions

£498.8m wmover
33% of Group turnover
£21.7m operating profit*
]8 .2% return on capital

Wholesaling of office products is carried
out through a netwerk of distribution
centres: 10 in the UK; 1 in Ireland;

6 in France; 2 in Germany; 1 in Spain;
1 in ltaly [opening November 2004).

lts product range includes traditional
stationety lines, electronic office supplies,
office furniture, janitorial supplies and
office catering and vending provisions;
this is communicated to its customer base
of office product dealers through printed
catalogues and electronic systems.

* Number 1 European office products
wholesaler:
~ Number 1 in UK
— Number 1 in France
— Developing in Germany and Spain

£4 8 O M turnover

3% of Group turnover
£] A-m operating profit*

9.8% return on capital

lts product range features leading brands:
Basildon Bond, Black n’ Red, Cambridge,
Challenge, lion Brand, New Guardian
and Plus Fabric. It also supplies own
label products and bespoke siationery.
Manufacturing operations are at

3 UK locations.

* leading UK positions:
~ Number 1 in envelopes
- Number 1 in social stationery
— Number 1 in hard cover notebooks

* before exceptional items and amortisation of intangibles
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CHAIRMAN'S STATEMENT

In 2003/04, DS Smith produced a creditable
result and made important strategic propress.
Conditions remained challenging in most of
our markets and the cyclical downtumn in the
paper market reduced margins significantly in
our waste-based Paper business, The Group
benefited from our continued focus on raising
operational performance with further profit
advances in Corrugated Packaging and Office
Products Wholesaling.

The acquisition of LINPAC Containers,
completed in March 2004, enlarged our
position in UK Corrugated Packaging.

The £167 million acquisition was partly
financed by a one-for-five rights issue, which
raised £70.4 million, net of expenses. It is
disappointing that the acquisition has been
referred to the Competition Commission as
we believe that it will not lessen the vigorous
competition which marks our industry. We
are working closely with the Competition
Commission to seek to satisfy them and their
report is due towards the end of the calendar
year. In the meantime, the business is
performing well, but we are not able to
proceed with the planned integration until
the inquiry has been completed.

The Group’s earnings per share before
exceptional items and amortisation of
intangibles was, at 16.9p, slightly better
than last year {2002/03: 16.8p restated

for the bonus element of the rights issue).
Free cash flow, post dividends but before
acquisitions, of £33.1 million was marginally
ahead of last year (£32.0 million). In spite
of the acquisition of LINPAC Containers,
gearing only increased from 42.8%

to 48.9%.

4 DS Smith Plc Annual Report 2G04

In 2003/04, we produced
a creditable result and made
important strategic progress.

Antony Hichens Chairman

Your Board is recommending a final dividend
of 5.6p per ordinary share which, together
with the restated interim dividend of 2.6p,
maintains the total dividend for the vear,

as restated for the rights issue, at 8.2p.

The Group continues to pursue its strategy
of operational improvement and the
development of its two principal activities,
Packaging and Office Products Wholesaling,
We will maintain the drive to improve the
Group's return on capital employed, which
was 11.1% in 2003/04, while investing in
capital projects and bolt-on acquisitions
which strengthen the Group’s position in

its chosen markets.

In December 2003, two additional Directors
were appointed. Jean-Paul Loison, Divisional
Chief Executive of the Kaysersberg
Packaging Division, responsible for all
Paper and Corrugated Packaging operations
in continental Europe, was appointed as an
Executive Director. Christopher Bunker,
who has been Finance Director on the
boards of three PL.Cs, was appointed as

a non-Executive Director, They both

bring extensive and valuable experience

to the Board.

This year’s good performance was achieved
through the skills and commitment of the
Group’s employees worldwide. I thank them
all for their continued contribution to meeting
the requirements of our customers and raising
the standards of our operations.

In the coming year we expect to make further
progress in Plastic Packaging and Office
Products Wholesaling. However, our key
paper and corrugated markets remain highly

competitive and, in the face of rising input
costs, the recent paper price rise will not be
sufficient to restore paper margins. Also as
previously indicated, for the first time for
many years there wili now be a significant
charge to the profit and loss account in
respect of the UK pension scheme. Our resuit
will benefit from the contribution from the
LINPAC Containers acquisition but, until the
outcome of the Competition Commission
inquiry is known, we cannot start to generate
the anticipated synergies. This is likely to be
another challenging year but the Group’s
resilience in recent fimes gives me
confidence in cur future.

Antony Hichens Chairman




CHIEF EXECUTIVE'S REVIEW

We achieved major profit advances

in both Corrugated Packaging and Office
Products Wholesaling, which largely
offset the margin squeeze in Paper.

Tony Thorne Group Chief Executive

Overview

From the outset, we expected 2003/04 to be

a difficult year as margins in our important
Paper business were under pressure from
increasing cowmpetition in the paper market
and there were no signs of improvement in
the general trading environment. Our principal
objectives were to minimise the impact of the
downtum in Paper margins while continuing
to raise the results of the rest of the Group,
maintain the development of our key market
positions and generate a healthy cash flow,

I am pleased to report a year of considerable
success against these objectives. We achieved
major profit advances in both Corrugated
Packaging, particularly in continental Europe,
and Office Products Wholesaling, which
largely offset the margin squeeze in Paper
and produced a creditable overall financial
result. We generated a strong cash surplus
after dividends but before net acquisitions.
The acquisition of LINPAC Containers
enlarged our important UK. Corrugated
Packaging business. The decision by the
Office of Fair Trading to refer the acquisition
for review by the Competition Commission
means we are unable to proceed with the
planned integration into DS Smith until the
inquiry is complete.

Group sales and operating profit before
exceptional items and amortisation of
intangibles were both 1% ahead of last

year at £1,488.5 million and £88.8 million,
respectively. Excluding the effect of
acquisitions, disposals and foreign exchange
differences, operating profit before exceptional
items and amortisation of intangibles was

1% lower. In the six weeks of the financial
year in which we owned LINPAC Containers,

it contributed £18.1 million of sales and

£1.2 million of operating profit to the Group
result. Operating margin before exceptional
items and amortisation of intangibles
increased slightly to 6.0% (2002/03: 5.9%),
while return on average capital employed was
slightly lower at 11.1% (11.3%). Profit before
tax, exceptional items and amortisation of
intangibles increased slightly to £81.4 million
(£79.7 million) while adjusted earnings

per share was also a little ahead. Interest
cover remained strong at 8.8 times.

Overall, this was a rebust result, given the
weak paper market, and reflects the success
of our drive to improve and develop the
returns of the Group’s non-Paper operations.

The cash inflow after dividends but before net
acquisitions, was £33.1 million (£32.0 million}.
After net expenditure on acquisitions

of £181.6 million, principally LINPAC
Containers, and including the proceeds from
the rights issue, there was a net cash outflow
of £72.4 million which resulted in net
borrowings of £274,7 million (£202.3 million)
after the effect of exchange rate movements.
The balance sheet remains strong with
gearing at 48.9%, post the acquisition.

Packaging

In our larger activity, Packaging, which
accounted for 64% of Group sales and 74%
of operating profit before amortisation of
intangibles, demand in our principal markets
continued to be flat or declining, and margins
were under pressure, particularly in Paper.
The overall Packaging operating profit
before exceptional items and amortisation

of intangibles was 3% down on last year.
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CHIEF EXECUTIVE'S REVIEW

This reflects a very significant shortfall
in Paper, a good advance in Corrugated
Packaging, particularly on the continent,
and a small increase in Plastic Packaging.

In Paper and Corrugated Packaging, sales
were flat while operating profit before
exceptional items and ameortisation of
intangibles fell by 5%. Productivity in our
paper operations improved, but operating
profit was down sharply due to a particularly
hostile combination of lower paper prices
and higher costs of raw material and energy.
The profit shortfall in Paper was substantially
offset by continued improvement in the
performance of our Corrugated Packaging
operations, particularly in continental Europe,
and the contribution from LINPAC Containers
in the closing weeks of the year. Paper and
box prices inereased throughout Europe
towards the end of our financial year; this
provided little benefit in 2003/04. The start
point for 2004/05 was improved by these
increases but we have not been able fully

to recover increases in input costs.

Although we made progress in Plastic
Packaging, with a 7% advance in sales
and a 3% increase in operating profit
before exceptional items and amortisation
of intangibles, the improvement was less
than in recent years. In our core businesses
of industrial refumable transit packaging
{RTP) and liquid packaging and dispensing,
profit improved. We grew strongly in RTP
where our bottle crate business continued
to perform well, helped by product
innovation and strong market demand.

LINPAC Containers acquisition

The addition of INPAC Containers 1o the
Group improved our market position in
corrugated packaging and sirengthened
our pesiion as a major buyer and seller of

paper. It has high quality stalf, an experienced

management team and welkinvested facilities,
The integrated box plant at Louth, Lincolnshire
is one of the most advanced in the UK,
operating on a 24-hour, seven-day production
cycle and offering customers the combination
of low-cost, responsive and technically
advanced manufacturing.
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In liquid packaging and dispensing, the
European bag-in-box business, including

the German Zewathener business acquired

in 2002, traded well but the tap business

was affected by increased competitor activity
in detergent taps. The division’s overall result
was held back by the results af two small
operations: a specialist coating business,
whose exports to Asia and the Middle East
fell in the first half of the year, and a
modified atmosphere produce packaging
business, StePac, in which we have been
investing. A programme of initiatives has
been implemented across the division to
move results forward again through driving
sales growth and raising productivity.

Office Products

Total Office Products sales were 1% lower
but operating profit before exceptional items
and amortisation of intangibles increased by
14%. This advance in profits was despite
the office products market across Europe
continuing to suffer from poor sales volume
and customers trading down to lower
specification products.

In Office Products Wholesaling, which
accounted for 94% of our Office Products
sales, operating profit before amortisation of
intangibles increased by 34% to £21.7 million,
The combined profits of our developed
businesses, being Spicers UK, France and
Ireland, were well up on the previous year,
reflecting our actions to cut costs, raise
margins through better buying and improve
the product mix while maintaining service
levels. In our developing markets of Germany

Innovative manufacturing Paper reels are
loaded onto an aviomated handling system which
enables faster paper changes on the corrugator.

and Spain we had satisfactory sales growth.
Although Spicers Germany remained in
loss for the year as a whole, it generated

a pesitive cash flow and traded at around
break-even in the second half, while Spicers
Spain made good progress against its plan.
In Italy, preparations are well advanced for
our enfry into the market during 2004/05.

In Office Products Manufacturing, operating
profit was £1.4 million (£4.0 million), this
decline against last year reflecting both the
difficult trading conditions and the sale of
Spicer Hallfield towards the end of 2002/03.
Action has been taken to reduce costs further
and to stimulate sales.

LINPAC Containers

The acquisition of LINPAC Containers on
22 March 2004 made IS Smith the lcading
corrugated packaging company in the

UK. The net cost of the acquisition was
£167 million, including fees for the
transaction. The acquisition improved our
market position, by broadening the Group's
customer base, and strengthened our position
as a major buyer and seller of paper. The
business is trading well and we are pleased
to have its high quality people and operations
within DS Smith. We remain confident

that the synergies outlined in our circular
are available but during the Competition
Commission inquiry period LINPAC
Containers and DS Smith Packaging will
carry on business separately, they both
have good market positions and will
maintain a strong focus on serving their
respective customers.

High preductivity Technically advanced operating
systems enable the corrugator to achieve superior
output of board.




This was a robust result, given the weak
paper market, and reflects the success

of our drive to improve and develop the
returns of the Group's non-Paper operations.

Pension scheme

In accordance with SSAP 24, the 2003/04
results include a nil pension charge for the
Group’s UK defined benefit scheme as the
amortisation of the 2001 surplus largely
offsets the ongoing cost of the scheme. The
triennial valuation of the scheme is currently
taking place and the report is due in autumn
2004. Recognising that, in adverse markets,
the funding position of the scheme had
deteriorated since April 2001, the Company
resumed payments into the scheme, at the
rate of £10 million per annum, in the second
half of 2002/03. As previously indicated, the
Board expects there to be a charge to the
Group's profit and loss account in respect
of the scheme in 2004/05. This charge,
under SSAP 24, will reflect the ongoing
costs of the scheme of approximately

£10 million and the amortisation of the
prepayments and any deficit identifted by
the SSAP 24 valuation,

Under the FRS 17 accounting standard, which
the Company has not adopted, the scheme
had a post-tax net deficit, as at 30 April 2004,
of £54.6 million compared with a post-tax net
deficit of £93.8 million a year ago.

Strategy

We have pursued a strategy of Improve and
Develop over the last three years and this
remains in place; the objective being an
aggressive programme of raising operational
performance across the Group, while seeking
areas to develop our strong market positions
in Packaging and Office Products Wholesaling.
Return on average capital employed is a key
measure for us and our return of 11.1%

in 2003/04 was slightly above our cost

of capital. The commitment of capital to
existing operations will remain relatively
tight, investiment being concentrated on

new products, growth markets and major
cost-down opportunities. We will continue to

restructure or exit low performing businesses.

In Paper and Corrugated Packaging there

is further potential to develop our European
market positions. For our established
corrugated businesses in the UK and France,
where demand is at best flat and price
pressure is intense, we have to look to
innovate on product and service while
lowering costs and increasing efficiency.

We remain alert to bolt-on acquisitions and
green field development, concentrating on
the faster growing markets of southern and
eastern Europe. In our UK Paper operations,
where margins have been under greater
pressure than in the past, we are developing
options to address the growing demands

of our customers for lighter weight papers
and the need to remain internationally
competitive over the longer-term,

In Plastic Packaging, our strategic segmients
continue to present profitable growth
opportunities. In liquid packaging and
dispensing, the highest priority is to deliver
increased returns on the investment made
in recent years. In industrial RTP, our
strong European presence provides a base
for further development both organically
and through acquisitions.

Spicers is continuing to develop its position
as the leading European office products
wholesaler. Qur well-established businesses
in the UK and France are focused on

Service capability Maintaining high service
levels was a key contributer to Spicers’ progress.

re-invigorating sales growth to raise their
profitability further. In our developing
businesses, our objectives are to bring
Spicers Germany through to good levels
of profit, to move the Spanish business to
break-even as rapidly as possible, and to
launch successfully in Italy. We believe
the value of Spicers is being substantially
enhanced by its continental expansion and
increasing profitability.

The Group'’s resilient performance in
2003/04 is confirmation of our strategic

and operational progress in recent years.

We intend to build on this in the coming year,

Tony Thorne Group Chief Executive
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OPERATING REVIEW

Paper and Corrugated Packaging

Lower profits in Paper were partly
compensated for by higher profits
in Corrugated Packaging.

FINANCIAL HIGHLIGHTS

2004 2003

£748.9m £747 Om
£50.5m £53.1m
67% 7%

Turnover
Operaiing profit*
Operaling margin*
Year end capital
employed £657 4dm £500.6m

Return on average

capital employed 9.6% 10.6%

*before exceptional items and amortisation
of intangibles

Focus on growth opportunities

The Group is developing its business in
higher growth segments of the corrugated
packaging market such as the home
delivery of products, particularly from
internet purchases.

Turmover was slightly ahead at £748.9 million
(2002/03: £747.0 miltion) with a fall in
Paper being offset by higher Corrugated
Packaging sales. Operating profit before
exceptional items and amortisation of
intangibles was £50.5 million (£53.1 million)
with a significant reduction in profits from
Paper being partly compensated for by higher
profits in Corrugated Packaging, including

a contribution of £1.2 millicn from LINPAC
Containers in the six weeks from the date of

acquisition. Operating margin before
exceptional items and amortisation of
intangibles was 6.7% (7.1%) while return on
average capital employed was 9.6% (10.6%).

Market overview

Industry statistics for calendar year 2003 show
that overall demand by weight for corrugated
board in Europe grew by just 0.5%, reflecting
the sluggish economic conditions. Demand in
the UK was 0.9% lower, while France and




Ttaly were slightly ahead by 0.7% and }.5%,
respectively and Poland and Turkey grew
strongly by 8.3% and 11.5%, respectively™,
In the first quarter of calendar year 2004,
demand in the UK has shown a small amount
of growth while our other major markets have
performed at similar levels to 2003. Within
the UX market for corrugated case materials
{CCM), recycled paper continued to gain
market share against virgin kraftliner and the
imported share of the market was unchanged.

Against a background in the CCM market
of low European demand growth and some
existing excess capacity, approximately
600,000 tonnes of new capacity became
available within the total market of
approximately 20 million tonnes. Although
this new capacity was partly offset by some
older capacity being removed, it resulted in
a destabilisation of selling prices throughout

the European market. While no more capacity
is expected to come on stream in 2004, further
capacity additions are expected in 2005; the
effect on prices will depend upon future
market growth and the extent of any further
rationalisation of uneconomic capacity.

As a result of the soft demand and the
additional capacity, much of which is
concentrated on lightweight papers, CCM
prices fell during 2003, The resulting squeeze
on paper producers’ margins was exacerbated
by fluctuations in the cost of recovered paper,
the principal raw material for recycled CCM.
The continuing high leve] of demand for
recovered paper in Asia, some of which is
being supplied from Europe, is contributing
to a modest longer-term structural increase
and short-term fluctuations in the price of
recovered paper in Europe. [n the UK, the net
cost of our raw material was also adversely
affected by lower demand for Packaging

Recovery Notes {PRNs), which are issued as
evidence that packaging has been reprocessed
in compliance with the UK Packaging Waste
Regulations. The government, which did not
increase recycling targets for 2003, has now
published rising targets for 2004 to 2008 in
line with the revised requircments of the EU
Packaging and Packaging Waste Directive.
There has been some firming of PRN prices
in calendar year 2004 to date, although they
remain well below recent years’ average prices.

* Source: European Federation of Corrugated
Board Manutacturers.

5. BOXES FILLED

AND DELIVERED
Corrugated pockaging is used to
slore, protect and fransport a
wide range of products including
fastmoving consumer goods,
consumer durables ond indushrial
products.

4, PAPER CONVERTED
INTO BOXES

CCM is converted into corrugated
board by forming the internol fluting
and gluing it betwaen outer liners,
The board is printed, cut, folded ard
glued to form boxes that are sold to
processors/distributors. DS Smith
produces approximately 2.5 billon
corrugated baxes per annum.

Corrugated packaging — cost effective and fully recyclable

The Group's operations play a significant role in the corrugated packaging recycling process. Re-use of the fibres in paper packaging minimises waste disposal
to landfill aad reduces the need for virgin wood pulp.

1. CORRUGATED PACKAGING
DISCARDED

Cansumers, retaflers and ather businesses
unpack preducts and increasingly recycle
the used packaging. In the UK, over 0%
of paper packaging is now recycled.

2. RECOVERED PAPER
COLLECTED

Old corrugated cases and
other paper are collacted from
retailers and other sources,
sorted and baled ready for
sale to popsr mills. Severnside
Recycling handles around
1.3m tonnes of all grades

of recovered paper per
annum through its network

of 14 depofs.

3. PAPER FIBRES RECYCLED

INTO PAPER

Recovered poper is pulpad and cleaned to
produce a bland of fibres that is made inte
reels of packaging paper {corrugated case
materials ar CCM). These are cut to size ond
sald to corrugated packaging plants, St Regis
Paper Company is the UK's largest recycled

poper manufacturer.
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OPERATING REVIEW: PAPER AND CORRUGATED PACKAGING

DS Smith Packaging

The Group’s UK Corrugated Packaging
division, DS Smith Packaging, continued

its profit improvement despite weak demand,
industry over-capacity and price pressure.
The continuing focus on higher added value
products supported the result, which was also
assisted by the addition of the business from
three plants acquired from Macfarlane Group
in October 2003, One of these plants and

a DS Smith sheet plant were subsequently
sold in March 2404,

The four conventional plants, which are
operated as an integrated group 1o optimise
scrvice to their customers, had mixed results,
Of these, the Fordham plant made good
progress and achieved record output levels,
but the Livingston plant suffered from
continued weak demand from Scottish
manufacturing industry.

Margins were severely squeezed at our sheet
feeding operations, which supply corrugated
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DS Smith Packaging continved
its profit improvement despite
weak demand, industry over-
capacity and price pressure.

Bob McLellan Chief Execufive,
DS Smith Packaging

sheet board, due to intense competition and
indusiry over-supply. We have taken action
to lower costs and raise efficiencies. The
sheet plants, which convert beard into boxes,
performed steadily.

The speciality operations advanced through
combining better efficiency with providing
their customers with product innovation and
flexible service. The Lockerbie, Belper and
Neath plants, which specialise in high quality
printed product, made encouraging progress.
The heavy duty business, Tri-Wall, performed
reascnably well given the difficulties
experienced by its industrial manufacturing
customer base.

Results in April were affected by higher
paper costs following the Europe-wide
increas¢ in CCM prices. Corrugated prices
were increased in mid-April with a view
to recovering increased input costs.

Speciality products Paper is printed before
conversion into board to produce decorative boxes
at DS Smith Packaging, Belper.

LINPAC Containers

LINPAC Containers, acquired on 22 Magch
2004, operated well during the final weeks
of the financial year although profit in

April was depressed by higher paper costs.
1t contributed £18.1 million of sales and
£1.2 million of operating profit to the Group
result for the year. In late April, it raised

its box and corrugated sheet prices in an
atternpt to recover increased costs.

Adding value High quality printed packaging
must meet the demanding requirements of feading
brand cuslomers,




Kaysersberg Packaging achieved

an excellent result due to strong
progress in the French, Polish,
ltalian and Turkish Corrugated
Packaging businesses.

Jean-Paul Loison Chief Execufive,
Kaysersberg Packaging

Kaysersberg Packaging

The Group's continental European Paper and
Corrugated Packaging division, Kaysersberg

Packaging, achieved an excellent result due to
strong progress in the French, Polish, Italian

and Turkish Corrugated Packaging businesses.

The French paper mills increased their
productivity and sales volume, but margins
were squeezed, despite successful cost
reduction initiatives, by the fall in selling
prices and fluctuating recovered paper prices.
The French Corrugated Packaging operations
benefited from the lower paper prices, good
cost management and their focus on higher
added value products.

In Ttaly, Toscana Ondulati further increased
its market share and profits with the help of
its new Lari factory, which has strengthened
its position in key market sectors,

Sales at the Polish business, DS Smith Polska,
were held back by capacity consiraints, but

Growth opportunities

Italy Toscana Ondulati has benefited from recent
major investment. It supplies high quality boxes for
the wine indusiry and other market sectors.

profits advanced well due to focusing
more on selling converted boxes rather
than corrugated sheet and developing sales
of litho-laminated and other higher value
products. A new green field factory is
planned to open in late 2005 at Kutno,
west of Warsaw, which will allow us

to grow our activities in Poland further.

Action taken 1o raise operational performance
and increase market share enabled the
Turkish business, Copikas, to reduce its loss
substantially, despite sclling prices being
under pressure.

Our associate operation in the Ukraine,
OJISC Rubezhansk Paper and Packaging
Mill, advanced strongly helped by a major
programme of investment. In December
2003 the business secured a $14 million
loan from the European Bank for
Reconstruction and Development to help
finance further growth.

Poland Exponsion of local industry ond retail
distribution is increasing the demand For higher
value corrugated packaging at DS Smith Polska.
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OPERATING REVIEW: PAPER AND CORRUGATED PACKAGING

Operational progress

Severnside Recycling continues to develop
its collection of recovered paper from a
wide range of businesses including major
supermarket chains. It offers a onesiop-
shop solufion for managing companies’

entire recycling and waste disposal needs.

In tough market conditions, St Regis
raised its paper output and sales through
increased machine efficiency. Nearly
30% of sales were exporied, mainly

to continental Eurcpe.
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Profits were substantially
below those of the previous
year due to a combination
of lower selling prices, the
fluctuating cost of recovered
paper, higher energy costs
and lower PRN prices.

Don Coates Chief Execuive, $t Regis Paper

St Regis Paper Company

St Regis increased its production and sales
volumes through continuing emphasis on
higher efficiency and improved process
control. Sales 1o the UK market increased
stightly, while exports moved ahead more
strongly, assisted in the early months of
the year by the strengthening of the euro
against sterling. Profits were substantially
below those of the previous year due to

a combination of lower selling prices, the
fluctuating cost of recovered paper, higher
energy costs and lower PRN prices.

The Kemsley paper mill, which accounts
for over 50% of St Regis” paper production,
achieved record output, with machine
efficiencies well above the previous year
due to continuing process optimisation.

A new warehouse was commissioned in
autumn 2003, which improved customer
service and reduced costs by virtually
eliminating the use of third party

I —

warehousing. The other paper mills also
raised volumes, and record production was
achieved at Sudbrook and Taplow.

The Sevemside collection and recycling
business continued to expand, although
results were affected by fluctuations in the
price of recovered paper. It invested further
in its collection infrastructure, both in terms
of equipment and collection depots. It added
one new depot during the year and, since the
year end, has acquired the five depots of BPB
Recycling, subject to approval from the
Office of Fair Trading.




Plastic Packaging

We made profit progress in our two principal
business sectors but the division’s overall
performance was held back by the results
of two small operations.

Sales and profits advanced FINANCIAL HIGHLIGHTS

well in returnable transit 2004 2003

packaging. Turnover £208.7m £195.0m
Operating profit* £152m £14.7m
Operating margin* 7.3% 7.5%
Year end capital
employed £136.5m £136.0m
Return on average

Adrian Whitfield Chief Executive,

DS Seith Plastics capilal employed 10.7% 11.5%

*before amortisation of infangibles

DS Smith Plastics’ turnover grew by 7%

to £208.7 million. Operating profit before
amortisation of intangibles was 3% ahead

at £15.2 million and operating margin before
amortisation of intangibles was 7.3% (7.5%).
Retum on average capital employed was 10.7%
(11.5%). The division made profit progress
in its two principal business sectors, liquid
packaging and dispensing and rcturnable
transit packaging (RTP), but its overalk
performance was held back by the results

of two small operations. Polymer prices

had no significant impact on results during
the year as a whole.

Sales and profits advanced well in RTP

principally due to a strong performance in
injection moulded bottle crates. Increased
crate demand from the brewing sector was
stimulated by product innovation and new

A leader in dispensing

Worldwide Dispensers is one of the
world’s leading manufacturers of high
quality injection moulded taps and
dispensing fitments.
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OPERATING REVIEW: PLASTIC PACKAGING

environmental regulations in Germany which
encourage the use of retumable bottles.
Demand for other RTP products was patchy,
but action to control costs and improve
efficiency benefited the results.

In liquid packaging and dispensing, the bag-
in-box business in Europe performed well,
assisted by the Zewathener business in
Germany acquired in 2002, Margins were
affected by the particularly strong growth

in the relatively lower margin wine bag
business. Tap sales and margins were
affected by increased competitor activity

in detergent taps. Action has been taken to
increase the rate of profit growth by focusing
on driving sales, cost reduction and
praductivity improvements.

Of the two smaller businesses that impacted
the overall result, our specialist coating
business suffered a reduction in exports to
Asia and the Middle East due to SARS and
the Iraq War; costs have been cut and sales
are being rebuilt. The other is a developing
business, StePac, which specialises in
medified atmosphere packaging for preserving
the quality of fresh fruit and vegetables

in transit; we have invested to develop the
business and are focused on growing sales.
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Advanced crate technology

DW Plastics produces custom designed ond
enginesred crates o suit gach customer’s needs
and brand image. Products include innovations
such as inmould labelling and soft touch handles.

Bag-in-box packaging — meeting customers’ needs worldwide

DS Smith supplies oll glements of bag-inbox packaging and systems. Custemers in Europe, the USA and
Asic-Pacific select from our fotal offering 1o achieve the optimal liquid packaging selution for their product.
Usage of bag-inbox packaging is growing for a wide range of liquids, including fruit juice, dairy

products, wine, soft drinks and water.

HIGH QUALITY TAPS AND

DISPENSING FITMENTS

Including teps, caps, bungs, valves
and tube connectors to dispensing
machines. All taps are leak tested.

COMPREHENSIVE
RANGE OF BOXES
Designed and manufactured
to provide high shelf impact
lor consumer products or
strong efficient salutions for
industrial use.

MADE-TO-MEASURE
PLASTIC BAGS
Produced from a range of
plastic materials - single and
multi-layer - with capacities
from 1 lire 1o 1,000 litres.
Each bag is fitted with o
plastic gland for filling and

to hold the tap or ather
dispensing fitment.

BESPOKE FILLING
SYSTEMS

Customised machines

for aseplic or non-aseptic
filling of bags.




Office Products Wholesaling

Spicers’ substantial advance in profit
was achieved against a background of
continuing soft demand for traditional
office products across Europe.

Products backed by service

Spicers’ UK catalogue was developed
after extensive consumer market research.
Redesigned for clarity, it groups the
18,000 product lines in easy-to-use
sections.

FINANCIAL HIGHLIGHTS

2004 2003
Turnover £498.8m £495.6m
Operating profit* £21.7m £16.2m
Operating margin* 4.4% 3.3%
Year end capital
employed £1237m £122.3m
Return on average
capital employed 18.2% 12.7%

*before amertisation of intangibles

Spicers’ improvement in
profitability was principally
attributable to further strong
progress in the UK.

Bill Armstrong Chief Executive, Spicers

Spicers’ sales increased by 1% to £498.8 million
with higher sales in Germany and Spain being
partly offset by declines elsewhere in Europe.
Operating profit before amortisation of
intangibles increased by 34% to £21.7 million
and operating margin before amortisation

of intangibles increased from 3.3% to 4.4%.
Return on average capital employed advanced
from 12.7% to 18.2%.

Spicers’ substantial advance in profit was
achieved against a background of continuing
soft demand for traditional office products
across Europe, with consumers being more
inclined to buy lower specification, or own-
brand products, There is growing evidence,

in most markets, of confidence recovering and
consumption stabilising. Demand for electronic
office supplies (EOS) continues to grow but
the low marging on the highest volume EOS
products have deteriorated further.

Spicers’ improvement in profitability was
principally attributable to further strong
progress in the UK as a result of the
programme of operational initiatives started
in 2002, Service levels to customers were
raised further and significant cost reductions
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OPERATING REVIEW: OFFICE PRODUCTS WHOLESALING

achieved. The regional distribution centre The Spanish business, launched in 2002,
(RDC) network was restructured with the achieved strong sales growth in the year and a
closure of the Nottingham RDC. highly successful sell-in of the 2004 catalogue

augurs well for a further major advance in
sales in the year ahead. Spicers’ new Italian
business will be launched in November 2004,
The purpose-built head office and first RDC
at Castel San Giovanni, just south of Milan,
is now occupied and intense preparation is
underway to ensure a successful start-up.

In France, market conditions proved
particularly challenging but Spicers’ business
improved its profitability by cutting costs and
managing its margins better. Spicers Germany
grew steadily throughout the year and
generated a positive cash flow. Results in
the first half were substantially affected by
a limited mumber of bad debts but it traded

Leading brand Spicers’ 5 Star range of over

at around break-even in the second half. 1,400 essential office products is backed with
an extensive marketing programme.

Spicers — service is key

Spicers” eight UK regional distribution centres provide fast, efficient delivery fo their customer base of office products dealers. They offer same-day delivery or an
overnight, next-day service. Orders received before 7.00 pm will be fulfilled 1o reach the dealer in time for them to deliver the goods to their customer the following
marning. Over 95% of arders are delivered on fime and in fyll.

CUSTOMER SERVICE EXCELLENCE

GOODS IN Crders are received from custamets by telephone
700 prodyct lines ore delivered ar orine through SPICERlinkWeb. The customer
per day from Spicers’ central servicas leam responds promptly and flexibly to
distribution centre. dealer enquiries and requests.

PRECISE ORDER FULFILMENT
Picking accuracy ond qudlity of delivery
are measured o ensyre high service
standards are maintained.

14,000+ PRODUCT

LINES IN STOCK

Stack levels of Spicers” own 5 Star
brand and other kranded praducts
ara closely managed to mainkain
high order Rliiimans lavels.

FOCUS ON CUSTOMER

SATISFACTION GOODS QOUT

Over 10,000 product lines are Peak time for order despateh ta
picked aach day to satisfy customer dealer customers is 4.00 am to
orders. Peak time for processing reach them before .00 am.

orders is 6.00 pm ~ 11.00 pm.
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Office Products Manutacturing

FINANCIAL HIGHLIGHTS

2004 2003
Turnover £48.0m £59.7m
Operating profit £1.4m  £4.0m
Cperating margin 29% 6.7%
Year end capital
employed £13.7m £13.8m
Return on average
capital employed 9.8% 23.1%

John Dickinson’s sales were £48.0 million
(£59.7 million) and operating profit was
£1.4 million (£4.0 million); the previous
year’s result inciuded sales of £6.3 million
and operating profit of £0.6 million from the
Spicer Hallficld business which was sold in
February 2003. Operating margin was 2.9%
(6.7%) and return on average capital
employed was 9.8% (23.1%).

Sales volumes were significantly lower,

Growth opportunity Lotest technclogy is used
to produce quality printed envelopes for direct mail
and other uses where corporate image is important.

Powerful brands

John Dickinson's top stafionery brands
offer quality, style ond innovation.
Black n Red's brand awareness and
sales have increased in continental
Europe and the USA.

Sales volumes were
significantly lower,
particularly for
branded products.

Richard Evans Chief Executive, John Dickinson

particularly for branded products, while
imports continue to exert pressure on prices.
Growith was achieved in envelopes for direct
and transactional mail, while the Black n’
Red brand advanced well, with encouraging
signs for its development in the US market.
Action has been taken to strengthen the
division’s marketing and sales activity. Costs
have been further reduced in production and
by management structure rationalisation.

Smart products Black n* Red's Digital Notebook
used with o digital pen enables text and sketches
to be quickly downlooded to a PC.
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We continue to focus on raising
our return on capital employed
while generating free cash flow to
cover the dividend well and fund

bolt-on acquisitions.

Gavin Morris Group Finance Directar

Group trading results
The Group’s trading vesults are summarised
in table I opposite.

Turnover in the financial year ended 30 April
2004 increased by 0.6% over the previous year.
Turnover was (0.5% ahead in the first half of
2003/04 versus the same period in 2002/03.
In the second half the rate of growth increased
slightly to 0.8%. Excluding the impact of
acquisitions, disposals and foreign exchange
differences, turnover was 1.8% down on the
previous year; the first half of the year was
down by 2.1% and the second half by 1.7%,
mainly reflecting the pricing pressures within
the UK markets. LINPAC Containers”
contribution te Group turnover from the date of
acquisition (22 March 2004) was £18.1 million.

Operating profit, before exceptional items
and amortisation of intangibles, increased by
0.9% in 2003/04 from £88.0 million to £38.8
million. Excluding the impact of acquisitions,
disposals and foreign exchange differences,

operating profit before exceptional items and
amortisation of intangibles fell by 1.0%.
LINPAC Containers contributed £1.2 million
from the date of acquisition. Group operating
profit for the first half of the year was 10.5%
below the same period last year, while that
in the second half was up 15.0%. The
second half increase was tainly due to
Office Products Wholesaling, which, for

the whole year, increased operating profit
before amortisation of intangibles from
£16.2 million to £21.7 million on flat sales.
This increase reflects 2 combination of
improved buying margins and the continued
drive to reduce costs, particularly in the UK.

Return on sales for the year improved slightly
from 5.9% in 2002/03 to 6.0%. The return

on sales for the second half of the year was
6.1%, compared with 5.8% in the first half.
The Group's return on capital employed
{defined as the period’s annualised adjusted
operating profit divided by the average




month end capital employed in the period)
fell slightly from [1.3% to 11.1%, mainly
reflecting the higher average capital
employed. The measure for the second half
of the year was 11.2% (2002/03: 10.1%).

Although the UK still accounts for the
majority of the Group’s turnover and
operating profit, the proportion of turnover
originating from the Group’s overseas
businesses rose from 41% in 2002/03 to 44%
in 2003/04 while that of operating profit rose
from 32% to 47%. The latter was mainly due
to improvements in the continental European
Corrugated businesses. In constant currency
terns, the tumover of overseas subsidiarics
grew by 2.6% and, after adjusting for the
impact of acquisitions and disposals, by
3.1%. Sales in the UK fell by 4.2%4 and, after

exciuding acquisitions and disposals, by 5.3%.

The major exchange rates used to translate the
Group’s results are shown in table 2 above.

TABLE 1

Full year Second half
2003/04  2002/03 2003/04  2002/03
£m £m £m
Turnaver 1,488.5 11,4790 743.8 737.9
Operating profit* 88.8 88.0 45.3 394
Return on sales* 6.0% 5.9% 6.1% 5.3%
Return on capital employed* 11.1% 11.3% 11.2% 10.1%
*hefore exceptional items and ameriisation of intangibles
TABLE 2
2003/04 2002/03
Principal currency exchange rates Averoge Year snd Average Year and
Euro 1.44 1.48 1.54 1.43
United States Dolkars 1.71 1.77 1.56 1.60
Polish Zloty 6.62 713 6.25 6.08

The trading results are described more fully
in the Chairman’s Statement, Chief
Executive’s Review and Operating Review.

Group profit and loss account

The Group’s 2003/04 results include

£3.0 million as the Group’s share of
associated undertakings’ operating profit,

an increase of £0.4 million on last year. This
relates to GJSC Rubezhansk, the Group’s
39% owned paper and packaging company
in the Ukraine, which saw increased sales.

The net interest expense for the year decreased
from £10.9 million to £10.4 milion, benefiting
from slightly lower average borrowings and
lower euro interest rates, partly offset by
higher sterling interest rates. The additional
borrowings resulting from the acquisition

of LINPAC Containers on 22 March 2004,
net of the rights issue proceeds, had only

a small effect in the year. The interest charge
was impacted by a £0.2m (2002/03: £1.6m}
net monetary gain arising as a result of

hyperinflationary accounting for the Group’s
Turkish business. Group interest cover
remains strong at 8.8 times.

The Group’s effective tax rate, excluding
exceptional items and the amortisation of
intangibles, was 27%, the same as last year.
The rate continued to be below the UK and
the higher overseas corporate tax rates due to
the use of tax losses and the benefit arising
from funding structures. This rate is expected
to increase in the coming year as a result of
changes in the mix of profits and as historic
tax losses carried forward are fully utilised.

Earnings per share before exceptional items
and amortisation of intangibles increased
0.1p to 16.9p. The prior year earnings per
shar¢ figures have been restated to take into
account the bonus element in the rights issue
by multiplying by a factor of 0.933. On

an FRS 3 basis, earnings per share werc
15.9p. The proposed final dividend is 5.6p
per ordinary share, which together with the
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restated interim dividend of 2.6p, maintains
the total dividend for the year, as restated for
the rights issue, at 8.2p. The total dividend to
be paid for the year is 8.4p. Dividend cover
before exceptional items and amortisation

of intangibles fell from 2.0 times to 1.9 times.

Free cash flow covered the dividend
2.2 times (2002/03: 2.1 times).

Cash fHlow

Free cash flow, which is defined as the net
cash flow before dividends, acquisitions and
disposals, is summarised below:

2003/04 2002/03
Lm £m
Operating profit 88.8 88.0
Depreciation 64.5 62.2
Working capital (7.0} {1.0)
UK pension scheme
contributions (10.9) 5.0
Cther {4.5) (2.2)
Cash flow from
operating activities 131.8 1420
Capital expenditure
payments 51.7)  {63.4)
Sale of fixed asseis 9.1 4.2
Interest {10.0) {7.5)
Taxation (7.9 (15.1)
Free cash flow 61.3 60.2

Cash flow from operating activities was
£131.8 million, £10.2 million below last year,
primarily as a result of the increase in working
capital and an additienal £5.0 million cash
contribution to the UK Group pension scheme.

During the year, the Group made a further
£10.0 miilion contribution to its main UK
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defined benefit pension scheme making a
total of £15.0 million paid into the scheme
over the past two years.

Capital expenditure amounted to £49.8 million,
£14.7 million below depreciation, The impact
on cash flow was £51.7 million as a result

of a slight decrease in capital expenditure
creditors from last year’s level.

Tax payments in the year were £17.9 million,
lower than the tax charge for the year as
a result ot timing differences.

The cash inflow after dividends but before
net acquisitions was up 3% at £33.1 million,
and the net cash outflow for the year before
financing was £147.8 million, as shown below:

2003/04  2002/03

£m £m

Free cash flow 61.3 60.2

Dividends (28.2)  [2B.2}
Free cash flow before

net acquisitions 33.1 32.0

Net acquisitions (181.6) {16.1}

Investments 0.7 {0.3)

Net cash flow [147.8) 15.6

The net cash outflow on acquisitions and
disposals in the year was primarily the
consideration and costs, net of acquired cash,
for LINPAC Containers of £166.8 million.

UK Group pension scheme

The Group operates a defined benefit scheme
in the UK which at the last financial valuation
in 2001 was in surplus. The Group’s SSAP 24
profit and loss charge for 2003/04 for this
scheme was nil as the annual cost of
providing benefits was offset by the

amortisation of the 2001 surplus. The next
triennial valuation of the scheme is underway
as at 5 April 2004, and the results of this
formal valuation should be known by the
autumn, It is anticipated that the valuation
will show the scheme to be in deficit. As a
result, there will be a charge to the Group's
profit and loss account in respect of the scheme
in 2004/05. This charge, under SSAP 24, will
reflect the ongoing costs of the scheme of
approximately £10 miltion, the amertisation
of the £15.0 million prepayments into the
scheme amounting to circa £1.5 million per
year, and the amortisation of any deficit
identified by the valuation. Recognising that
the funding of the scheme had deteriorated,
the Group recommenced contributions into
the scheme in the second half of 2002/03

at an annual rate of £10 miltion; these now
total £15 million and are accounted for as
prepayments on the balance sheet.

Financial position

Shareholders’ funds totalled £562.0 million
at the end of the year, up from £472.9 million
at the end of 2002/03. The retained profit for
the year was £24.6 million, while changes

in exchange rates had the effect of reducing
shareholders’ funds by £7.7 million. A total
of 64.5 million new ordinary shares were
issued following the one-for-five rights issue
in March 2004 in relation to the acquisition
of LINPAC Containers. These shares were
fully subscribed, resulting in total proceeds
on issue of £70.4 million (net of expenses of
£1.9 million). Net assets per share were 145p
(137p) or 189p if goodwill written off to
reserves is added back (185p).




The Group’s closing net borrowings were
£274,7 millicn, an increase of £72.4 million
in the year, as shown below:

2003/04  2002/03

£m &m

MNet cash How (147.8} 15.6
Shares issued 74.1 0.3
Rights issue costs .9 -
Net borrowings acquired [0.5) (2.0}
Exchange differences 37 (20.3)
Net borrowings movement  (72.4) (&.4}
QOpening nef borrowings  [202.3) {195.9)
Closing net borrowings  {274.7})  [202.3)

Gearing increased from 42.8% to 48.9%
while interest cover remained strong at
8.8 times (8.3 fimes); the ratio of net debt
to EBITDA was 1.8 times (1.3 times).

Treasury management

The Group treasury strategy is controlled
through a Treasury Committee, which meets
regularly and includes the Chairman, the
Group Chief Executive and the Group Finance
Director. The Group Treasury function operates
in accordance with documented policies and
procedures approved by the Board and
controlled by the Group Treasurer. The
function arranges funding for the Group,
provides a service to operations and
implements strategies for interest rate and
foreign exchange exposure management.

At the year end the Group’s committed
facilities were £498 million. Uncommitted
facilitics including overdrafis totalled
£120 million, The total gross borrowings

drawn under all these facilities at the year end
were £336.3 million. The current weighted
average maturity of the Group’s committed
facitities is 4.7 years (5.7 years).

The major treasury risks to which the Group
is exposed relate to movements in inferest
rates and currencies. The overall objective
of the Treasury function is to control these
exposures whilst striking an appropriate
balance between minimising risks and costs.
Financial instruments and derivatives may
be used in implementing hedging strategies,
but no speculative use of derivatives or other
instruments is permitted.

The Treasury Committee regularly reviews
the Group’s exposure to interest rates and
considers whether to borrow on fixed or
floating terms, For the last few years the
Group has generally chosen to borrow on
floating rates, which the Committee believes
have provided better value. During the year,
however, the Group took advantage of the
historically low level of medium to long-term
sterling interest rates and fixed the interest
rate on £40 million of stetling denominated
borrowings for a period of five years at an
average rate (before margin} of just under 4%.

Group policy is to hedge the net assets of
major averseas subsidiaries by means of
borrowings in the same currency to a level
determined by the Treasury Committee, The
borrowings in currency give rise to exchange
differences on translation into sterling, which
are taken to reserves. A portion of the Group’s
net borrowings are denominated in euros,
which are held to hedge the underlying assets

of our eurozone operations. At the year end,
these borrowings represented 64% of our
Surozone net assets.

International accounting standards

The Council of the European Union announced
in June 2002 that listed companies in Europe
will be required to adopt Intemational
Financial Reporting Standards (IFRS) and
International Accounting Standards (IAS)

in the preparation of Financial Statements

for accounting periods beginning on or after

1 January 2005. The adoption of IFRS will
be first reflected in the Group’s financial
statements for the half year ending 31 October
2005 and the year ending 30 April 2006.

Our project to manage the transition of
financial reporting from UK GAAP to
international accounting has completed initial
assessments of the differences between UK
GAAP and IFRS, The exercise indicates that
the major arcas of impact on our net profit
and shareholders’ funds will be the accounting
for share-based payments, amortisation of
intangible assets, deferred tax and pensions.

Gavin Morris Group Finance Director
23 June 2004
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DIRECTORS AND COMPANY SECRETARY

Antony Hichens 1+
Chairman

Appointed to the Board on
29 June 1999 as a non-
Executive Director, become
Chairman of the Board on

8 September 1999 and is
Chairman of the Nomination
Committee. He is g Member
of the Takeover Panel, a
Diractor of WaterRower {UK}
Limited and is also a non-
Executive Director of Candover
Investments PLC and The JP
Morgan Fleming ‘ncome and
Capital Investmens Trust ple.
Previously, he held the positions
of a Managing Director and
Chief Financial Officer of
Consclidated Gold Fields,
Chairman of Caraden ple
ond Chairman of Lasmo ple.
Age &7.

Christopher Bunker 1 * #
Appointed to the Board on

9 December 2003 as a non-
Executive Director. He recently
retired as Finance Director of
the Water Division of RWE AG
and was previously Group
Finance Director of Thames
Water Ple. Prior to that he
was Group Finance Director
of Tarmoc Ple, Commercial
Director of GKN Aegrospace
and Defence and Finance
Director of Weslland Group
Plc, He is a non-Executive
Director of John Mowlem Pl¢
and of Travis Perkins ple.

Age 57,

Tony Thorne &+

Group Chief Executive
Appeinted to the Board on
1 Jonuary 2001 as Chief

Gavin Morris §

Group Finanee Director
Appointed to the Board on
5 November 2002 as Group

Operating Officer and became Finance Directar, He was

Group Chief Executive on

5 December 2001. He was
previously President of SCA
Packaging's Corrugated
Business Division and prior to
that held senior management
pasitions in Shell. Age 53.

Peter Johnson 1™ ¢
Appointed to the Board on
8 December 1999 as a
non-Executive Director and
is Chairman of the Audit
Committee. He is Chief
Executive of George Wimpey
Plc and a Member of the
Council for Industry and
Higher Education and was
previously Chief Executive
of The Rugby Group PLC.
Age 56.
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previously Chief Financicl
Officer of Citex Group and
prior to that held Chief
Financial Officer positions at
Philips Lighting Holding BV,
lanica Group ple, Alfred
McAlpine Plc and Noreros Ple.
Age 50.

Richard Marton 1* #
Appointed to the Board on
13 March 2000 as a non-
Executive Director, He was
previously Chief Executive
and then nen-Executive

Director of Britax International
ple. Age 63.

Jean-Paul Loison
Appointed to the Board on
9 December 2003. He is
Divisiona! Chief Executive of
the Kaysersberg Packaging
division of the Group, with
responsibility for the Group’s
continental European Poper
and Corrugated Packaging
operations. He joined
Kaysersberg Pockoging $.A.S.
in 1970 and held various
senior management positions
before becaming Divisional
Chief Executive in 1993,
Age 62.

Daniel Piette t *

Appainted to the Board on

1 October 1993 as o non-
Executive Director. He is
Group Executive Vice-President
and a member of the
Executive Committee of LYMH
Corporation, Chairman and
Chief Executive Officer of LV
Capital ond President of

L Capital. Age 58.

Bobr Beeston 1+« #
Appointed to the Board on

5 December 2000 as a non-
Execufive Directer. He is
Chairman of the Remuneration
Committee and is the Senior
Independent Director. He is
alse Chairman of Cocksen
Group ple and was previcusly
Chief Exacutive of FKI ple.
Age 62.

Carolyn Cattermole
Appointed Company Secretary
on 20 November 2000. She
was previously Company
Secrefory of Courtaulds
Texfiles plc and prior to that
was a senior legal adviser
with Courtaulds ple having
qualified os a solicitor with
Norton Rose. Age 43.

t Nen-Executive Director

§ Member of General Purposes Committee
+ Member of Nomination Commitiee

* Member of Remuneration Commitiee

# Member of Audit Commities




CORPORATE SOCIAL RESPONSIBILITY REVIEW

The Board recognises that if the Group is to
have long-term success and produce good
sustainable returns for its shareholders, it
must maintain high standards of ethical and
social behaviour in all its business dealings.

The Group’s Key Corporate Values statement
defincs the conduet required of all employees
at all times, being: to act ethically and with
integrity; to treat their colleagues fairly,
equitably and with respect; to work safely;
and to protect the environment, These values
are underpinned by more detailed policies on
health and safety, the environment, workplace
malpractice and other topics. The Group
Chief Executive is the Dircctor responsible
for corporate social responsibility matters and
reports to the Board on these.

Safety and the environment continue to be
the highest priority areas of corporate social
responsibility on which the Group is focused.

Health and safety

It is essential to the Group’s successful
performance that we provide a safe working
environment for everyone on our premises
and that all reasonable precautions are taken
to ensure that work is always carried out safely.
All the Group’s businesses have adopted
common definitions and reporting methods,
and progress is monitored monthly. Information
is reported to the Board quarterly and, as an
indication of its importance, safcty is a fixed

agenda item at all divisional review meetings.

In 2003/04 the Group’s accident frequency
rate increased by 2% but the severity rate
was 3% lower, reflecting a lower incidence
of serious accidents. There is scope to reduce

Environmental improvement

A flow of small and large initiatives within the

Group's businesses confribules to minimising
our impact on the environment.

Projects are ofien employee-driven and focus
on reducing energy consumption, water and
chemical usage and waste.

both the frequency and severity of accidents
and, in the coming year, the Group is
undertaking further initiatives aimed at
reducing specific types of accidents.

A number of steps were taken during 2063/04
to reinforce the drive to reduce accidents.

A Group Heaith and Safety Committee was
established to enable divisions to share best
practice and experience more readily. A new
accident investigation procedure ensures that
accidents receive the appropriate level of
management attention and systems have
been improved to ¢nable lessons learned
from accidents to be quickly shared across
the Group. In the UK, divisions continue

to collaborate with the trade unions and the
Health and Safety Executive {HSE) to raise
standards and St Regis has participated in
joint training courses for HSE inspectors.
Over 80 DS Smith Packaging managers

were trained and accredited to the Institute
of Occupational Safety and Health standards
during 2003/04. 3t Regis Taplow mill was
awarded the UK paper industry’s leading
safety award in recognition of its sustained
action programme on health and safety and
its extended period without a lost time accident.
Kaysersberg Packaging’s St Just plant was
accredited for the OHSAS 18801 international
health and safety management system and
other plants in France, Poland and Turkey are
working towards obtaining accreditation.

Environment

I 2003/04, the Group made further
substantial progress in strengthening its
environmental management and reporting.
Divisional management is responsible for

Recycling Glue drums that were previcusly disposed
of to landfll are now collected and retyrned 1o the
mnnu'FDdUrGI for recycﬁng.

minimising the impact of our operations
on the environment, in accordance with
the Group Environment Pelicy. Divisional
performance and activities are reviewed at
the Group Environment Committee, which
meets three times per year and is chaired
by the Group Chief Executive,

During the year we accelerated our programme
to establish an appropriate environmentai
management system (EMS) at all gites.

33 Group sites have now been identified as
having higher potential environmental impact
due to their size or type of operations. 16 of
these sites are certified for the internationally
recognised [SO 14001 EMS; during 2003/04,
Abbey Board, St Regis Kemsley mill and
DW Plastics, Bilzen obtained certification.
The 17 other higher potential impact sites are
all progressing towards achieving [SO 14001
certification; 16 are on course to be certified
during 2004/05, Of the Group’s 73 other
sites, 35 have a simplified EMS in place,
appropriate to their lower level of potential
environmental impact, and many more are
on course for implementation of a simplified
EMS during 2004/05.

The Group's paper mills and some other
major sites have monitored key environmental
performance data for some years, From early
2003 all Group businesses started monitoring
and reporting on energy usage, carbon
dioxide {CO:) emissions, water usage, waste
disposed of to landfill and waste recycled.

As comparable data builds up in future years
this will enable the Group to report more fully
on its overall environmental performance.
The EMSs and environmental reporting of

Lower resource usage Investment in a new
shrink-wrapper substantially reduced film usage
while lowering energy consumption,
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CORPORATE SOCIAL RESPONSIBILITY REVIEW

sites are audited through the Group’s routine
internal audit processes.

The Group had a number of minor
environmental incidents during the year,
following which corrective action was taken
prompily and the appropriate agencies were
informed, where necessary. At DS Smith
Packaging Clay Cross, a discharge of ink
waste into an adjacent stream, caused by the
failure of a valve, resulted in prosecution
and a £3,000 fine. As part of our continuing
drive to reduce such incidents, investigation
resuits and lessons learnt from environmental
incidents are communicated throughout

the Group.

A large proportion of the Group’s businesses
now have processes in place for assessing
their suppliers” environmental policies and
management systems.

Packaging and the environment
Packaging performs the valuable functions
of limiting damage to products, reducing
waste and lowering the total cost of goods.
The Group’s packaging operations contribute
to minimising the use of resources by
working with their customers to develop
packaging of the optimum specification

for the required use. The sales and design
teams at a number of our UK and continental
European packaging businesses are evaluating
opportunities for making environmentally
beneficial improvements fo customers’
products through switching to recycled paper,
reducing packaging weight and minimising
waste through creative design.

Increased recycling

In addition to the Group's activities in
collecting recovered paper for recyciing in
paper manufacturing, our businesses look
to recycle their process waste and other
resources whenever possible.

Offcuts of corrugated board from the
box manufacturing process are fed,
through tubes, straight from the cutting
machines to be baled and then recycled
to our paper mills.
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The Group makes a major contribution to
reducing waste disposal in landfill through
the recycling process of its Paper and
Corrugated Packaging operations. Corrugated
board is preduced predominantly from
recycled paper and is a cost-effective and
fully recyclable packaging material.
Severnside Recycling is the UK’s largest
collector of recovered paper; it works closely
with a number of major supermarket chains
to raise recycling levels and continues to
invest in its collection infrastructure. St Regis
is the UK’s leading recycler of packaging
waste and largest producer of recycled paper,
while Kaysersberg is a significant recycler of
recovered paper in France.

During the year, revisions were made to

both the EU Packaging and Packaging

Waste Directive and the UK Packaging Waste
Regulations. The EU has set material specific
targets for the recovery and recycling of
packaging from 2004 to 2008. The UK
government has consequently set similar
material specific targets for the same period.
Recycling of paper packaging under the UK
Regulations is targeted to rise from 65%

in 2004 to 70% in 2008. The Group’s paper
collection and recycling operations are
expected to make a key contribution to

the achievement of these targets.

The Group’s plastic returnable transit
packaging is designed to be re-used, often
many times, where customers require multi-
trip packaging. Several of our businesses
recycle worn or damaged plastic packaging,
such as bofttle crates or layer pads, to preduce
new crates or plastic sheet.

Corrugated board recycling The fibre from
corrugated board makes the best raw material for
producing more corfugated case moterials paper.

Environmental management

Paper

Paper manufacturing has the largest potential
environmental impact of all the Group’s
operations. Six of the Group's nine paper mills
have ISO 14001 certification and the other
three are progressing towards certification.
The UK mills are regulated through Pollution
Prevention and Control (PPC) permits under
which they each have specific improvement
programmes and targets. St Regis’ overall
compliance with its PPC emission targets

fell slightly to 98.9% compared with 99.7%
in the previous year, principally due to
several small overflows of effluent at the
pumping station on the Kemsley site;

a project to eliminate these overflows is

due for completion in August 2004,

St Regis is a key participant in the UK paper
sector Climate Change Levy Agreement
with the Department of Eavironment Food
and Rural Affairs under which the industry
has undertaken to achieve energy
consumption reduction targets. St Regis

is comfortably on course to meet its target
for the year to September 2004. Our UK
and French paper operations arc discussing
with the relevant authorities the details of
emissions trading schemes to be introduced
from January 2005 in response to the EU
Emissions Trading Directive.

In 2003/04, our paper mills accounted for 82%
of the Group's total CO: emissions and 98%
of water usage. Despite increased paper ouiput,
they reduced their total volumes of CO:
emissions and water usage. CO: emissions
per tonne of paper produced were cut by 3%




due to a range of initiatives including
commissioning new boilers at the Chouanard
mill in France and cessation of the use of
coal at the Kaysersherg mill. Water usage
per tonne of paper produced was reduced by
8%, principally due to increased recycling of
water at a number of the UK mills.

The paper mills increased their recycling

of reject material, such as plastic and
polystyrene, which is produced during the
paper production process, principally due to
the full year's operation of Kermsley mill’s
waste-to-energy plant which burns reject
material and generates electricity. Total
recycling of reject material rose by 15%
while waste disposed of to landfill was 34%
lower, due to a combination of increased
recycling and improved processes at several
mills which reduced the volume of waste
generated. Sudbrook mill continued its
investigation and investment programme to
reduce the impact of it effluent discharge.

Cther operations

Although the environmental impact of the
Group’s other operations is substantially
lower than that of paper manufacturing, our
Corrugated and Plastic Packaging and Office
Products businesses centinue to implement
a range of projects and benchmarking
programmes to reduce energy consumption,
water and chemicals usage and waste levels.
In 2003/04, our UK Corrugated operations
lowered their total CO:emissions per
thousand square metres produced by 3%.
Kaysersberg Packaging’s St Just plant
received recognition in the Trophée de |'Ean
scheme, run by its local water regulator, for

climinating emissicns to the local river through
the installation of a closed loop water system.

Spicers continues to focus on reducing the
environmental impact of its vehicle fleet, both
through the increasing use of lower emission
engines and the rationalisation of journeys.
John Dickinson is a founder member of the
WWF 95+ group, which is committed to
promoting legal and sustainable development
in connection with timber procurement.

In addition to the Group’s primary focus on
safety and the environment, the Group places
considerable importance on its dealings with
its employees and local communities.

Employees

The Group maintains its focus on creating
an environment in which its people meet the
Group’s objectives while feeling that they
are well managed, treated with respect and
able to fulfil their own potential. Qur
divisions and businesses organise training
and development programmes to meet their
specific needs for raising operational
performance and career development. Five
St Regis employees successfully completed
the open MBA section of its management
development programme, accredited by the
University of Derby, which has involved
over 70 supervisory, operational and
general business managers, Over 20

DS Smith Packaging junior, middle and
senior managers also participated in this
development programme during 2003/04.
St Regis undertook a division-wide employee
communications survey, which is providing
the basis for developing plans for increased

employee involvement. A number of UK
sites have Investors in People accreditation
and DS Smith Plastics, Gloucester is now
working towards the recently introduced
Leadership and Management module. Spicers
has launched a new e-learning initiative,
open to all its UK employees, to supplement
existing training progranunes.

The Group is committed to applying

equal opportunities inn all recruitment and
employment practices. It is also committed,
as a ninimum, to meeting the labour rights
and legislation requirements in each of the
countries in which it operates.

Community invelvement

The main focus of our community involvement
is through our individual businesses and their
various initiatives to foster good relations
with local communities. The Group supports
charitable fund-raising activities through
cash contributions and in the form of product
and services or staff time. The majority of
the modest amount of money donated by the
Group is given by individual operating units,
principally to causes in their local communities.
Donations by the Group headquarters are
focused on a small number of educational,
training and support causes that help young
people become involved in business and
working life. The Group is a member of
Business in the Community and donates

to The Prince’s Trust. During 2004, John
Dickinson is running a major cause-related
marketing camnpaign for its Plus Fabric
envelopes which is expected to resultin a
substantial contribution to the National Society
for the Prevention of Cruelty to Children.
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CORPORATE GOVERNANCE

The Company is committed to the principle
and application of sound corporate governance,

The Company has complied throughout the
financial year with all the provisions of the
Code of Best Practice set out in Section 1
of the Combined Code on Corporate
Governance except as stated below in respect
of Remuneration Committee membership
{Combined Code B.2.1). The Combined
Code was substantiafly revised in 2003
following the publication of the Higgs and
Smith reports, taking effect for financial
vears beginning on or after 1 November
2003. The Board has an ongoing review

of its corporate governance policy and has
implemented some changes to take account
of the Combined Code and best practice.

Board and Board Committees

The role of the Board

The Board is collectively responsible for
promoting the success of the Company by
directing and supervising the Company’s
affairs. The Board’s role is to provide
leadership of the Company within a
framework of prudent and effective controls
which enable risk to be assessed and managed.

The Board sets the Company’s strategic
aims and ensures that the necessary financial
and human resources are in place for the
Company to meet its objectives and reviews
management performance.

In addition, the Board sets the Company’s
values and standards and ensures that its
obligations to its shareholders and others
are understood and met.

The Board currently comprises three
Executive and six non-Executive Directors.
The offices of Chairman and Group Chief
Executive are held separately. Mr R G Beeston
is the Senior Independent Director. During
the year each of the non-Executive Directors
has at ail times acted independently of
management and has no relationships which
would materially interfere with the exercise
of their independent judgement and
decision making. It is recognised that

Mr D R Piette is not considered a fully
independent non-Executive Director
because of his fength of service.

The Board meets a minimum of eight times
per year. All Board members attend all Board
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and relevant Committee meetings unless
exceptional circumstances prevent them
from attending.

The Board and its Committees, as detailed
below, receive timely information of a quality
that enables them to carry out their reles
effectively. All Directors have access

to the advice and services of the Company
Secretary. A procedure is in place for any
Director to take independent professional
advice in the furtherance of his dutics at

the Company’s expense. The Directors are
provided with opportunities for training

to ensure that they are kept up to date on
relevant new legislation and changing
commercial risks. New Directors are given
appropriate induction training, including site
visits 6 major business units. During the year
the Board carried out a comprehensive self-
appraisal which was led by the Chairman
and the Senior Independent Director, The
appraisal included the performance of Board
Committees, All Directors and the Company
Secretary participated in the exercise. During
the current financial year the Board intends
to repeat the process. The non-Executive
Directors meet separately at least once a year
to appraise the Chairman’s performance.

Board Committees

The principal committees of the Board are
the Audit, Remuneration and Nomination
Committees. The Audit Committee comprises
independent non-Executive directors. In
order to comply with the new Corporate
Governance provisions, Mr A P Hichens,

as Chairman of the Company, retired as a
member of this Committee on 19 April 2004,
The Remuneration Committee comprises
independent non-Executive Directors with
the exception of Mr Piette, who is no longer
considered an independent non-Executive
Director by reason of his length of service.
The Nomination Committee comprises the
Chairman, the Group Chief Executive and
Mr Beeston, the Senior Independent Director.
All Board committees bave wrilten terms

of reference agreed by the Board. A copy

of these is available on the Company’s
website. The Audit Committee is chaired

by Mr P M Johnson, the Remuneration
Committee is chaired by Mr Beeston and

the Nomination Committee is chaired by

Mr Hichens. The Board has used the criteria

proposed by the National Association of
Pension Funds for determining whether
a non-Executive Director is independent,

Audit Committee

The responsibilities of the Audit Committee,
which meets at least three times a year, cover
all the points recommended by the Combined
Code. The Committee monitors the Group’s
accounting and financial procedures,
including the discussion of the accounting
implications of major transactions, and
receives regular reports on the review

of internal controls. The Committee is
responsibie for the review of the annual
accounts and interim statement and meetings
with the external Auditor. The Audit
Comunittee receives written confirmation
from the external Auditor as to any
relationships that might have a bearing

on its independence. The external Auditor
also confirmg whether it considers itself
independent within the meaning of the UK
regulatory and professional requirements,

The Committee has adopted a policy on the
supply of non-audit services by external
auditors. The external Auditor is permitted
to undertake some non-audit services, for
example tax compliance and advisory services
and due diligence activities associated with
potential acquisitions and divestments.
Non-audit services and fees are reported to
the Audit Committee twice a year. For
guidance, annual non-audit fees payable to
the extemal Auditor should not exceed 75%
of the annual Group audit fee without prior
formal approval of the Committee. Approval
for permitted non-audit services are sought
as required by the relevant Group policy.

Nemination Commitiee

The Nomination Commitiee considers

the appointment of Directors, reviews
succession planning at Board level, and
makes recommendations to the Board as

a whole. A rigorous process is in place for

the appointment of new Directors, involving
the use of external recruitment consultants,
where appropriate, followed by meetings both
with the Committee and then with the Board.

Remuneration Commitiee

The Remuneration Committee is responsible
for determining the remuneration of the
Executive Directors, the Company Secretary




and senior management. Mr Piette, a member
of this Committee, is not considered fully
independent in accordance with current
corporate governance guidelines, by reason
of his length of service. However he provides
an international view on remuneration and
continues to provide an objective opinion.
The Report on Remuneration is set out on
pages 28 to 34.

Other Board Committees

The Board has delegated certain powers,
mainly of a routine nature, to the General
Purposes Conumittee, which comprises the
Group Chief Executive and the Group
Finance Director under the chairmanship
of the Group Chief Executive.

Relaticns with shareholders

The Company has a programme of regular
meetings (which sometimes includes the
Chairman and the Senior Independent
Director), site visits and results briefings
with its major institutional shareholders,
which provides opportunitics to discuss

the progress of the business. The Board also
receives feedback from major shareholders
in the form of independently prepared
reports. The Annual General Meeting is
used as an opportunity to communicate with
private shareholders, including a short
presentation on the business and current
trading position as well as an opportunity
for questions from investors to the Chairman
of the Board and the chairmen of the Audit
and Remuneration Committees. Regular
communication with shareholders also

takes place through the annual and interim
reports and via the Company’s website
www.dssmith.uk.com.

Internal control

The Board has overall responsibility for the
Group’s system of internal control and for
reviewing its effectiveness. Such a system,
however, can only be designed to manage
rather than eliminate risk and can therefore
provide only reasonable and not absolute
assurance against material misstatement
or loss. In accordance with the Turnbull
Committee guidance, the Company
established the procedures necessary to
ensure that there is an ongoing process

for identifying, evaluating and managing
the significant risks to the Group, These

procedures have been in place for the whole
of the financial year ended 30 April 2004
and up to the date of the approval of these
financial statements.

The Board determines the objectives and
broad policies of the Group. It meets regularly
and there is a schedule of matters which

are required to be brought to it for decision.
The Board has delegated to management the
responsibility for establishing a system of
internal control appropriate to the business
environments in which the Group operates.
Key elements of this system include:

* a set of Key Corporate Values which have
been communicated to all concerned,

a clearly defined divisionalised
orgatisation structure for monitoring
the conduct and operations of individual
business units;

clear delegation of authority throughout
the Group, starting with the matters
reserved for the Board,

a formal process for ensuring that key risks
affecting all the Group’s operations are
identified and assessed on a regular basis,
together with the controls in place to
mitigate these risks. Risk consideration

is embedded in decision-making processes.
The most significant risks are periodically
reported to the Board and considered by it;

-

the preparation and review of comprehensive
annual divisional and Group budgets and
an annual review and approval by the
Board of the corporate strategy;

the monthly reporting of actual results
and their review against budget, forecasts
and the previous year, with explanations
obtained for ali significant variances;

-

clearly defined policies for capital
expenditure and investment, including
appropriate authorisation levels, with larger
capital projects, acquisitions and disposals
requiring Board approval;

* procedure manuals laying down common
contrel procedures and policies to apply
throughout the Group;

« formal quarterly meetings between central
and divisional management to discuss

strategic, operational and financial issues.
The Group's operational audit function
undertakes regular reviews of the Group’s
operations and their systems of internal
control. The work of the function is
overseen by the Andit Committee, which
regularly reviews its plans and activities.
The Diractors can confirm that they have
reviewed the effectiveness of the Group’s
system of internal control. This exercise
included a process of self-certification
by senior divisional management in
which they confirmed that their divisions
have complied with Group policics and
procedures and reported any significant
control weaknesses identified during

the past year. It also involved reviewing
the results of the work of the Group’s
operational andit function and the risk
identification and management processes
identified above.

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 62,
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REPORT ON REMUNERATION

In accordance with the Directors” Remuneration
Report Regulations 2002, shareholders’
approval of the Remuneration Report will

be sought at the forthcoming Annual General
Meeting. The Remuneration Report has

been approved by the Board of Directors.

{a) Composition and role of the
Remuneration Committee {‘the Commitiee’)
The Committee consists entirely of
non-Executive Directors. The members

of the Committee are Mr R G Beeston
(Chairman}, Mr C J Bunker, Mr P M Johnson,
Mr R E C Marton and Mr D R Piette. They
are all independent, with the exception of

Mr Piette, who is not considered a fully
independent non-Executive Director due

to his length of service. The members of

the Committee have no personal financial
interest, other than as shareholders of the
Company, in the matters 1o be decided by the
Committee, no potential conflicts of interest
arising from cross-directorships and no day-
to-day involvernent in running the business.

The Comimittee operates under written terms
of reference agreed by the Board and is
responsible for detenmining the remuneration
of Executive Directors. It also considers the
remuneration of senior executives reporting
to the Group Chief Executive (taking into
account recommendations from him), and the
incentives of senior executives reporting to
the other Executive Directors.

{b) Compliance

The Board, in conjunction with the Committee,
has taken the necessary steps to ensure that
the Company complies with the provisions
of the Combined Code (‘the Code’), which
relate to Dircctors’ remuneration. Certain
disclosures in this Report fall within the
scope of matters for review by the Auditor.

(c) Advisers to the Committee

New Bridge Street Consultants LLP have
been appointed by the Committee to provide
advice on the remuneration of Executive
Directors and other managers. New Bridge
Street Consultants LLP also provide advice
to the Conipany in connection with the
operation of the Company’s employee share
schemes. The Committee consults with the
Chairman of the Company and with the
Group Chief Executive, who may attend

a meeting of the Committee on matters
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which do not directly affect them, although
they are not involved in deciding their own
remuneration. The Committee is assisted

by the Company Secretary and the Human
Resources Director, and receives advice from
Mercer Human Resource Consulting, the
Actuary to the Company’s pension scheme,
in relation to Executive Directors’ pensions.

{d) General pelicy on remuneration

The Committee’s overall policy is to ensure
that the remuneration packages enable the
Company to attract, retain and motivate
Executive Directors and other senior managers
of sufficient calibre to meet the Company’s
needs. In addition, the remuneration packages
are designed to align the interests of executives
and shareholders and to link a significant
proportion of executives’ remuneration to
performance. To achieve this, the Company’s
normal approach is to set basic salaries at
around median levels relative to analogous
businesses, whilst operating cash and share
incentive schemes which are linked to the
achievement of short-term and long-term
performance targets. The remuneration
package is described more fully in the
remainder of this report, but the main
elements are as follows:

+ basic salary

* pension provision

+ annual bonus scheme

+ long-term incentives, comprising:

(i) share option grants under the Executive
Share Option Scheme; and

(ii) subject to sharcholder approval at the
Annual General Meeting, awards under
the Long-Term Incentive Plan.

Basic salaries and pension provision are not
linked to performance (except when basic
salaries are reviewed), whilst payments under
the annual bonus scheme, the Executive
Share Option Scheme and the Long-Term
Incentive Plan are wholly dependent upon
performance against agreed targets.

{e} Basic salaries

The basic salaries of Executive Ditectors are
reviewed annually on 1 August, in conjunction
with other aspects of remuneration. The basic
salary for each Executive Director is targeted
at the rates of salary for similar jobs within

a selected group of analogous UK businesses

with substantial overseas operations, and
relative to UK companies generally with
similar market capitalisations. As noted
above, the Company’s normal policy is to
set basic salaries at around median levels,
When determining the level of salary, the
Committee 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 also considers relevant
information on the remuncration of other
senior executives and the pay of employees
elsewhere in the Group and, where
appropriate, communicates its views on the
levels of such remuneration to the Group
Chief Executive. During its deliberations,
the Committee has regard to salary levels
in other countries where this is relevant
for any non-UK senior executive,

The table of emoluments of the Dircctors
is given on page 31.

{h Annual bonus

The Executive Directors participate in an
annal bonus scheme which has been
approved by the Committee. For the financial
year 2003/04, the maximum annual bonus for
Executive Directors was set at 80% of basic
salary, half of which was receivable in cash
and half i shares under the Restricted Share
Plan receivable on the third anniversary of
the award. The outcome of the results for the
financial year 2003/04 mean that an annual
bonus of 35% of salary is payable in respect
of the financial year ended 30 April 2004
(2002/03: 60%).

Following a review of incentives during

the year, the Committee has determined that
in the scheme applicable to the Executive
Directors for the financial year 2004/05, the
maximum value of the bonus will be reduced
to 60% of basic salary at 31 July 2005,
payable in cash. The Restricted Share Plan
will cease to be operated. The amount of
annual bonus payable to Mr A D Thomc and
Mr G M Morris for the financial year 2004/05
will be dependent entirely upon the Company’s
earnings per share performance relative

to targets determined by the Committee

at the start of the year and for Mr J-P Loison
will be based 50% on eamings per share
performance and 50% on targets, as




determined by the Committee, for the
Kaysersberg Packaging Division.

The annual bonus scheme is not contractual
and bonuses under the schemc arc not
eligible for inclusion in the calculation

of the participating Executive Directors’
pension scheme benefits.

As far as practicable, the scheme has

been extended to divisional executives.
However, their bonus schemes are based

on differing criteria relating to the operating
performance targets of the division in which
they are cmployed.

(g} Long-term incentives

In the 2003/04 financial year, in addition to
annual bonus schemes, the Company operated
an Executive Share Option Scheme for
executives. Having reviewed the current
incentive plans, the Remuneration Committee
has decided to restructure them so that there
is a greater focus on long-term performance,
partly measured on the basis of total

shareholder return relative lo other companies.

Accordingly, as outlined above, the annual
bonus potential has been reduced and the
Restricted Share Plan will no longer be
operated. Additionally, shareholder approval
will be sought at the Annual General Meeting
for the adoption of a new Long-Term
Incentive Plan to complement the Executive
Share Option Scheme.

In order to ensure that the aggregate award
levels executives receive under the Long-
Term Incentive Plan and the Executive
Share Option Scheme are not excessive,

in cases where executives are granted
awards under both schemes in the same
year, the maximum awards for the most
senior executives under each scheme will
not exceed 75% of salary worth of shares,
unless there are exceptional circumstances
such as a high level recruitment or promotion,
in which case the annual limit will be 100%
of salary worth of shares under each scheme.

In conjunction with the adoption of the Plan,
senior executives will be expected to retain
in shares half of the after-tax gains on the
vesting of awards until they have built up a
shareholding equal to 100% of salary in the
case of Executive Directors and 50% in the
case of other semior executives.

{i)

Executive Share Option Scheme

An Executive Share Option Scheme

is operated for Executive Directors and
other senior executives. The Committee
grants approved and unapproved options
to UK and overseas executives on

a phased basis.

The exercise of any options granted under
this Scheme is subject to the achievement
of long-term performance conditions.

The target for future options granted

will be that the growth in the Company’s
normalised eamings per share must match
or exceed the growth in the UK Retail
Prices Index plus an average of 3% per
annum over the three year period
following grant, with no retesting facility.
The base financial year for the purposes
of measuring earnings per share

growth will be the financial year prior

to the grant date. Normally, no part of

the option may be exercised unless the
performarce target has been achieved.

Long-Term Incentive Plan

Shareholder approval will be sought

at the Annual General Meeting for the
adoption of this plan. Full details of
the plan are contained in the Notice

of Annal General Meeting on page 64.
The key features of the plan are that:

« awards will be made to selected
Executive Directors and other senior
executives over shares in the Company;

* performance will be measured over
a single period of three financial years;

+ awards will vest based on the Company’s
total shareholder return {being the
increase in share price and the value
of reinvested dividends) compared to
a comparator group of companies.

The Committee has determined that the
constituents of the FTSE Mid 250 Index
(excluding investment trusts) should be
the comparator group for initial awards;

+ if the Company’s total shareholder
rcturn is ranked at the upper quartile
of the group or higher, the full award
will vest reducing on a siraight-line
basis to 30% of the award vesting for
median performance. None of the award
vests for below median performance;

» additionally, no awards will vest,
irrespective of total shareholder return
performance, unless the Company’s
eamnings per share growth matches
or exceeds the growth in the Retail
Prices Index over the three year period.

The executives’ long-term incentives,
therefore, take into account the Company’s
absolute share price performance (via the
grant of market value share options), its
relative performance (via awards under
the Long-Term Incentive Plan, based

on total shareholder return) and its
underlying financial performance (via the
earnings per share performance condition
that applies to share options and awards
under the Long-Term Incentive Plan).
The Committee considers that this will
provide for the most robust assessment
of the Company’s long-term performance,

The earnings per share figures are
derived from the audited accounts and
the verification of the calculation of
earnings per share growth as well as

the total shareholder return calculation
will be performed by New Bridge Street
Consultants LLP, in their capacity as
advisers to the Committee,

The Executive Directors are also eligible to
participate in the DS Smith International
Sharesave Scheme, which is an all-
employee share scheme approved by the
Infand Revenue. This scheme does not
contain performance conditions, since the
Inland Revenue requires that options must
be offered 1o all eligible employees on the
same terms, without performance conditions.

The intercsts of the Dircctors in the
share capital of the Company and details
of options granted to date under the
Executive Sharc Option Scheme are
shown on pages 33 and 32 respectively.

(h} Benefits in kind

Mr Thorne has the provision of a company
car and a driver and free fuel. Mr Morris
receives a car allowance. Mr Thome and

Mr Meorris both receive unapproved life
cover, permanent health insurance and private
medical cover. Mr Loison receives from
Kaysersberg Packaging S.A.S. life cover,

a car allowance, free fuel, private medical
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cover and his utility and telephone bills are
also paid for by Kaysersberg Packaging.

{i) Pensions

Mr Thorne and Mr Morris participate in

a funded contributory defined benefit pension
scheme with death in service cover. Subject
to the variations mentioned below, the Group
provides pension benefits for UK-based
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 maximum pension
of two-thirds of their final pensionable pay.

As far as possible, the benefit is provided
through the Inland Revenue Approved Group
Pension Scheme, in which other employees
of the Group participate. In the case of

Mr Thorne, whose benefits are subject to the
Intand Revenue ‘earnings cap’, the Company
has given a promise to provide the balance
through a non tax-approved unfunded
arrangement. The total accumulated unfunded
provision at 30 April 2004 is £3.3 million
(£3.1 million}, £0.5 million of which relates
to Mr Thome.

In the case of newly appointed UK-based
Executive Directors, the Company’s normal
policy under the current legislation in
relation to the earnings cap is to provide
compensation by way of a cash supplement,
rather than by way of a funded or unfunded
arrangement. Accordingly, Mr Merris
receives a cash supplement of £40,000 per
annum. This payment is not pensionable
and is not considered as salary for the
purpose of calculating any bonus payment.

Life cover of four times basic salary is
provided under the Approved Scheme on death
in service in addition to spouses’ pensions of
two-thirds of the members” prospective
pensions plus dependants’ benefits. For those
UK-based Executive Directors whose
benefits are restricted by the ‘earnings cap’,
optional additional [ife cover is available.
Spouses’ pensions on death after retirement
are two-thirds of the members’ pensions,
before any reduction for early retirerent

or commutation of pension for cash.

Pensions in payment are increased annually
in line with the increase in the UK Retail
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Prices 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, including UK-based Executive
Directors, contribute to the Approved Scheme
at the rate of 6% of their pensionable pay,
subject to a maximum, for those affected,

of 15% of the earnings cap.

Members have the option of paying
Additienal Voluntary Contributions. Neither
the contributions nor the resulting benefits
are included in the table on page 33.

Mr Loison participates in: a funded defined
benefit pension scheme, which does not
require an employee contribution. The Group
provides pension benefits for Mr Loison at
his normal pension age of 65 based on an
accrual rate of one fortieth with reference

to final average salary equal to the average
of the last full five years’ annual salaries
preceding retirement, less any offset pensions.

This benefit is provided as a supplementary
arrangement to the mandatory national
programme, which operates on a pay-as-you-
go basis and supplements social security
bencefits. Benefits under these arrangements
are dependent on salary progression during
an individual’s career.

A charge over certain assets of the Company
has been made as security against future
pension payments pirsuant to the non-tax
approved unfunded pension arrangements
on behalf of two former Directors,

Mr D F Buttfield and Mr J P Williams.

(i) Service coniracts and compensation
The Committee’s general policy is that

the nofice periods for Executive Directors
appoinited in future will not exceed one year,
although on appointment it may be necessary
in exceptional cases to offer a longer initial
period which reduces to ane year or less
after a specific date. In addition, service
contracts for newly appointed directors

will not normally include liquidated damages
provisions. Instead, the payment of any sums
duc on the termination of employment by

the Company will be determined pursuant

to general contractual principles, and with

full recognition of a Director’s duty to
mitigate his loss.

The service contract for Mr Thome is
dated 28 February 2001 and expires when
he reaches his normal retirement age of 60.
It may be terminated by 12 months’ notice
by the Company and by Mr Thorne. The
Company may terminate the contract with
immediate effect, in which case it must make
a payment equating to 12 months’ basic
salary, plus an equal payment in respect

of the loss of his contractual benefits.

The service contract for Mr Morris is
dated 5 November 2002 and cxpires when
he reaches his normal retirement age of 60.
It may be terminated by 12 months’ notice
by the Company, and by Mr Morris. The
Company may terminate the contract with
immediate effect, in which case it must make
& payment equal to 12 months’ basic salary,
plus an equal payment in respect of

the loss of his contractual benefits. The
service contract for Mr Loison is dated

9 December 2003. This is in addition to
his employmient contract with Kaysersberg
Packaging S.A.S. (a wholly owned French
subsidiary of the Company), dated

22 March 1994, The contract with the
Company is terminable by the Company
giving 12 months’ notice or by Mr Loison
giving six months” notice. The contract
with Kaysersberg Packaging S.A.S. is

also terminable by that company giving

12 months’ notice or Mr Loison giving

six months’ notice.

|k} Policy on external appointments
Executive Directors are allowed to accept
external appointments as a non-Executive
Director of up to two other companics
provided that these are not with competing
companies and are not likely to lead to
conflicts of interest. In normal circumstances,
the Chief Executive may not accept more
than one external appointment. Executive
Directors are normally allowed to retain
the fees paid from these appointments.
Currently no Executive Director has an
external appointment.

I} Fees for non-Executive Directors
The remuneration for non-Executive
Directors consists of annuat fees for their
services as members of the Board and,




where relevant, for their work on selected
committees. Non-Executive Directors, other
than the Chairman, have letters of appointment
for a term of three years whereupaon they are
normally renewed but for no more than three
terms in aggregate. Mr Piette has a rolling

12 month letter of appointment from the
Company. Their respective dates of
appointment are shown on page 22.

The Chairman’s letter of appointment
provides for his appointment to continue
until further notice, subject to review by the

m) Direclors’ emoluments {auditable)

Board no later than 30 September 2005. His
appointment may be terminated immediately
by the Company if he is not re-elected at
any general meeting of shareholders (or on
giving nine months’ notice if this ocours in
connection with a change of control of the

Company); or on the Chairman giving not less

than six months’ notice; or on the Company
giving not less than 12 months’ notice. If his
appointment is terminated by the Company
without notice, the Company may make a
payment in lieu of notice. The remuneration

of non-Executive Directors is determined by
the Board on the advice, from titne to time, 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 pension scheme membership and do
not participate in any of the Group’s
annual bonus, share option or other
incentive arrangements.

Pansion Pension
Annual Deferred Pension 2004 2003 contributions conlributions
Sa|0l’y/fees banus. bonus Benefits supplement total total 2004 2003
£'000 £'000 £°000 £000 £°000 £'000 £000 £000 £000
Chairman
A P Hichens 150 - - 34 - 184 175 - ~
Chief Executive
A D Thorne 390 &9 &9 23 - 551 609 15 14
JP Loison o7 31 31 6 - 165 - - -
Finance Director
G M Merris 236 41 4] 19 AQ 377 209 & 3
Non-Executives
R G Beeston 44 - - - - 44 37 - -
C J Bunker 14 - - - - 14 - - -
P M Johnson 42 - - - - 42 39 - -
R E C Marton 35 - - - - 35 33 - ~
D R Piette 40 - - - - 40 38 - -
Total 1,048 141 141 82 40 1,452 1,140

Mr Merris is subject fo the Inlend Revenue ‘ecrnings cop’ and therefore he received during the year an additicnal

non-pensionable payment.

Mr Loison’s salary and benefits in kind from Kaysersberg Packaging S.A.S. are paid in euros and have been converted to sterling

at the average exchange rate for the year.

The deferred bonus has been included in the table above as it was awarded in respect of the results for the financial year 2003/04.
Shares in DS Smith Ple to the value of the deferred bonus will be purchased on 1 August 2004 and held in the Restricted Share Plan.
The shares are fransferred to the participants on the third anniversary of the awaord, but lapse on termination of employment. The total
emoluments of Mr Thorne excluding the deferred bonus were £482,000. The total emcluments of Mr Morris excluding the deferred
bonus were £336,000, The tofal emoluments of Mr Leisen excluding the deferred bonus were £134,000.
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{n) Directors’ interests in share options {auditable)
Directors interests in share options over ordinary shares are as follows:

Gptions Cplions Oplions
Qptions granted exercised  lapsed Options Daltes

held at during during during held a Exercise fram which  Expiry

MNome of Director 30 April 2003 the year the year the year 30 April 2004 price {p} axarcisable  dote
A D Thorne 428,880 - - - 428,880 139.89 2Mar 04 1 Mar 11
215,834 - - - 215,834 13896 27Jul04 261 1
243,979 - - - 243,979 13523 26005 25012
— 241,245 - - 241,245 14922 31 Jul 06 30Jul 13
}P Loisan 85,528 - -~ - 85,528 254.50 4 Aug %7 3 Aug 04
88,415 - - - 88,415 169.62 30l 00 29 Jul 07
61,313 - - - 461,313 187.94 31 )0l 01 30 Jul 0B
9.515 - - - @515 16712 30l 02 29 Jul 09
93,751 - - - 93,751 155.08 50ct02 4009
93,547 - - - 93,547 159.85 31 Jul03 3010
124,497 - - - 124,497 139,37 27104 26l 11
128,988 - - - 128,988 151.53 26Jul05 2512
142,779 - - - 142,779 14872 310l G6 30)ul 13
G M Morris 161,152 - - - 161,152 142.69 18 Dec 05 17 Dec 12
- 154,129 - - 154,129 14922 31 Wl 06 30013

*or at date of appointment

During the year the Compony made a one-forfive rights issue. The number of shares under optficn and the option price of these shares
under option held have been adjusted accordingly.

All of the above optfions were granted for nil consideration.

The market price of the ordinary shares at 30 April 2004 was 172.0p and the range [adjusted for the rights issue) during the year
was 139.0p te 178.1p.

Aggregate gains made by directors on exercise of share options in the year were £nil (€nil).
All options will be exercisable from the dates stated above, subject o them satisfying the performance target stated on page 29,

|o} Directors’ interests under the Restricted Share Plan [ouditable)
The Company has cperated the Restricted Share Plan, which is described on page 28. The Restricted Share Plan will cease
to be operated with effect from the financial year 2004/05. Details of the Directors’ interests in the Plan are as follows:

Awards

granted/ Awards Interests

Interests under commitments lapsed/ Market price  Market price under
the Plan ot made erystillised Dote on dale of dote scheme at Exercischle Expiry
Executive Directors 30 April 2003 during year in year of award of award  of exercise 30 April 2004 Fom date
A D Thome 7,705 _ - _ _ ~ 7705 1Aug04 31 Juy08
- 71,774 - - - - 71,774 1 Avg 06 31 July 10
P Loison 18,508 - - - - - 18,508 1 Aug 03 31 July 07
19,140 - - - - - 19,140 1 Aug 04 31 July 08
21,196 . . . - ~ 21,196 1Aug0S 31 July 09
42,349 - - - - - 42,349 1 Aug Q6 31 July 10
G M Marris - 28219 - - - - 28,219 1 Aug 06 31 July 10

*or at date of appointment
During the year the Company made a oneforfive rights issue and the Directors’ interests in the Plan have been adjusted accordingly.

The exercise price is £1 in total, the grant being given in relation to the deferred bonus for the years ended 1999/00, 2000/01,
2001/02 and 2002/03 under the Restricted Share Plan described on page 28.
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{p} Directors’ interests in shares
The beneficial interests of the Directors and their families in the ordinary shares of the Company were as shown below. Each Director
who held shares at the fime of the rights issue, tock up his full entitement under the terms of the rights issve.

30 April 2003* 30 April 2004
Name of Director Beneficia!  Nonbeneficial Benelicial  Nonbeneficial
A P Hichens 385,000 - 462,000 -
A D Thorne 47,000 - 56,400 -
JP Loison - - - -
G M Morris - - - -
R G Beeston 25,000 - 30,000 -
C ] Bunker - - 10,000 -
P M Johnson 25,000 - 30,000 -
R £ C Marton 25,000 - 30,000 -
D R Piette - - - -

*or at date of appointment

Any ordinary shares required to fulfil entiflements under the Executive Share Option Scheme and the Restricted Share Plan may be
provided by the David S Smith Group General Employee Benefit Trust (‘the Trust'). As beneficiaries under the Trust, the Executive
Directors are deemed to be inferested in the shares held by the Trust which, af 30 April 2004, amounted to 1,704,439 ordinary shares.

{q) Directors’ pension entiflements [auditable)
The following UK-based Executive Directors had accrued entiflements under defined benefit schemes as follows:

Transter

value of net
ircrease in Total chorge
Increase  Total accrued accruol over  Tronsfer value  Transfer volue  in value during
Employee  Gross increase in accrued pension al period {net of accrued of accrued  period [net of
contributions paid in accrued pension net 30 April of Directer’s  pension ot 30 pension ot 30 Director’s
during the pension of inflation 2004 coniribution) April 2004 April 2003 coniribufion]
peried 1M 2} 3 14 [} {6} 7
Nome of Diractor £ £ £ £ £ £ £ £
A D Thorne 14,887 13,969 13,196 41,555 169,457 580,333 357,624 207,822
G M Morris 5,955 3,370 3,317 5,260 36,066 66,635 21,357 39,323
JP Loison Y] 1,489 1,489 34,557 15,378 356,913 333,453* 23,460

Pension accruals shown are the amounts which would be paid annually on retirement based on service to the end of the year.
Transfer values have been calculated in accordance with version 8.1 of guidance note GN11 issued by the actuarial professien.

The value of net increase {4} represents the incremental value to the Direcior of his service during the year, calculated on the assumption
service terminated at the year end. It is based on the accrued pension increase (2) after deducting the Directors’ contribufion.

The change in transfer gap value {7} includes the effect of fluctuations in the transfer value due to factors beyond the control of the
Company and Directors, such as stock market movements. It is caleulated ofter deducfing the Directors’ contribution and deducting
pension benefits payments made to those employses who retired during the year.

*Mr Loison became a main Board Director on ¢ December 2003. Consequently, his 2003 figures are as at 9 December 2003 instead
of 30 April 2003 and no allowance has been made for inflation up to 30 April 2004,
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{r} Total Shareholder Return performance

The following graph illustrates the Company’s total shareholder return performance since
1 May 1999, in accordance with paragraph 4 of the Direciors’ Remuneration Repert
Regulations 2002, relative to the FTSE Mid 250 Index.

The Company is @ member of the FTSE Mid 250 index and, accordingly, this index
is considered to be the most appropriate comparator group for this purpose.

TOTAL SHAREHOLDER RETURN {Source: Thomson Financial)

2002 2004

M Smith (OS] M FTSE Mid 250 Index

This graph locks at the value, by 3C April 2004 of £100 invested in Smith {DS) over the
last five financial years compared with that of £100 invested in the FTSE Mid 250 Index.
The other peints plotted are the values at intervening financial yearends.

!
A
On behdlf of the Board /Il \LU .

Bob Beeston
Chairman of the Remuneration Committee
23 June 2004
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DIRECTORS’ REPORT

The Directors submit their Annual Report
and the audited financial statements for the
financial year ended 30 April 2004,

Principal activities and business review
The Company acts as the holding company
of a group, which, during 2003/04, was
engaged in the production of corrugated
and plastic packaging and of paper, primarily
from recycled waste, and the distribution
of office products. A full review of the
activities during the financial year ended
30 April 2004 and future developments is
given in the Chairman’s Statement, Chief
Executive’s Review and in the Operating
and Financial Reviews on pages 4 to 21.
The principal subsidiary undertakings are
listed in note 32 on page 62.

Results for the year
The financial results are shown on pages 38
to 62.

Dividends

An interim dividend of 2.8p net per ordinary
share was paid on 9 March 2004 and the
Directors recommend a final djvidend

of 5.6p net per ordinary share, making

a total dividend to be paid for the year of
8.4p (2002/03: 8.8p) net per ordinary share.
The final dividend of 5.6p per ordinary share,
together with the restated interim dividend

of 2.6p, maintains the total dividend for the
year, restated for the rights issue, at 8.2p.
Subject to approval of shareholders at the
Annual General Mecting to be held on

10 September 2004, the final dividend will be
paid on 21 September 2004 to shareholders
on the register at the close of business on

20 August 2004, The dividends per ordinary
share stated above are those actually paid

or to be paid. Neither the interim or prior
year dividend per ordinary share figures have
been restated for the bonus element inherent
in the rights issue, details of which are given
below. Historic dividends per share have been
restated in the five year summary on page 63.

Share capital

64,540,651 new ordinary shares were issued
fotlowing the one-for-five rights issue
announced on 4 March 2004. These shares
were fully subscribed, resulting in total
proceeds on issue of £76.4 million (net of
expenses). These new shares ranked equally
in all respects with the existing ordinary

shares. Pursuant to the Company’s employee
share option schemes, 1,207,282 ordinary
shares of 10p each were issued during the
year. 9,480 shares pursuant to the Company’s
employee share option schemes were issued
between 30 April 2004 and 23 Fune 2004
inclusive. Under the rules of the Company’s
share option schemes and fellowing Inland
Revenue approval, adjustments were made
to the optien price and to the number of
ordinary shares under option for all options
outstanding as at the date of the rights issue.
The Company has not utilised its authority
to make market purchases of shares granted
to it at the 2003 Annual General Meeting
but will be seeking to renew such authority
at this year’s meeting.

Substantial shareholders

At 23 June 2004, the Company has been
informed of the following notifiable interests
in its issued ordinary share capital:

Ordinary

shares held %
Deutsche Bank AG 47,139,699 12.17%
Henderson Global
Investors 38,500,968 9.94%
Newton
Management Ltd 24,301,501  6.27%
Standard Life
Investments 17,350,266  4.48%
Llegal & General
Investment
Management Ltd 13,147,225 3.39%

Acquisitions and disposals

On 3 March 2004 the Group announced

its intention fo acquire LINPAC Containers
Group, a UK manufacturer of corrugated
packaging. The acquisition was subject to
the approval of shareholders, which was
given at the EGM on 22 March 2004, The
net cost of the acquisition was £167 million
including all fees for the transaction.

In October 2003 the Group acquired the
business and certain assets and liabilities
of the Macfarlane Group Plc corrugated
packaging operations at Dundee, Govan
and North Shields. One of these plants and
a DS Smith Packaging shect plant were
subsequently sold in March 2004.

Research and development

The Group recognises the importance

of continuing to invest in research and
development. Tt 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 and expenditure is not significant.

Directors

The biographies of the present Directors are
on page 22. All the present Directors served
throughout the year except as follows:

Mr C J Bunker was appointed as a non-
Executive Director and Mr J-P Loison was
appointed as an Executive Director of the
Company on 9 December 2003, Other than
as previously disclosed in this Report and

in respect of existing service agreements,

no Director, either during or at the end of the
financial year, has been materialky interested
in any significant cotitract or arrangement

in relation to the Group's business.

Re-election of Directors

The Articles of Association require that ali
Directors who are subject to retirement by
rotation retire every three years, but they are
eligible to submit themselves for re-election
by the shareholders. The Directors retiring by
rotation at the Annual General Meeting on
1¢ September 2004 are Mr A D Thorne,

Mr R G Beeston and Mr D R Piette but,
being eligible, they offer themselves for
re-election at the Meeting. Mr Bunker and
Mr Loison having been appointed to the
Board since the last Annual General Meeting
and in accordance with the Articles, retire
from office at the Meeting and, being eligible,
offer themselves for election. Mr Loison has
a service contract with the Company. This is
in addition to his employment contract with
Kaysersberg Packaging S.A.S. (a wholly
owned French subsidiary of the Company).
The contract with the Company is terminabie
by the Company giving 12 months’ notice.
The contract with Kaysersberg Packaging
S.A.S. is also terminable by that company
giving 12 months’ notice.
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Directors’ interests in shares

The interests of the Directors and their
immediate families in the ordinary shares of
10p cach of the Company, including options
granted but not yet exercised under the
Executive Share Option Schemes, were as
shown in the tables on pages 32 and 33,
There were no changes in the interests of
the Directors or their immediate families

in the issued ordinary share capital of the
Company between 30 April 2004 and

23 June 2004 inclusive,

Emplayee involvement and communications
The Group is committed to effective employee
communications to promote the understanding
and involvement of all its employees in the
Group’s business objectives and performance.
Communications and personnel policies have
been developed to reflect the philosophy of
operating managemcent. Information is
regularty communicated by briefings and
newsletters. The Group operates a European
Works Couscil, with representatives deawn
from across the entire workforce in the

EU countrics in which the Group operates.
Meetings are held to provide an exchange

of trangnational information and consultation
with employees. At each meeting, presentations
are made on the Group’s business strategy,
financial results, health and safety and
environmental performance. Business
decisions concerning capital investment,
employment and training take into account
the Group’s public and local responsibilities.
The Group is a member of Business in the
Community and supports the involvement of
its operations in local community activities.

Equal opperiunities

The Group wholchcartedly supports

the principle and achievement of equal
opportunities in employment and its policies
are designed to provide such equality
irrespective of sex, religion, race, marital
status, nationality or age. Every possible step
will be taken to ensure that individuals are
treated equally and fairly. Depending upon
their skills 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 during such employment.
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Pension fund

The investment of the Group’s pension fund
assets is managed on a discretionary basis by
Dentsche Asset Management Limited, Schroder
Investment Management Limited and Alliance
Bemstein Institutional Investment Management,
such assets being held independently from the
Group. The professional advisors to the fund
are independent of the Group. The Trustee of
the pension scheme sends an Annual Report
to members of the scheme. The Trustee
Company has an Investment Sub-Committee
which was established in line with guidelines
from the Myners Report.

Hedlth and safety

The Group recognises its responsibilities and
continues to promote all aspects of health
and safety in the interests of its employees
and members of the public. A Health and
Safety Policy Staternent has been approved
by the Board. The Group provides financial
support to the British Occupational Health
Research Foundation, an organisation which
deploys funds for research into the problems
of occupational ill-health.

Payment to suppliers

Although the Company does not follow any
formal code or standard on payment practice,
the Company agrees terms and cenditions in
the UK with each supplier. which include
terms of payment. The Company pays each
supplier accordingly, subject to all the terms
and conditions of the order being satisfied by
such supplier. The aggregate amount owed
by the Company to trade creditors at 30 April
2004 was equivalent to 27 days of purchases
invoiced by suppliers during the vear.

Charitable and political donations

The Group contributed £109,000 (£112,000)
to charities in the UK, No payments were
made to political parties. Donations were
made by operating divisions to support their
local communities and industries. The Group
also supported a number of other charities
across a range of causes.

Annual General Meeting

The notice of the Annual General Meeting
of the Company to be held on 10 September
2004, together with explanations of the
Resolutions 1o be proposed, appears at the
back of this Annual Report.

Auditor

Resolutions to re-appoint KPMG Audit Ple
as auditor of the Company and to authorise
the Directors to determine their remuneration
will be put to the Annual General Meeting.

By Order of the Board

Carolyn Cattermole
Secretary
23 June 2004

CT.CE—

Directors’ responsibilifies for preparation
of financial statements

As required by Company law, the Directors
are responsible for the preparation of
financial statements for each financia! 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 applicable accounting
standards have been followed, subject

to any material departures disclosed and
explained in the financial statements; and

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

The Directors are responsibie for keeping
proper accounting records which disclose with
reasonable accuracy at any time the financial
position of the Company and enable them to
ensure that the financial statements comply
with the Companies Act 1985. They have
general responsibility for taking such steps as
arc rcasonably open to them to safeguard the
assets of the Group and to prevent and detect
fraud and other irregularities.




INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF DS SMITH PLC

We have audited the financial statements

on pages 38 to 62, We have also audited the
information in the Directors’ remuneration
report that is deseribed as having been audited.

This report is made solely to the Company’s
members, as a body, in accordance with
section 235 of the Companies Act 1985.

Our audit work has been undertaken so that
we might state to the Company’s members
those matiers we are required to state to
them in an auditor’s report and for no other
purpose. To the fullest extent permitted by
law, we do not accept or assume responsibility
to anyone other than the Company and the
Company’s members as a body, for our audit
work, for this report, or for the opinions we
have formed.

Respective responsibilities of

Directors and Auditor

The Directors are responsible for preparing
the Annuat Repert and the Directors’
remuneration report. As described on page
36, this includes responsibility for preparing
the financial statements m accordance

with applicable United Kingdom law and
accounting standards. Our responsibilities,
as independent auditor, are established in
the United Kingdom by statute, the Auditing
Practices Board, the Listing Rules of the
Financial Services Authority, and by our
profession’s ethical guidance.

We report to you our opinien as to whether
the financial statements give a tre and

fair view and whether the financiaf statements
and the part of the Directors’ remuneration
report to be audited have been properly
prepared in accordance with the Companies
Act 1985. We also report to you if, in our
opinion, the Directors’ report is not consistent
with the financial statements, if the Company
has not kept proper accounting records, if

we have not received all the information

and explanations we require for our audit,

or if information specified by law regarding
Dircetors’ remuneration and transactions
with the Group is not disclosed.

We review whether the statement on page 26
reflects the Company’s compliance with the
seven provisions of the Combined Code
specified for our review by the Listing Rules,
and we report if it does not. We are not required
to consider whether the Board’s statements on
internal control cover all risks and controls, or
form an opinion on the effectiveness of the
Group’s corporate govemance procedures or
its risk and control procedures,

We read the other information contained in
the Annual Report, including the corporate
governance statement and the unaudited part
of the Directors” remuneration report, and
consider whether it is consistent with the
audited financial statements. We consider the
implications for our report if we become aware
of any apparent misstaternents or material
inconsistencies with the financial statements,

Basis of audit opinion

We have conducted our audit in accordance with
Auditing Standards issued by the Auditing
Practices Board. An audit includes
cxarination, on a test basis, of evidence
relevant to the amounts and disclosures in

the financial statements and the part of the
Directors’ remuneration report to be audited.
It also includes an assessment of the significant
estimates and judgements made by the Directors
in the preparation of the financial statements,
and of whether the accounting policies are
appropriate to the Group’s circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as

to obtain all the information and explanations
which we considered necessary in order to
provide us with sufficient evidence to give
reasonable assurance that the financial
statements and part of the Directors’
remuneration report to be audited are free from
material misstatement, whether caused by
fraud or other irregularity or error. In forming
our opinion we also evaluated the overall
adequacy of the presentation of information in
the financial statements and the part of the
Directors’ remuneration report to be audited.

Opinion
In our opinion:

* the financial statements give a true and fair
view of the state of affairs of the Company
and the Group as at 30 April 2004 and of
the profit of the Group for the year then
ended; and

the financial staternents and the part

of the Directors’ remmmeration report

to be audited have been properly prepared
in accordance with the Companies

9 Pans e A

KPMG Audit Plc
Chartered Accountants
Registered Auditor
London

23 june 2004
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GROUP PROFIT AND LOSS ACCOUNT
For the year ended 30 April 2004

2004 2003
Before Exceptional
exceplional items and
Before Amortisatian itemns and amortisation
emortisation  of inkengibles amortisation  of intangibles
of intangibles [note 7) Totel ol intanglbles [note 7} Total
Note €m £m £m £m Em £m
Turnover 11,4885 - 1,4885 1,479.0 - 1,479.0
Cost of sales (1,083.3) - [1,083.3) (1,067.9) - (1,067.9)
Gross profit 405.2 - 405.2 4111 - 411.1
Operating expenses 2 (316.4) {4.0} {320.4) (323.1) [2.6) (325.7)
Group operating profit 13 88.8 {4.0] 84.8 88.0 {2.6 854
Share of operating profits of associated undertakings 15 3.0 0.4 3.4 2.6 0.4 3.0
Total operating profit 213 {3.6} 88.2 90.6 (2.2) 88.4
Exceptional loss on sale of businesses™® 7 - - - - (8.5) (8.5
Profit on ordinary activities before interest 21.8 [3.6) 88.2 0.6 {10.7) 799
Net interest payable and cther similar items 8 (10.4) - {10.4) (10.9) - (10.9)
Profit on ordinary activities before taxation 81.4 [3.6) 77.8 797 {10.7) 69.0
Tax on profit on ordinary activities 9 (22.0} - {(22.0} (21.8) - [21.8)
Profit on ordinary activities after taxation 59.4 {3.6} 55.8 58.1 {10.7} 47 4
Minarity interests — equity {0.6) - (0.6} (0.3} - {C.3}
Profit for the financial year 58.8 (3.6} 55.2 57.8 110.7) 471
Dividends paid and proposed 10 (30.6) - {30.4} (28.2) - {28.2}
Retained profit for the financial year 26 28.2 {3.6) 24.6 29.6 {10.7) 18.9
Earnings per share:** n
Basic 15.9p 137p
Diluted 15.8p 13.7p
Adjusted 16.9p 16.8p

The Group’s results shown above are derived from continuing operations. Other than the acquisition of LINPAC Containers, there were
no material acquisitions or discontinued operations in either year. The acquisition of UNPAC Containers did not have a material effect
on the year's results as it was acquired on 22 March 2004.

The difference between the reported and historical cost profits for each of the years reported above is not material.
The notes on pages 42 to 42 form part of these accounts.

*The loss on sale of businesses in the prior year includes £7.4m of goodwill previously writien off 1o reserves.

**Restated for the honus element of the rights issve.
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GROUP STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
For the year ended 30 April 2004

2004

2003

Em Em
Profit for the financial year 55.2 471
Exchange differences 7.7} 7.3
Total recognised gains and losses relating to the financial year 47 .5 54.4
GROUP RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS
For the year ended 30 April 2004
2004 2003
€m £m
Profit for the financial year 55.2 471
Dividends (30.4) (28.2)
Retained profit for the financial year 24.6 8.9
Exchange differences on foreign currency net investments 7.7} 7.3
Goodwill previously written off - 74
New share capital issued under opfion schemes 1.8 0.4
Praceeds from rights issue {net of issue costs of £1.9m} 70.4 -
Net increase in shareholders’ funds 89.1 34.0
Opening shareholders’ funds 4729 438.9
Closing shareholders’ funds 562.0 4729
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BALANCE SHEETS

Group Company
30 April 30 April 30 April 30 April
2004 2003 2004 2003
Note £m £m £m Em
Fixed ossets
Infangible assets 12 185.6 49.0 - -
Tangible assets 13 568.5 560.9 0.5 0.8
Investiments 15 31.0 29.0 744.2 5720
785.1 638.9 7447 572.8
Current assets
Stocks 16 154.9 155.2 - -
Debtors: amounts falling due within one year 17 3451 327.5 45.3 101.2
Debtors: amounts falling due after mare than one year 17 16.4 6.8 474.9 413.5
Shortderm investments 19 20.8 267 - -
Cash at bank and in hand 19 40.8 27.7 - -
578.0 543.9 520.2 514.7
Creditors; amounts falling due within one year
Trade and other creditors 18 {361.5) (355.9} [65.3) {34.4}
Borrowings 18,19 {39.7) {142.7} [44.4) {157.6}
Net current assets 176.8 45.3 410.5 322.5
Total asseis less cureent liabilities 261.9 6842 1,155.2 895.3
Creditors: amounts falling due after more than one year
Barrowings 18,19 (296.6) (114.9) (527.0) (322.3]
Other 18 (2.4 (2.7} - -
Provisions for licbilities and charges 23 (95.1) (87 .9} (6.9} (3.5}
567.8 479.6 621.3 569.5
Minority inferests — equity {5.8} (6.7 - -
Net assets 562.0 472.9 621.3 56%9.5
Capital and reserves
Called up share capitcl 24 38.7 32.2 387 32.2
Share premium account 26 254.6 188.9 254.6 188.9
Revaluafion reserve 26 8.5 8.8 - -
Acquisilion reserve 26 - - 88.1 88.1
Capital reserve 26 - - 500 50.0
Profit and loss account 28 260.2 243.0 189.9 2103
Shareholders’ funds — equity 562.0 472.9 621.3 569.5

Approved by the Board onf 23

A D Thorne, Director
G M Morris, Director

The notes on pages 42 to 42 forlp part of these accounts.
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GROUP CASH FLOW STATEMENT
For the year ended 30 April 2004

2004 2004 2002 2003

Note £m Em £m £m
Net cash inflow from operating activities 27a 131.8 142,0
Returns on investments and servicing of finance
Net interest paid (9.8 (7.3)
Interest element of finance leases 0.2) {0.2)
Net cash outflow from relurns on investments and servicing of finance {10.0} (7.5)
Toxation
UK corporation and overseas fox paid 17.9) (15.1)
Capilal expenditure and investments
Purchase of tangible fixed assets 5.7 {63.4)
Sale of tangible fixed ssets 9.1 4.2
Purchase of holding company shares (1.0) {0.8}
Purchase of fixed asset investiments - (0.1}
Sale of fixed asset investments 1.7 0.6
Net cash outflow from capital expenditure and investments 41.9) (59.5)
Acquisifions and disposals
Purchase of subsidiary underiokings 29 [182.2) {19.8}
Net cash/{overdrafts) acquired 2.0 (0.5)
Deferred consideration paid in relation fo prior year acquisitions 2.0) -
Purchase of associated undertakings (1.0) -
Sale of associated undertakings 0.8 -
Disposal of businesses 29 0.8 4.0
Net cash outflow from acquisitions and disposals {181.4) {16.1}
Equity dividends paid {28.2) {28.2)
Net cash {outflow}/inflow before use of liquid resources and financing (147.8} 15.6
Management of liquid resources 27b 4.3 (8.4)
Financing
Issue of ordinary shares 741 0.3
Rights issue costs (1.9 -
Increase/ [decrease) in debt and lease financing 96.3 (29.9)
Net cash inflow/[outflow) from financing 168.5 [29.6)
Increase/{decrease] in cash in the year 25.0 (22.4)
Recorciliation of net cash flow to movement in net debt
Increcise/{decrease) in cash in the financial year 25.0 (22.4)
(Increase)/decrease in debt and lease financing {96.3) 29.9
{Decrease)/increase in liquid resources {4.3) 8.4
{Increase)/decrease in net debt resulting from cash flow [75.6) 15¢
Loans and finance leases acquired with subsidiary undertakings (0.5 2.0
Exchange differences 37 (20.3}
Increase in net debt in the financial year [72.4) (6.4)
Opening net debt (202.3) (195.9)
Closing net debt 19q, 28 {274.7) {202.3}

The notes on pages 42 te 62 form part of these accounts.
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ACCOUNTING POLICIES

A summary of the principal accounting
policies, which have been applied
consistently, is set out below:

{a} Accounting basis

The financial statements are prepared in
accordance with applicable accounting
standards, and under the historical cost
convention except that certain freehold
and long leasehold land and buildings
are included of valuetion,

(b} Basis of consalidation

The consolidated financial statements
include the accounts of the Company and
all its subsidiary undertakings for the year
ended 30 April 2004. The results of
subsidiary undertakings acquired or
disposed of in the year are included in
the consolidoted profit and loss account
from the date of acquisition or to the date
of disposal. The acquisition method of
accounting has been adopted for all
companies purchased during the year.

An associate is an undertaking in which
the Group has a long-term inferest, usually
from 20% to 50% of the equity voting
rights, and over which it exercises
significant influence. The Group's share

of the profits less losses of associates is
included in the consolidated profit and loss
account and its inferest in their net assets,
less permanent diminution in value, is
inclyded in investments in the consolidated
balance sheet.
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{c} Goodwill and infangibles

Goodwill arising on acquisitions
(representing the excess of fair valye of
the consideration given and associated
costs over the foir valye of the net assets
acquired) completed ofter 2 May 1998 is
capitalised and amortised on a straight-line
basis over its expected useful economic
life, not exceeding 20 yeors. As permitied
by FRS 10, goodwill arising on acquisitions
prior fo 2 May 1998 which had dlready
been written off to reserves has not been
reinstated on the balance sheet. if a
business is subsequently sold or closed,
any goodwill that has not been amortised
through the profit and loss account is
included in caleulating the profit or loss on
sale or closure. Where negative goodwill
arises it is amortised over the expected life
of the assets to which it relales.

Other materiol intangible assets acquired
are capitalised at cost and written off on a
straightine busis over their estimated useful
economic lives, not exceeding 20 years.

(d) Tangible fixed assets

Tangible fixed assets are stated at cost,
except that, as allowed under FRS 15
Tangible Fixed Assets’, on adoption of
this standard the book amounis of revalued
land and buildings were refcined. These
book values are based on the previous
revaluation in 1995 and have not
subsequently been revalued. Depreciafion
is caleulated to write off the cost or
valuation less the estimated residual value
of all tangible fixed assets in equal annual
instalments over their estimated useful lives
at the following rates:

Plant, machinery,
fixtures and fittings 5-331/3% pa

20:331/3% pa

Motor vehicles

Freehold and long

leasehold properties 2-10% pa

Freehold land and assets in the course
of construction are not depreciated.

le} Fixed asset investments
Fixed asset investments are valued ot cost
less provisions for impairment.

(f) Stocks and work in progress
Stocks and work in progress are valued at
the lower of cost and net realisable value.

fg) Deferred taxation

In accordance with FRS 19, deferred tox
is pravided in full on fiming differences
that result in an obligation af the balance
sheet date to pay more tax, or a right fo
pay less tax, at a fulure date, at rates
expected to apply when they crystallise,
based on current tax rates and the law.
Timing differences arise from the inclusion
of items of income and expenditure in
taxation computations in periods different
from thase in which they are included in
the financial statements.

Deferred tax assets are recognised to the
extent that it is regarded as more likely
than not that they will be recovered.
Deferred tax assets and liabilities are

not discounted,

(h) Foreign currencias

Monetary assets and liabilities denominated
in foreign currencies are translated at the
rates of exchange ruling ot the financial
year end.

Profits and losses of subsidiary and
associated undertakings are expressed
in sterling at average exchange rates for
the year. The balance sheets of averseas
subsidiary undertokings, including the
Group's share of associates’ net assets,
are expressed in sterling at year end
exchange rates. Exchange differences
arising on the translafion of opening
shareholders’ funds, logether with those
arising on borrowings vsed fo finance or
hedge investments in foreign enterprises,
are recarded as movements in reserves.

All other exchange differences are taken
to the profit and loss account.




(i) Turnover

Turnover represents the amount receivable for
goods and services supplied to third parfies
net of value added tax ond trade discounts.

(il Research and development
Research and development expenditure
is written off as incurred.

(k) Leasing transactions

Fixed assets acquired under o lease that
transfers substanfially 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 1o the profir
and loss account over the ferm of the Jease
in proportion to the balance outstanding.

All cther leases are operating leases and
the annual rentels are charged to the profit
and foss account on a straightfine basis.

{l] Pension contributions

The Group continues 1o take advantage

of the transitiona! arrangements of FRS 17
‘Refirement Benefits’ which permit the costs,
aecruals and prepayments recorded in the
financial statements to be reported under
the requirements of SSAP 24 'Accounting
for Pension Costs’. This is consistent with
the basis adopted last year.

The Group operates a defined henefit
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 aftributable
to the financial year. Differences arising
between the amounts charged in the profit
and loss account and monies paid to

the scheme frustees 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 accounits for the
benefits accruing to members of unfunded
pension schemes in accordance with the
advice of independent acluaries.

Further disclosures including those required
by FRS 17 are contained within note &.

{m) Financial instruments

The Group uses financial instruments,
primarily interest rate and currency swaps,
only to manage interest and currency risk
associcted with the Group’s underlying
business acfivities and the financing of those
activities. The Group does not undertake
any frading activily in financial instruments.

These instruments are accounied for as
hedges when designated as hedges at the
inception of the contracts and, as a resuft,
any gains or losses on foreign exchonge
confracts are offset against any foreign
exchange gains or losses on the relaled
financial assets and liabilities. Interest rate
swaps are not shown in the Group balance
sheet at the year end.

[n} Chonges in presentation of

financial information

The Company launched o oneforfive rights
issue of 64.5 million shares at 112 pence
per share in connection with the acquisition
of LINPAC Containers Group, which closed
on 28 March 2004. The weighted average
number of shares used in the calculation

af earnings per share has been adjusted
for the bonus element of the rights issue.
Prior year earnings per share and dividend
per share figures have been restated
accordingly.
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NOTES TO THE FINANCIAL STATEMENTS

1 Analysis of Group turnover, operating profit and capital employed

Graup
operating
profit before
exceplional
items and Group Year end Averoge Retyrn on
amortisiion operafing Return capital ccpi'tac:: average ci:p‘\:cj
Turnov of intangibles rofi n sales employed emplo emplos
2004 - e T T =
Packoging
Paper and Corrugated Packaging 748.9 50.5 49.5 6.7% 657 .4 5241 9.6%
Plastic Packaging 208.7 15.2 12.3 7.3% 136.5 141.4 10.7%
957.6 65.7 61,8 6.9% 793.9 665.5 9.9%
Office Products
Office Products Wholesaling 498.8 217 21.6 4.4% 123.7 119.5 18.2%
Office Products Manufacturing 48.0 1.4 1.4 2.9% 137 14.3 9.8%
Infra-segment {15.9) - - - - - -
5309 23.1 23.0 4.4% 137.4 133.8 17.3%
Total 1,488.5 88.8 84.8 6.0% 931.3 7993 11.1%
United Kingdom 82¢.4 473 46 4 5.7% 639.3 503.6 @ 4%
Rest of Werld 659.1 41.5 384 6.3% 292.0 295.7 14.0%
Total 1,488.5 88.8 84.8 6.0% 931.3 799.3 11.1%
2003
Packaging
Paper and Corrugated Packaging 747.0 53.1 53.0 71% 500.6 502.9 10.6%
Plastic Packaging 195.0 14.7 12.3 7.5% 136.0 128.2 11.5%
942.0 67 8 65.3 7.2% 636.6 631.1 10.7%
Office Products
Office Products Wholesaling 495.6 16.2 16.1 3.3% 1223 127.1 12.7%
Office Products Manufacturing 59.7 40 4.0 6.7% 13.8 17.3 23.1%
Intrg-segment (18.3} - - - - - -
537.0 20.2 20.1 3.8% 136.1 144.4 14.0%
Total 1,479.0 88.0 85.4 5.9% 7727 775.5 11.3%
United Kingdom 865.5 59.7 597 6.9% 456.9 482.8 12.4%
Rest of World 613.5 28.3 257 4.6% 315.8 2927 9.7%
Total 1,479.0 88.0 85.4 5.9% 7727 775.5 11.3%

The operating profits shown above exclude the Group’s share of operating profits and losses of associated undertakings (see nofe 15]

ond the exceptional net loss in the prior year relating to the sale of businesses shawn below operating profit on the face of the

consolidated profit and loss account (see note 7). The prior year exceptional net lass of £8.5m arose within the Paper and Corrugated
Packaging segment. Relurn on sales is defined as operating prefit before exceptional items and amorfisation of intangibles divided

by turnover. Average copital employed is the average monthly capital employsd including the intengible assets on the balonce sheet.
Capital employed excludes net borrowings, deferred consideration receivable/due in respect of disposals/acquisitions, corporation tax,
dividends payable, fixed asset investments and minority inferests. Return on average capital employed is defined as cperating profit
before exceptiona! items and amortisation of intangibles divided by the average capital employed.
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1 Andlysis of Group turnover, operating profit and capital employed continued
Capital employed as shown on page 44 excludes items of a financing nature, corporation tax balances and fixed asset investments.
Year end capital employed is reconciled to Group sharehelders’ funds as follows:

2004 2003

£m Lm

Shareholders’ funds 562.0 472.9
Net borrowings 2747 202.3
Delerred consideration (receivablel/payable in respect of disposals/acquisitions (0.5} 87
Dividends payable 217 19.3
Minority inferests 5.8 6.7
Corporation tax creditor [nef) 19.3 16.3
Deferred tax provision 79.3 75.5
Fixed asset investments {31.0} (29.0}
Year end capital employed 931.3 7727

The geographical analysis shown on page 44 is shown by origin. The geographical analysis of turnover by destination is:

2004 2003

Em £m

United Kingdont 754.0 781.8
Continental Europe 671.4 626.8
Rest of World 63.1 704

1,488.5 1,479.0

2 Operating expenses

2004 2003

€m £m

Distribution costs 172.0 166.1
Administrafive expenses 148.4 159.6
320.4 3257

The administrative expenses in the year include amortisation of intangibles of £4.0m {2003: £2.6m).

DS Smith Plc Annual Report 2004 45




NQTES TO THE FINANCIAL STATEMENTS

3 Group operaling profit
Operating profit is stated after charging the following:

2004 2003
Lm £m
Depreciation — owned assets 63.3 61.1
- leased assets 1.2 1.1
Amortisation of intangibles 4.0 246
Hire of plant and machinery 10.7 10.3
Other operating lease rentals 2.8 10.0
Research and developmant 1.0 0.8
Amounts paid to KPMG Audit Ple and its associates (see below) 1.6 1.2
Auditor’s remuneration
2004 2003
UK Creersects Total UK Overseas Total
Group audit
Parent company a1 - al 0.1 - 0.1
Crher companies 0.3 0.4 0.7 0.3 0.3 0.6
0.4 C.4 Q.8 0.4 0.3 0.7
Non-audit services
Tax advisory 0.1 - 0.1 01 0.2 0.3
Corporate services 0.5 - 0.5 0.2 - 0.2
Other assurance 0.1 o 0.2 ~ - -
0.7 0.1 0.8 0.3 0.2 0.5
1.1 0.5 1.6 0.7 0.5 1.2

This note has been extended to reflect best practice and the comparative information has been restated accordingly.

4 Directors’ remuneration

Details of Directors’ remuneration, sharehaldings and share options are contained in the Report on Remuneration on puges 28 to 34.

5 Employee information

The average number of persons employed by the Group during the year wes:

2004 2063
Number Number
Production 6,994 6,977
Selling and administration 3,940 4,023
10,936 11,000

Their total remuneration was:
2004 2003
£m £m
Wages and salaries 244.3 2389
Social security costs 357 34.4
Other pension costs 1.7 1.6
281.7 274.9
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6 Pensions

The Group operates a single funded defined benefit scheme in the UK, the DS Smith Group Pension Scheme. The latest formal actuarial
valuation of the Scheme was carried out by independent actuaries as ab 5 April 2001, using the projected wnit method. The actuaries
reviewed the methods and assumptions underlying the actuarial valuation of the Scheme and, as in previous years, a valuation basis
linked to market value was used to value investments. The principal assumptions used at 5 April 2001 were as follows:

Valuation discount rate — pre-refirement 6.6%

— postrefirement 5.6%
Rate of increase in salaries 3.9%
Pension increases 2.4%

At the valuation date, the market value of the assets of the scheme was £527 .3m and the actuarial value of the assets was 117% of
the value of acetued benefits affer allowing for expected future increases in earnings. The surplus of assefs over past service liabilities
is being used fo suspend contributions until the results of the next triennial aclvarial valuation are known, subject to the continuing
consent of the Trustee. The next triennial actuarial valuation of the Scheme will be as at 5 April 2004.

An amount of £15.8m {2003: £6.3m) in respect of the UK defined benefit scheme is included in debtors falling due after more than
one year. This includes a £10.0m contribution {2003: £5.0m} to the UK defined benefit scheme made by the Group during the year,

The Group has also made provision for unfunded pensions for those Executive Directors whose benefits under the funded Scheme are
restricted by the Inland Revenue ‘ecrnings cap’. The pension cost for the year has been assessed as £0.2m [2003: £0.2m) ond the
balance sheet liability at 30 April 2004 as £3.5m (2003: £3.1m).

In France the Group operates a defined benefit scheme which is fully funded through o segregated fund.

The disclosures required under the transifional arrangements within FRS 17 ‘Retirement Benefits’ have been calculated by qualified
independent actuaries based on the most recent full actuarial valuation at § April 2001, updated to 30 April 2004, The financial
assumptions used were:

2004 2003 2002
% per annum % per annum % per annum
Rate of increase in salaries 4.2% 4.0% 4.1%
Rate of increase in pensions in payment and deferred pensions 2.9% 2.5% 2.6%
Inflation 2.9% 2.5% 2.6%
Discount rale 57% 5.4% 5.9%
The assets in the scheme and the expected long-term rates of return were:
2004 2003 2002
Expected rotes Expected rates Expected rates
of return Markel value of return  Market volue of relumn  Market value
% £m % £m % £m
Equities 7.9% 342.5 7.2% 294.5 7.6% 348.9
Bonds, Gilts and Cash {Weighted average) 4.7% 147.0 4.4% 132.4 52% 1541
Total market valye of assets 489.5 426.9 503.0
The following amounts were measured in accordance with the requirements of FRS 17:
2004 2003
£m £m
Total market value of assels 489.5 4269
Present value of scheme liabilifies 1567.6)  {560.9}
Deficit in the scheme 7811 (134.0)
Related deferred tax asset 23.5 40.2
Net pension liability {54.6) (93.8)

The assumptions used by the actuary are the best estimates chosen from a range of possible actuarial assumptions which, due to the
timescales covered, may not necessarily be borne out in practice. The scheme’s assets are not intended to be realised in the short term
and their fair value moy be subject fo significant change before they are realised, The present value of the scheme’s liabilities is derived
from cashflow projections over long time periods and thus is inherently uncertain.
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NOTES TO THE FINANCIAL STATEMENTS

& Pensions continyed

{f these amounts had been recognised in the financial stutrements, the Group’s net assefs and profit and loss account reserve
at 30 April 2004 would have been as follows:

2004 2003
£m £m
Net assets 562.0 4729
SSAP 24 prepayments and liabilities (15.1) (5.1}
Pensicn liaility [54.6) [93.8}
Net assets including pension liability 4923 374.0
Profit and loss account reserve excluding pension liability 260.2 243.0
SSAP 24 prepayments and liabilities [15.1} (5.1}
Pension reserve (54.6] (93.8]
Profit and loss account reserve including pension liability 190.5 1441
The amount chargeable to operating profit and finance income for the year ended 30 April 2004 had FRS 17 been operative
is as follows:
2004 2003
£m £m
Operating profit
Current service cost (13.3] (13.2)
Past service cost (0.1} (0.1}
Total operating charge {(13.4) (13.3]
2004 2002
£m £m
History of experignce goins and losses
Difference between expected and actual returns on scheme assets 39.6 {102.5)
Percentage of scheme assets 8% 24%
Experience gains and losses on scheme liabilities (0.7} 12.5
Percentage of scheme liabilities 0% 2%
Total amount recognised in Statement of Total Recognised Gains and Losses 62.5 {119.5)
Percentage of scheme liabilities 11% 21%
2004 2003
£m Em
Other finance [cost)/income
Expected return on pension scheme assets 27.1 34.4
Inferest on pension scheme licbilities {30.3) {30.1)
Net return (3.2) 4.3
The amount recognised in the Statement of Total Recognised Gains and Losses (STRGL} had FRS 17 been operative is as follows:
2004 2003
Em Em
Actual return less expected return on pension scheme assels 39.6 (102.5)
Experience gains and losses arising on the scheme liabilities {o.1) 12.5
Changes in assumptions underlying present value of scheme liabilities 23.0 (29.5)
Actuarial gain/{loss) recognised in the STRGL 62.5 [119.5)
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& Pensions continued

The movement in the pretax deficit during the year is as follows:

2004 2003
Em £m
Opening deficit in the scheme {134.0) (10.5)
Current and past service cost {13.4} 13.3)
Cash contributions 10.0 5.0
Other finance {cost}/income (3.2 43
Actuarial gain/{loss) 62.5 {119.5)
Closing deficit in the scheme {781}  (134.0)
7 Excepfional items and amortisafion of infangibles
2004 2003
£m £m
Nef loss on sale of businesses - {8.5]
Amortisation of intangibles (see note 12} (4.0 (2.6}
Amortisation of negative goadwill of associates 0.4 0.4
{3.6) 10.7)
Tax on exceptional items - -
Total {3.6) (10.7)
The loss on sale of businesses in the prior year includes £7.4m of goodwill previously written off to reserves.
8 Net interesi payoble and ofher similar ifems
2004 2003
£m £m
Interest payable and similar charges
- on bank leans and overdrafts (12.5) (12.4)
— on other loans {C.4) (3.1
— on finance leases 0.2} (0.2}
— hyperinflationary net monetary (loss}/guain {0.1) 1.6
321 (141
Interest receivable and similar income 2.8 3.2
{10.4} {10.9}
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9 Taxation
[a} Analysis of charge in the period: o0t 2003
£m £m
UK corporation tax — current year 4.4 107
UK corporation tax — prior years =~ {1.6)
Overseos taxalion 17.2 11.4
Total current tax 21.6 205
Deferred tax — timing differences 0.4 1.1
Tax charge 22.0 21.6
Effective tox rate 28.3% 31.3%
Effective tox rate before exceptional items and amortisation of intangibles 27.0% 27.1%

{b) Factors affecting current tax charge for the year:
The tax assessed for the year is lower than the standard rate of corporation tax in the UK of 30% (2003: 30%j. The differences
ore explained below:

2004 2003
Em £m
Profit before tax 77.8 69.0
Tax on profit at 30% {2003: 30%) 23.3 20.7
Effects of:
Depreciation for period in excess of capital allowances, and other timing differences {2.9) (3.6)
Permanent differences 1.3 38
Overseas tax rates 22 1.8
Prior year charge/{credit) 0.4 1.4}
Other (2.7) (0.6)
Current tax charge for the year 21.6 20.5

(c} Factors that may affect future tax charges:

In future years, the Group’s tox charge will be affected by the proportion of profits earned in the various countries in which the Group
operates, movements in currently unrecognised deferred tax assets, the most significant of which relate to tax losses, and the extent to
which any capital gains can be either rolled over or sheltered by capital losses.

10 Dividends paid and proposed

2004 2003 2004 2003

Per share Per share €m £m

Interim paid 2.8p 2.8p 8¢ 8.9
Final proposed/paid 5.6p 6.0p 217 19.3
8.4p 8.8p 30.6 28.2

The prior year dividend per share and current interim dividend per share are staied as paid. These have not been restated for the
bonus element in the rights issue. Historic dividends per share have been restoted in the Five Year Financicl Summary on page 63.
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11 Earnings per share

Basic earnings per share are calculated by dividing the profit for the financial year of £55.2m (2003: £47.1m} by the weighted
average number of shares in issue and fully paid during the year of 348.2m (2003: 343.4m). The number of shares excludes
the weighted average number of the Company’s own shares on the Group’s balance sheet during the year [see note 15) of 1.5m
[2003: 1.1m). The weighted average number of shares has been adjusted for the bonus element of the rights issue, which closed
on 26 March 2004. Figures for the prior year have been restated accordingly.

The Directors believe that the presentation of an adjusted eamings per share, being the basic earnings per share adjusted for
exceptional ifems and amertisation of intangibles, helps fo explain the underlying performance of the Group. A reconciliation
of basic to adjusted earnings per share is as fallows:

2004 2003

Pence Pence

£m per share £m per share

Basic earnings 55.2 159 471 13.7
Excepticnal items and amorisation of intangibles [ofter tax):

Amortisation of intangibles, and goodwill relating to associates 3.6 1.0 22 0.6

Net less on sale of businesses - — 8.5 2.5

Adjusted earnings 58.8 16,9 57.8 16.8

In caleulating diluted earnings per share there are no adjustments to earnings, but the weighted average number of shares denominator
is adjusted os follows:

Number of shares in issue

2004 2003
Millions Millions
Basic weighted average 348.2 3434
Potentially dilutive shares issuable under share option schemes 0.8 0.2
Estimated vesting of Long-Term Incentive Plan shares 1.1 V.2
Diluted weighted average 350.1 344.8
12 Intangible assets
Pesitive Negative Crher
goodwill goodwill intangibles Totol
£m £m m £m
Cost:
At 1 May 2003 47.7 {2.0) W7 574
Arising on acquisitions (see note 29} 1427 - - 142.7
Disposals {see note 29) (0.5) - - {0.5)
Exchange differences (1.8} - - {1.8}
At 30 April 2004 188.1 [2.0) 1.7 197.8
Amortisation:
At § May 2003 7.2 {0.1) i.3 8.4
Amertisation charge for the year 35 0.1} 0.6 4.0
Disposals {see note 29} 0.2} - - {0.2}
Ar 30 April 2004 10.5 [0.2) 1.9 12.2
Net book value;
At 30 April 2004 177.6 {1.8) ¢.8 185.6
At 30 April 2003 40.5 {1.9) 10.4 49.0

The goodwill arising on acquisitions in the financial year ended 30 April 2004 is being amortised over its estimated useful life up o a
maximum of 20 years. Goodwill orising on the acquisition of associate undertakings is shown within fixed asset investments in note 15.
The amount arising on acquisitions includes an increase in goodwill of £0.5m relaling to acquisitions completed in previous years,
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13 Tangible fixed assets

Group Compuny
Payments
an account
nd assef
Land and buildings Plant and i:course ::F Plant and
Freehold Leasehold machinery consiruction Total machinery
€m £m £m €m £m £m
Cost or valuation:
ALY May 2003 205.8 14.3 8946.6 284 11,1451 2.9
Exchange differences 2.0 - {11.3) (0.4} (13.7} -
Acquisitions 277 2.3 100.5 1.0 131.5 -
Capital expenditure 1.1 ~ 329 15.8 49.8 -
Disposals (3.4) {0.4) (14.7) - (18.5) -
Sale of businesses 0.2) (0.1} 0.2) - (0.5} -
Transfers 11.6 {C.4) 19.3 (30.5) - -
At 30 April 2004 240.6 157 1,023 143 11,2937 2.9
Accumuloted depreciation:
At T May 2003 320 7.3 5449 - 584.2 2.1
Exchange differences (0.3) ~ (6.4) - (6.7} -
Acquisitions 12.0 1.1 83.7 - 26.8 -
Charge for the financial year 4.9 0.5 591 - 64.5 0.3
Disposals (0.1} (0.3) 13.0) - {13.4) -
Sale of businesses - - (0.2) - {0.2) -
At 30 April 2004 48.5 8.6 6468.1 - 7252 2.4
Net bock vaive:
A1 30 April 2004 192.1 7.1 355.0 14.3 568.5 0.5
Al 30 April 2003 173.8 7.0 3517 28.4 560.9 0.8

Freehold land amounting to £53.1m [2003: £55.0m) has not been depreciated. Substontially 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 certain freehold and leasehold land and buildings which

are included at valuation as follows:

Freahold teasehold
2004 2003 2004 2003
£m £m £m £m
Net book value:
Professionally valued in 1995 756 86.6 3.2 4.0
At cost 116.5 87.2 3.9 3.0
192.1 173.8 7.1 7.0

Included in plant and machinery are leased assets with o cost of £24.5m (2003: £24.6m) and a net book value of £6.6m

(2003: £7.9m).
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14 Capital commitments

2004 2003
£m £m
Future capital expenditure for which contracts have been placed 4.3 7.3
15 Fixed asset investments
Group Company
Negolive
goodwill Shares in
Associcted  on associated Other Group
undertakings  undertakings investments Tokel  undertakings Other Total
£m £m £m £m £m £m £m
At 1 May 2003 224 {7.4) 14.0 29.0 569.0 3.0 572.0
Additions 1.0 - 1.0 2.0 175.8 1.0 176.8
Share of retained profits 2.5 - - 2.5 - - -
Amortisation of goodwill - 0.4 - 04 - _ _
Disposals {0.8) - (2.0 (2.8} (0.6} (0.3} (0.9}
Exchange differences (0.1} - - {0.1) {3.7) - (3.7
At 30 April 2004 25.0 7.0} 13.0 3.0 740.5 3.7 744.2
The principal asseciated undertakings are:
Principal country Financiol Group
Nature of business of operatian yeor end Issued copital share %
OISC Rubezhansk Paper Meanufacturer of Ukraine 31 December 17,721,000 shares 39%*
and Packaging Mill paper and packaging of UAH 1,50 each
Grovehurst Energy Lid Provision of energy England 31 December 100 shares 50%*
and other services of £1 each
Tri-Wall KK Supplier of industrial Japan 31 March 7,515 shares of 40%*
packaging and heavy Yen 5,000 eoch
duty corrugated cases
Foresco Golfkarton NV Fabricator of Belgium 31 December 39,000 shores of 35%*
corrugated cases €24.79 each

*Indirectly held.

Other fixed asset investments include £2.4m {2003: £1.7m) of DS Smith Plc shares. The Group operates a General Employee Benefit
Trust which acquires shares in the Company 1o satisfy the requirements of the DS Smith Ple Long.Term Incentive Plan {the Plan). At
30 April 2004 the Trust held 1.7m shares (2003: 1.2m shares}. The market value of the shares at 30 April 2004 was £2.9m (2003:
£1.9m). Dividends receivable on the shares owned by the Trust have been waived. For further details of the Plan see the Report on

Remuneration on pages 28 to 34.

16 Stocks
2004 2003
£m fm
Row materials and consumables 48.8 47.0
Wark in progress 4.5 3.8
Finished goods 101.6 104.4
1549 1552
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17 Debtors
Group Company
2004 2003 2004 2003
£m £m £m £m
{a} Amounts falling due within one year:
Trade debtors Jiza.t 269.4 - -
Amounts owed by subsidiary undertakings - - 40.3 100.7
Amounts owed by associated undertakings 0.1 0.1 - -
Corporation tax 1.1 1.2 - -
Other tax and social security 4.5 6.0 - -
Other debtors 141 10.6 4.9 0.4
Prepayments and accrued income 13.2 10.2 0.1 0.1
345.1 327.5 45.3 101.2
{b} Amounts falling due after more than one year:
Pensions 15.8 6.3 15.0 5.0
Amounts owed by subsidiary undertakings - 4599 407 .2
Deferred tax asset - - - 1.1
Other deblors 0.6 0.5 - 0.2
16.4 6.8 474.9 413.5
Total debtors 361.5 334.3 5202 514.7
18 Creditors
Group Company
2004 2003 2004 2003
£m Em £m £m
(a) Trade and other creditors falling due within one year:
Trade creditors 207 .4 208.5 - -
Bills of exchange 21.3 19.6 - ~
Amounts owed 1o subsidiary undertakings - - 279 3.4
Corporafion tox 20.4 17.5 - -
Other taxes and social security 23.8 18.8 0.8 0.3
Aceruals and deferred income 66.9 63.6 14.9 11.6
Deferred consideration due in respect of acquisitions - 8.6 - -
Proposed dividend 217 19.3 217 19.3
3815 3559 65.3 34.6
{b} Borrowings falling due within one year:
Bank loans and overdrafts 38.4 140.9 44.4 157.6
Other loans 03 0.8 - -
Finance 'eases 1.0 1.0 - -
39.7 1427 44.4 157.6
[c} Borrowings falling due ofter more than one year;
Bank joans 199.3 12.2 187.1 -
Loans from subsidiary undertakings - - 246.0 225.2
Other loans 94.5 97.9 939 97.1
Finance leases 2.8 3.9 - -
296.6 114.0 527.0 3223
(d} Other creditors due afier more than one year:
Deferred consideration due in respect of acquisitions - 0.1 - _
Other 2.4 2.6 - -
2.4 2.7 - -
Total creditors 7002 615.3 636.7 5145
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19 Financial assets and liabilities [see also note 20}

2004 2003
Book valus Fair value Book volua Fair valve
£m £m Em £m
{a) The Group’s net borrewings are:
Bank loans and overdrafts and other loans 3325 3261 251.8 249.0
Finance lease liabilifies 38 38 49 49
Shortterm investments [see nole 27(b}) 20.8) [20.8} (26.7) (26.7)
Cash at bank and in hand (40.8) {40.8) (27.7) {27.7)
2747 268.3 202.3 199.5
Gearing [net borrowings expressed as o percentage of shareholders’ funds) 48.9% N/A 42.8% N/A
2004 2003
£m £m
{b} Bank ioans and overdraffs and other loans are repayable as follows:
Due within one year 387 141.7
Due between one and two years 89.6 1.4
Due between two and five years 106.3 4.3
Due gfter five years 7.9 104.4
332.5 251.8
{c) Analysis of finance lease liabilities:
Due within one year 1.6 1.0
Due between one and two years 09 1.0
Due between twe and five years 1.2 17
Due after five years 07 1.2
3.8 4.9
Lease paymenis:
Due within one year 1.2 1.3
Due ofter one yeor 3.3 4.6
4.5 59
Finonce charges {0.7) {1.0)
3.8 49
Obligations under finance leases are secured on the assets to which they relate.
2004 2003
Book value Fair valus Book value Fair value
£m £m £m Lm
{d) The Group’s exposure fo derivative financial instruments
may be summarised as follows:
Derivatives held io:
Hedge future transactions o1 -~ (5.6) (5.7}
Manage the interest rate and currency exposure of borrowings - {10.0) - {4.8)
Net liability 01  [10.0} 5.6 [10.5)

Forward foreign exchange contracts have been taken to hedge contractual commitments for the purchase of capital equipment and raw
materials and to hedge sales in foreign currencies. All of these contracts will have matured by April 2005. During the year, the Group
entered into 5-year interest rate swap fransactions in order to manage the interest rate exposure on sterling borrowings. During the prior
year, the Grouvp entered into 1 Oyear currency ond interest rate swap transactions in order fo manage the interest rate ond currency

exposure arising from the Group's private placement (see note 20).

The fair value of derivative financial insfruments has been determined on the basis of third porty voluations.
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20 Interest and currency profile of net borrowings
An explanation of the Group’s freasury policy is included in the Financial Review on poges 18 to 21. Shortterm debtors and creditors
have been omitted from the disclosures presented below. The currency and interest rate exposure of the Group's net borrowings was:

Sterling Evro Gther Total
£m L £m £m
At 30 April 2004
Borrowings:
Floating rate 105.1 168.0 18.7 291.8
Fixed rate 43.3 0.5 0.7 44.5
148.4 168.5 10.4 336.3
Cash and shortterm investments
Floating rate (10.8) {19.9) (13.5) (44.2)
Fixed rate - (11.5] 15.9) {17.4)
(10.8]  (31.4)  (194)  (61.§
Net borrowings ot 30 April 2004 137.6 137.1 - 2747
At 30 April 2003
Borrowings:
Flogfing rate 371 195.5 2238 2554
Fixed rate 0.2 1.0 0.1 1.3
37.3 196.5 229 256.7
Cash and shortterm investments:
Floating rate {5.0) (21.2} {21.1) {(47.3}
Fixed rate {0.7} {5.7) {0.7) {7.1)
5.7 (26.9} {21.8) {54.4)
Net borrowings at 30 April 2003 31.6 169.6 1.1 202.3

At 30 April 2004 50% of the Group's borrowings were denominated in euros in order to hedge the underlying assets of the Group's
relevant continental European operations.

Interest rates on floating rate borrowings are based on LBOR, EURIBOR or base rates. Fixed rate borrowings comprise merigages,
finance leases and borrowings fixed by interest rate swaps.

Currently the Group has a series of bilateral revolving credit facilities totalling £325m, of which £50m expires in May 2006, £75m

in September 2007, £125m in May 2008 and £75m in May 2009. At 30 April 2004 the Group's bilateral revolving credit facilities
totalled £290m. Advances drawn down under these focilities bear interest ot margins over LIBOR, The acquisition of UNPAC Containers
Group was partly financed by a facility of £140m provided by The Royal Bank of Scotland ple, which expires in September 2005.

At 30 April 2004 £69m wos drawn under this facility.

The Group has enfered into & nofe purchase agreement with o number of institutions that have purchased US$105m of 6.24% senior
notes and £25m of 6.85% senior notes issued in 2002. The notes will mature on 14 Navember 2012. The Group entered into a swop
transaciion with o bank counierparty under which it made a payment of US$80m in return for an equivalent amount denominated in
euros. The swap counterparty also agreed fo pay fixed rate doltar interest of 6.24% per annum in exchange for floating euro rate interest
af rates linked fo EURIBOR. The proceeds of the swap, €81.6m, or £55.2m af rates prevailing on 30 April 2004, are shown as bank
loons due ofter five years. In addition, swap counterparties also agreed io pay fixed rate doller interest of 6.24% on o principal amount
of $25m in exchange for floating dollar interest linked to dollar LIBOR and fixed rale sterling interest of 6.85% on a principal of £25m
in exchange for floating sterling inferest linked to sterling LIBOR.
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20 Inferest and currency profile of net borrowings continved
Of the total borrowing facilities evailable to the Group, the undrawn committed facilities available at 30 April 2004 were as follows:

2004 2003
£m £m
Expiring within one year 10.5 531
Expiting between one and two years 25.2 10.9
Expiring between two and five years 165.1 125.0
Expiring in more than five years 0.9 165.9
201.7 354.9
Bank loans, other loans and overdrafts of certain subsidiaries of £13.9m are secured over the assets of these companies.
21 Currency analysis of net assets
2004 2003
MNet assets Net assets
excluding exciuding
gross Grass gross Gross
borrowings borrewings Net assets borrowings botrowings Net assets
£m £m £m £m Em £m
Sterling 601.3 [148.4) 452.9 407.2 {37.3) 369.9
Euro 2628  (168.5) 943 2741  {196.5) 77.6
Other 34.2 (19.4) 14.8 48.3 {22.9} 25.4
8983  (336.3] 5620 7296 (2567} 4729

Currency expasures giving rise fo currency gains and losses in the Group's profit and loss account are not material.

22 Other financial commitmenis
Annual commitments under nencancellable operating leases are as follows:

Land and buildings

Plant and machinery

2004 2003 2004 2003

£m £m £m $im

Expiring within one year 1.4 0.9 1.2 1.9
Expiring between one and five vears 4.4 39 5.4 5.1
Expiring after five years 7.8 7.0 4.5 1.3
13.6 11.8 11.1 8.3
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23 Provisions for liabilities and charges

Group Company

Dsflerred Deferred
taxatian Pensions Other Total taxation Pensions Other Total

£m £m £m £m £m £m £m

At 1 May 2003 75.5 57 6.7 87.9 - 33 0.2 3.5
Acquired 3.4 - 4.5 7.9 - - - -
Provided 0.4 0.6 09 1.9 3.2 0.3 - 35
Utilised! - (0.8] (1.6] (2.4) - ©.1) - (0.1]
Exchange differences - - (0.2) {0.2) - - - -
At 30 April 2004 79.3 5.5 10.3 95.1 3.2 3.5 0.2 6.9

Other provisions mainly relate fo reorganisation and redundancy costs and provisions for vacant leasehold properties. Provisions relafing
to reorganisotion and redundancy costs are expected to be utilised during the next year.

Deferred toxation is analysed as follows:

2004 2003

£m £m

Accelerated capital allowances 67.3 48.7
Other timing differences 12.0 6.8
79.3 75.5

The analysis of deferred taxation excludes additional taxation payable:

i} on capital gains which may arise i land and buildings were seld for the amounts at which they are carried in the Group's balance
sheet as, in the opinion of the Directors, such properties will be retuined for use in the business or, if sold, would be replaced by

similar assets; and

{it} in the event of the profits of overseas subsidiary underlakings being distributed where there is no infention to make such distributions.

24 Share capital

Number of shores
2004 2003 2004 2003
Millions Millions £m £m
Ordinary equity shares of 10 pence each:
Authorised 410.0 4100 41.0 41.0
Issued, aliotted, colled up and fully paid 387.3 3215 38.7 322

Shares issued during the year to 30 April 2004 and the consideration received were:

Allotted, calted vp and fully paid

Nominal Share Total
Yalue premium  consideration
‘G0 £000 £'003 £000

Reason for issue:
Rights issue [net of issue costs of £1.9m) 64,541 6,454 63,967 70,421
Executive options [note 25) 792 79 1,102 1,181
Savings Related Option Scheme [note 23] 416 42 574 616

A total of 4.5 million shares were issved ot 112.0 pence per share as part of the oneforfive rights issue in connection with the
acquisition of LNPAC Containers Group, which closed on 26 March 2004.
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25 Share options
During the year ended 30 April 2004, the following opfions were granted:

Number of shares Cptian prica {ranga) Dete exercisable
Executive Share Option Scheme (1999) 2,010,970 148.7p - 149.2p July 2006 — December 2013
At 30 April 2004, the following optiens were outstanding:

Nurber of shares Ogplion price [range] Dole exercisable
Executive Share Option Scheme {1992) 3,805,498 164.8p - 306.3p August 1997 — July 2009
Executive Share Option Scheme (1999} 6,704,428 135.2p - 159.9p October 2003 - July 2013
1999 Savings Related Option Scheme 2,762,540 138.1p - 160.9p January 2004 - June 2005

Following the oneforfive rights issue in connection with the acquisition of LINPAC Containers Group the exercise price and the number
of shares under option have been adjusted fo maintcin the option holders’ interests. During the year, awards totalling 601,493 shares
were made to participating executives under the Long-Term Incentive Plan {the Plan). Following the one-forfive rights issue an additional
86,010 shores were acquired on behalf of participating executives within the Plan. At 30 April 2004, the tolal number of shares

awarded and held in tryst to saiisfy obligations under the Plan was 1,352,315 {2003: 848,532).

26 Reserves

Share Profit
premium Revalualion and loss
gecount raserve account

Group £m fm £m
At 1 May 2003 188.9 8.8 243.0
Premium arising on shares issued under opfion schemes 1.7 - -
Procesds of rights issue (net of issue costs of £1.9m} 64.0 - -
Retained profit for the financial yecr - - 24.4
Transfer - {0.3) 0.3
Exchange differences - - (7.7}
At 30 April 2004 254.6 8.5 260.2

Exchange differences include an exchange gain of £3.7m {2003: loss of £20.3m} cn foreign currency borrowings, offset by gains
arising on the Group's equily investment in foreign subsidiary and associated undertakings. At 30 April 2004, the cumulafive goodwill
written off against the profit and loss account reserve for businesses acquired prior to 2 May 1998 was £156.0m {2003: £156.0m).

Share
pramiuce Acquisiion Capital Profit and
account reserve reserve lass acceunt
Company £m £m £m £m
At 1 May 2003 188.9 88.1 50.0 210.3
Premium arising on shares issued under option schemes 1.7 - - -
Proceeds of rights issue [net of issue costs of £1.9m) 64.0 -~ - -
Retained loss for the financial year - ~ - (20.4)
At 30 April 2004 254.6 88.1 50.0 189.9

No separate profit and ioss account is presented for the Company as permitted by Section 230{4) of the Companies Act 1985.

The Company made a profit for the financial year of £10.2m {2003: £52.6m].

The Company’s profit and lass account includes an amount of £126.6m [2003: £126.6m) which is considered non-distributable.
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27 Group cash flow statement

2004 2003
£m £m
{a) Reconciliation of operating profit to net cash inflow from operating activities:
Cperating profit before exceplional items and amertisotion of intangibles 88.8 88.0
Depreciation 64.5 62.2
Profit on sale of tangible fixed assets {4.0) 0.4
Decrease/(increase] in stocks 27 5.3
{increase}/decrease in debtors {2.0) 1.6
Decrease in creditors {16.7) (2.3)
Decrease in provisions {0.9) (3-3)
Other non cash operating items 0.4 1.5
Net cash inflow from operating activities 131.8 142.0
{b} Net sale/(purchase) of shorHerm investments 43 (8.4)
Shortterm investments mainfy comprise deposits with banks.
28 Anaglysis of chonges in et debt
At 30 April Exchange At 30 April
2003 Acquired Cash Aow maovements 2004
£m £m £m £m £m
Cash ot bank and in hand 27.7 - 154 2.3} 40.8
Overdrafts {39.8) - 9.6 0.4 (22.8)
(2.1} - 25.0 (1.9) 1.0
Debt due after one year momn - (187.0) 3.3 (293.8)
Debt due within one year (101.9} (0.5) 89.7 3.8 {8.9)
Finance leases (4.9} - 1.0 Q0.1 (3.8}
(216.9} 0.5  (96.3) 72 (306.5)
ShorHerm investments 267 - [4.3) {1.6} 208
Total {202.3} 10.5) [75.6) 37 (274.7)
29 Acquisitions and disposals
a) Cash flow:
Cash flow arising on the acquisition and disposal of businesses.
2004 2003
Acquisitions Disposals Acquisitions Disposals
Em £m £m £m
Tangible fixed assets {34.7) 0.2 3.1 7
Working capital (5.1} 0.2 [2.3) 27
Toxation 4.4 - (0.1) 0.2
Provisions 4.5 - - -
[Cash] /loans {8.5) - 2.3 1.0}
Net assets (acquired}/disposed {39.4) 0.5 (3.2} 56
Minarity interest (1.3) - (1.9 -
Group assets {acquired)/disposed {40.7} 0.5 (4.2} 5.6
Positive/[negative) goodwill (142.7) 0.3 (17.7) 7.4
Loss on disposal - - - (8.5)
[Acquisition) /disposal price (183.4) 08 21.9} 4.5
Deferred consideration - - 0.7 {0.5)
Deferred costs 1.2 - - _
Cost of investment transferred - - 1.6 -
Cash flow (182.2} 0.8 (19.6) 4.0
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29 Acquisitions and disposals confinued

b] Fair value of acquisitions:

UNPAC Containers Group was acquired on 22 March 2004 and has been accounted for as an acquisition and consolidated in the
financial statements from the date of acquisition. Details of this and other acquisitions during the year are summarised as follows:

Cther
UNPAC Centeiners Group dacquisitions

Accounting Total

Book pelicy Fair value Fair Fair Fair

value adjustments adjusiments value valve valve

£m £m £m £m £m Em

Tangible fixed assets 373 02 (3.6) 339 0.8 347
Working capital 4.9 0.9} 0.3 43 0.8 5.1
Taxation {4.4} - - (4.4) - (4.4}
Provisions (1.5) - 2.5 4.0 (0.5} (4.5)
Cash/{loans) .0 - - 2.0 {0.5) 8.5
Net asse!s acquired 453 {0.7] {5.8) 38.8 0.6 39.4
Minority interest - 1.3 1.3
Group assefs acquired 38.8 1.9 40.7
Positive goodwill arising 137.0 5.7 142.7
1735.8 7.6 183.4

Satisfied by:

Cash consideration paid 170.7 7.5 178.2
Expenses of acquisition 51 0.1 52
Total consideration 175.8 7.6 183.4
Deferred expenses of acquisition {1.2) - (1.2)
Total cash flow 174.6 7.6 182.2

The material fair valve adjustments are fo recognise formal valuations on acquired tangible fixed assets and to bring provisioning
against stock and deblors infe ling with the relevant Group procedures. Fair value odjusiments on other acquisitions cre not significant.

c} Summary results of LINPAC Containers Group:
The summary profit and loss account of LINPAC Containers Group for the peried from 1 January 2004 jo 22 March 2004,
the effective date of acquisition, was as follows:

£m
Turnover 33.4
Operating profit 2.4
Finance income 0.5
Profit before taxation 2.9
Toxation 1.9)
Profit for the financial period 1.9

In the previous year from 1 January 2003 to 31 December 2003, the profit after toxation of LNPAC Containers Limited was £20.7m
after an exceptional credit, net of taxation, of £6.9m.

The summarised total recognised gains and losses of UNPAC Containers Group for the period 1 January 2004 to 22 March 2004, the
effective dafe of acquisifion, is as follows:

£m
Profit for the financial period 1.9
Dividends (56.7)
Tolal recognised loss for the financial period (54.8)
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30 Related party fransactions

2004 2003

£m £m

Sales 1o associated undertakings on normal trading ferms 1.9 1.0
Purchases from asseciated underfakings en nermal trading terms 25.2 223
Amounts due from associated undertakings [including loans) 3.4 4.2
Amounts due to associated undertakings - 0.1

31 Contingent liabilities

Guoraniees fo third porties amount fo £22.7m [2003: £19.7m). The Group and the Company has guaranteed certoin future operating
commitments of its associated undertaking, Grovehurst Energy Ltd {see note 15). The Company has guaranteed the gross overdrafts and
loans of certain subsidicry undertakings which at 30 April 2004 amounted to £130.7m [2003: £123.0m). Other guaraniees to third
parties amount to £5.6m (2003: £5.0m|.

32 Subsidiary undertakings
The Company's principal trading subsidiary undertakings as at 30 April 2004 are:

Percertage of issued Country of
ordinary share capitel incarporation
helif by DS Smith Ple or registration
Packaging
St Regis Poper Company Ltd 100% England
DS Smith {UK) Limited 100% England
LINPAC Confainers Lid 100% England
Kaysersberg Pockaging S.A.S. 100%* Fronce
DS Smith Packaging Poland SA 98%* Poland
Toscana Ondulati SpA 65%* ltaly
Copikas AS 100%* Turkey
Cartén Plastico s.a. 100%* Spain
DW Plastics NV 100%* Belgium
Ducaplast SAS 100%* France
Demes Logistics GmbH & Co KG 100%* Germany
David . Smith America Inc. 100%* USA
DSS Rapak Inc. 100%* UsSA
Rapak Asia Pacific {Aust} Pry Lid 100%* Australia
StePac LA. Ltd 55%* Israel
Zewathener GmbH & Co KG 100%* Germany
A A Griggs & Co. lid 100%* England
Office Products
Spicers Lid 100%* England
Spicers {lreland} Ltd 100%* Ireland
Spicers France SA 100%* France
John Dickinson Staticnery lid 100% England
lohn Dickinson Stationery {Ireland) Ud 100%* Ireland

*Indirectly held by DS Smith Ple.

A complete list of subsidiary companies will be included in the next annudl return.

33 Post balance sheet events

On 20 May 2004, the Office of Fair Trading announced that the acquisition of LINPAC Centainers by the Group was to be referred
to the UK Competition Commission for further inquiry. Information on this is included in the Chairman’s Statement on page 4 and the
Chief Executive’s Review on poge 6.

Cn 1 June 2004, the Group announced that it has agreed to acquire BPB Recycling, a recovered paper collection business, from
BPB PLC, subiect to clearance from the Office of Fair Trading.
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FIVE YEAR FINANCIAL SUMMARY

Year Ended Year Ended Year Ended Year Ended Year Ended
29 April 28 April 30 April 30 April 30 April
2000 2001 2002 2003 2004
£m £m Lm £m £m
Turnover
Paper and Corregated Packaging 630.4 7169 720.5 747.0 748.9
Plastic Packaging 113.2 146.3 171.9 195.0 208.7
Packaging 743.6 863.2 892.4 942.0 957.6
Office Products Whelesaling 419.4 485.0 500.5 495.6 498.8
Office Products Manufaciuring 745 714 66.7 597 48.0
Infra-segment {19.8) [20.5) {19.4) {18.3} 15.9)
Office Products 474.1 535.9 547.8 537.0 530.9
Group Turnover 1,217.7  1,399.1 1,4402 11,4790 1,488.5
Operating Profit
Pager and Corrugated Packaging 37.1 51.5 51.2 53.1 50.5
Plastic Packaging 8.5 87 12.7 14.7 15.2
Packaging 45.6 60.2 63.9 67.8 65.7
Office Products Wholesaling 23.0 24.4 9.7 16.2 217
Office Products Manufacturing {0.8} 0.3 (1.6) 40 1.4
Office Preducts 22.2 247 8.1 20.2 23.1
Group Operating Profif! &67.8 84.9 72.0 88.0 88.8
Associated underiakings!” {0.2) (0.2} 2.2 2.6 3.0
Inferest 99 (125 1.6 (109  [10.4)
Profit before taxation, exceptional ilems and amortisation of intungibles 577 72.2 62.6 797 814
Exceptional items (8.5} {4.3) {32.4) {8.5} -
Amoartisation of intangibles {0.6) (1.1} {1.4) (2.2} (3.4)
Profit before taxation 48.6 66.8 28.8 69.0 77.8
Free cash flow 21.0 22.8 73.5 60.2 61.3
Capital expenditure 553 758 748 574 49.8
Depreciation 57.0 60.4 63.6 62.2 64.5
Average capital employed® 692.4 743.1 783.3 775.5 799.3
Shareholders” funds 424.5 446.2 438.9 4729 562.0
Net borrowings 162.4 193.4 195.9 202.3 2747
Return on sales 5.6% 6.1% 5.0% 59% 6.0%
Return on average capital employed 9.8% 11.4% 9.2% 11.3% 11.1%
Gearing 38.3% 43.3% 44.6% 42.8% 48.9%
Earnings per share!1® 12.5p 14.1p 13.1p 16.8p 16.9p
Dividends per share® 7.9p 8.2p 8.2p 8.2p 8.2p
Dividend cover 1.6x 1.7x 1.6x 2.0x 1.9x
Net assels per share® 123.4p 129.7p 127.5p 137.0p 145.2p

"Before exceptional items and amorlisation of intangibles
Average capital employed is defined in note 1 on page 44.

PAdjusted for the bonus element of the rights issue which took place during the year ended 30 April 2004.
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NOTICE OF ANNUAL GENERAL MEETING 2004

Notice is hereby given that the Annual General
Meeting of DS Smith Plc will be held at the Great
Eastern Hotel, Liverpool Street, London EC2ZM
TQN, on Friday 10 September 2004 at 12 noon to
consider and, if thought fit, pass the following
resolutions, of which resolutions 1 10 12 will be
proposed as ordinary resolwtions and resolutions

13 and 14 will be proposed as special resolutions:

1

To receive and adopt the Directors” Report, the
Auditor’s Report and financial statements for
the year ended 30 April 2004.

To declare a final dividend on the ordmary shares.
To approve the Report on Remuneration.

To re-elect Mr A I Thorne as a Director of the
Company.

To re-elect Mr R G Beeston as a Director of
the Company.

To re-elect Mr D R Piette as a Director
of the Company.

To elect Mr C J Bunker as a Director
of the Company.

To ¢leet Mr J-P Loison as a Dircetor
of the Company.

To re-appoint KPMG Audit Pic as Auditor
of the Company.

To authorise the Directors to determine the
remuneration of the Auditor,

That:

{a) the DS Smith Long-Term Incentive Plan
(the “Plan’}, the main features of which are
summarised on pages 65-66. be approved and
the Directors be authorised to do all such acts
and things as they may consider necessary or
expedient to carry the Plan into effect; and

(b) the Directors be authorised to establish
such schedules to the Plan as they may
consider necessary in relation to employees

in jurisdictions outside the UK, with such
modifications as may be nccessary or desirable
to take account of local securities laws,
exchange control and tax legislation, provided
that any shares made available under such
schedutes must be freated as counting against
the relevant limits on individual participation
and overall participation in the Plan,

That:

{a) it accordance with Article 6 of the Articles
of Association of the Company, the Directors
be authorised to allot relevant securities up to
a maximum nominal amount of £1¢,844,341;
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(b) this authority shall expire on 9 S¢ptember
200% save that the Company shall be entitled
under such authority to honour at any time
before expiry thereof any commitment to allot
its ordinary shares which will or might be
cencluded wholly or partly after the expiry

of such authority; and

{c) all previous authorities under Section 80
of the Companies Act 1985 be revoked.

That:

{a) in accordance with Article 7 of the Articles
of Association of the Company, the Directors be
given power to allot equity securities for cash;

(b} for the purposes of paragraph ([ ¥b} of
Article 7 of the Articles of Association of the
Company, the nominal amount to which this
powetr is limited {other than in connection with
a rights issue} is £1,936,48%,

{c) this power shall expire on 9 September
2009 save that the Company shall be entitled
under such authority to honour at any time
before expiry thereof any commitment to allot
its ordinary shares which will or might be
conciuded wholly or partly after the expiry
of such authority; and

{d} all previous authorities under Section 95
of the Companies Act 1988 be revoked.

That in accordance with Article 11 of the
Articles of Association of the Company and
the Companies Act 1985, the Company is
generally and uncenditionally authorised to
make market purchases (within the meaning
of the Companics Act 1985) of ordinary shares
of 10p each in the capitat of the Company

in such manner and on such tenms as the
Directors may from time to time determine
provided that:

(a) the maximum number of ordinary sharcs
hereby authorised to be purchased is
38,728,840 ordinary shares;

(b) the minimum price which may be paid
for each ordinary share is 10p (exclusive
of expenses payable by the Company);

(¢} the maximum price which may be paid
for each ordinary share is an amount equal
10 105% of the average of the middle market
quotations for an ordinary share as derived
from the London Stock Exchange Daily
Official List for the five business days
immediately preceding the date of any such
purchase (exclusive of expenses payable by
the Company); and

(d) the authority hereby conferred shall,

unless previously varied, reveked or renewed,
expire on 9 March 2006 or, if earlier, at

the conclusion of the next Annual General
Meeting of the Company, save that the
Company shall be entitled under such authority
to make at any time before the expiry thereof

any confract to purchase its ordinary sharcs
which will or might be concluded wholly
or partly after the cxpiry of such authority.

By Order of the Board

Carolyn Cattermole
Secretary

4-14 Artillery Row
london SW1P 1RZ

14 July 2004
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Notes

(i} Only those members registered in the Register
of Members of the Company as at 6 pm on
8§ September 2004 shall be entitled to attend and
vote at the Mecting in respect of the number
of shares registered in their names at that time.

(i) A member entitled to attend and vote at
the Meeting is entitled to appeint one or
more Proxies to attend and, on a poll, to vote
instead of him. A Proxy need not be a member
of the Company.

(iii} A Form of Proxy is enclosed. To be effective,
Forms of Proxy nust 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,

{1v} Capies of 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
ong year, will be available for inspection at the
registered office of the Company during normal
business hours on any weekday (Public Holidays
excepted) and at the place of the Meeting, from
11.45am until the conclusion of the Mecting.

(v) Mr R G Beeston is Chairman of the
Remuneration Committee and a member
of the Audit and Nomination Committees of
the Board. Mr C J Bunker is a member of the
Audit and Remuneration Committees of the
Board. Mr D R Pictic is 2 member of the
Remuneration Committee. Mr A D Thorne
is a member of the General Purposes and
Nomination Committees of the Board.

(vi) The Chaimen of the Audit, Remuneration and
Nomination Committees will be available to
answer relevant questions at the Meeting.

Explonatory notes on the resolutions
Resolution 1:

Report and financial statements

The Directors present to shareholders at the AGM
the Reports of the Directors and Auditor and the
finaneial statements of the Company for the year
ended 30 April 2004, These are contained in the
Annval Report.

Resolution 2:

Declaration of a final dividend

Final dividends declarcd by sharcholders must
not exceed the amount recommended by the
Directors. By passing Resolution 2, sharcholders
will declare a final dividend. The amount of the
final dividend recommended by the Directors

is 5.0p net per ordinary share.

Resolution 3:

Approval of Report on Remuneration

As required by the Directors’ Remuneration Report
Regulations 2002, shareholder approval is sought for
the Report on Remuneration set out on pages 28 to 34.

Resolutions 4-8:

Re-election of Directors

The Articles of Association of the Company require
that all Directors retire at least once every three
years but are cligible to submit themsclves for
re-election by the shareholders. The Directors who
retire at each AGM are those who would otherwise
have served for over three years without re-clection
by the date of the following AGM.

Mr Beeston and Mr Thorne will retire and, being
eligible, offer themselves for re-clection at this
year’s AGM. Mr Piette is submitting himself for
re-election as he has served more than three terms
of appointment,

The Articles of Association of the Company require
that a Director appointed since the previous AGM
shall be subject to election by the sharcholders.

Mr Bunker and Mr Loisen were appointed
Directors with effect from 9 December 2003

and, in accordance with the Articles, they both
retire from office at the Meeting, Being eligible
they offer themselves for election.

A short biography of cach Director, including
those secking re-election and election, appears
on page 22 of the Annual Repert. Mr Thorne
has a service contract with the Company which
may be terminated by the Company on giving
12 months® written notice. Mr Loison has a
Letter of Appointment with the Company and
a service coniract with the Company’s subsidiary,
Kaysersberg Packaging S.A.S., which may be
terminated by the Company or Kaysersberg
Packaging S.A.S. respectively on giving

12 months® written notice.

Resolutions 9 and 10:

Re-appointment of Auditor

The auditor of 2 company must be re-appointed at
cach general meeting at which accounts arc presented,
Resolution 9 propeses the re-appointment of the
Company’s existing Auditor, KPMG Audit Ple, unti!
the next AGM. Resolution 10 gives authority to the
Directors to determine the Aunditor’s remumeration.

Resolution 11:

Approval of new Long-Term Incentive Plan
The rationale for the introduction of the new
Long-Term Incentive Plan is sct out in the
Report on Remuneration on page 29. The
operation of the Plan will be supervised by
the Remuneration Committee of the Board
{the ‘Remuneration Committee™y.

(a) Eligibility
The Remuneration Committee has discretion
to grant awards under the Plan (‘Awards™) to
any employee {including an executive director}
of the Company or any of its subsidiaries
{the “Group’) who is required to devote
substantially the whole of his working time to
his employment and is not within six months
of his anticipated retirement date.

Grant of Awards

Awards will be over ordinary shares in the
Company {*Shares). Subject to the exceptional
circumstances referred to below, their vesting
will be contingent on the satisfaction of a
specified performance target and the continued
employment of the participant with the Group.

®

=

Awards may be granted at any time within the
six-week period following the date on which
the Plan is approved by the Company in general
meeting and thereafter in any six-week period
following the announcement of the Company’s
results or at any other time when the
circumnstances arc considered to be exceptional
by the Remuneration Committee. No payment
is required from participants for either the
grant of an Award or when an Award vests,

An Award will not generally vest before the
specified performance target has been met at
the end of the period of three financial years
beginning with the year in which Awards are
madc. The extent to which the performance
target is met will determine the number of
Shares under the Award which will vest.

{c

—_—

Performance targets

The perfotnance target for the initial Awards
will refate to the Company’s total shareholder
return performance relative to companies in the
FTSE Mid 250 Index, excluding investment
trusts. Total shareholder return takes into
aceount both share price performance and
dividend payments, and will be averaged over
the two-month periods immediately before the
beginning and end of the performance period
in order to minimise the impact of short-term
price fluctuations.

The performance targets which will apply
for Awards granted in 2004 are set out in
the following table,

Total Shareholder Return Ranking % of Award Vesting

Upper Quartile 100%
Median 30%
MedianUpper Quartile 30%-100%

{pro rata, ot a
straightline basis)

Below Medion Nil
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In addition, no Awards will vest unless the
Company's earnings per share growth is at
least equal to the increase in the Retail Prices
Index over the performuance period.

Only a single test will be made at the ¢nd of
the three year pertormance period, and no
re-testing will be permitted.

Performance targets on existing awards may be
amended to ¢nsure that they remain appropriate,
provided that the amended targets are no less
or more challenging than the initial ones.

The Remuneration Committee will regularly
monitor the continuing suitability of the
performance targets and may impose different
targets on Awards granted in subsequent years,
provided that they are no less challenging.

Individual limit

No individual may receive an Award over
Shares which have an aggregatc market valuc
when the Award is granted which is more than
100 per cent of his annual rate of basic salary.
In the event that any individual is granted both
aptions under the Company’s executive share
option scheme and Awards under the Plan in
the same financial year, the aggregate market
value of Shares granted under his Award for
that year will not exceed 75 per cent of his
salary, other than in exceptional circumstances
such as high level recruitment or promotion
(in which case the 100 per cent of salary limit
will apply 1o his Awards).

Limits on the issue of Shares under the Plan
Neo Award may be granted under the Plan if, as
a result, the aggregate number of Shares issued
or issuable pursuant to grants made during the
previous 10 years under the Plan and all other
cxecutive share schemes established by the
Company would exceed 5 per cent of the issued
ordinary share capital of the Company from
time to time, or more than 10 per cent of the
issued ordinary share capital of the Company
when aggregated with grants made under all
of the Company’s employee share schemes.
Any treasury Shares used in the Plan will
count against these limits.

The Pian may use Shares purchased in the
market and held by an employee benefit trust,
but it is not intended that such trust will hold
more than 5 per cent of the Company’s issucd
ordinary sharc capital at any time.

Vesting of Awards

An Award will normally vest on the third
anniversary of its grant date to the extent that
the applicable performance condition has been
satisfied and provided that the participant is
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still an employee of the Group. However,
where a participant leaves due to:

« death; or

* injury or disability evidenced to the satisfaction
of the Remuneration Commiitee; or

« statutory redundancy; or

* retirement at or after confractual retirement
age or early retirement with the consent of
the Remuneration Committee; or

« the company employing the participant
ceasing to be a member of the Group, or the
business in which the participant works being
transfereed to a person who is not a member
of the Group; or

« any gther reason that the Remuneration
Committee in its discretion so permits;

then Awards may vest immediately. However,
the number of Shares under an Award which
vest in these circumstances will depend

upen the extent to which the performance
targets are satisfied at that time unless

the Remuneration Committes decides
otherwise in exceptional circumstances,

Delivery of Shares on vesting

Once a participant’s Award has vested, the
relevant number of ordinary shares in the
Company will be delivered to the participant
as soon as practicable,

Change of control

In the event of a takeover, reconstruction,
amalgamation or winding-up of the Company,
all subsisting Awards will vest immediately
to the extent the performance conditions are
satisfied when measured up to the date of the
relevant event. Awards wiil be pro-rated to
time unless the Remuneration Committee
decides otherwisc in the circumstances.

Variation of share capital

In the event of any variation in the share capital
of the Company prior to the vesting of an Award,
including a capitalisation issue, a rights issue,
a sub-division or consolidation of shares, a
reduction in capital or a demerger, the payment
of capital dividend or similar cvent affecting the
Company, the Remuneration Committee may
make such adjusiments to the number of shares
subject to Awards as it considers appropriate.

Rights relating to the Awards

Awards shall not confer the right to vote
the Shares under them or receive any
dividends or any other rights in respect
of those Shares unti] the Shares under the
Awards have been zallotted or transferred
to the participant foliowing vesting.

Shares issued pursuant to the Plan shall rank pari
passu in all respects with the ordinary shares
already in issue except that they will not rank for
any dividend or distribution paid or made by
reference to a record date falling prior to the date
the shares are transferred to participants.

Benefits obtained under the Plan will not be
pensionable, and Awards are not assignable or
ransferable {except in the event of death,
when they may be assigned to the participant’s
personal representatives).

*

s

Amending the rules of the Plan

The Remuneration Committee may amend

the Plan provided that the prior approval

of the Company in general meeting will be
required for any amendment to the advantage
of participants to those provisions of the Plan
relating to cligibility, the limitations on

the number of Shares subject to the Plan,

a participant’s maximum entitlement, the basis
for determining a participant’s entitlement
under the Plan and the adjustment of Awards in
the event of a variasion in capital, except in the
case of minor amendments to benefit the
administration of the Plan, to take account of
changes in legislation or to obtain or maintain
favourable tax, exchange control or regulatory
treatment for participants or for any member of
the Group.

(1) Overscas jurisdictions
Additional schedules to the rules may be
incorporaied to operate outside the UK. These
schedules may vary the rules of the Plan to
take account of any securities law, exchange
cantral or taxation laws ar regulations. Aty
shares made available under such schedules
will count against the relevant limits on
individual participation and overall
participation in the Plan.

(m} Termination
The Plan may be terminated at any time by
resolution of the Board or of the Company
in general meeting and shall in any event
terminate on the tenth anniversary of the
date on which the Plan is approved by the
Company n general meeting. Termination will
not affect the cutstanding rights of participants.

Resolution 12:

Directors” authority to allot shares

Authority was granted to the Directors at last year’s
AGM, pursuant to Scction 80 of the Companics
Act 1985, 10 allot shares in the Company without
the prior consent of shareholders for a period of
five years. Resolution 12, which will be proposed
as an ordinary resolution, will, if passed, give




the Directors renewed authority to allot shares up
to a maximum nottinal value of £1¢,844,341
{representing 28 per cent of the issued share
capital of the Company at 23 June 2004).

Other than in connection with any exercise

of options under the Group’s employee share
option schemes, the Directers have no present
intention of exercising the allotment authority
proposcd by this Resolution, The authority will
expire on 9 September 2009, except in so far as
commitments o atlot shares have been entered into
before that date. [t is the present intention of the
Dircctors to seek a similar authority annually.

Resolution 13:

Directors” power 1o disapply

pre-emption rights

This Resolution, which will be proposed as

a special resolution, supplements the Directors’
authority to allot shares in the Company
{proposed by Resolution 12).

Section 89 of the Companies Act 1985 requires

a company proposing to allot cquity sceurities

for cash to offer them first to existing shareholders
pro rata to their existing shareholdings. Authority
was granted to the Directors at last year’s AGM
and the Directors propose to seek shareholders’
approval to renew this authority, pursuant to
Section 95 of the Companies Act 1985, to allot
such sccuritics, notwithstanding the requirement
imposed by Section 89, in two cases:

— in connection with a rights issuc; and

- allotments of shares for cash up to a total
nominal value of £1,936,489 (representing
5 per cent of the Company’s issued share
capital at 23 June 2004). This gives the
Directors flexibility to take advantage of
business opportunities as they arise, whilst
the 5 per cent limit ensures that cxisting
shareholders’ interests are protected, and is
in line with guidelines issucd by institutional
investors’ bodies.

This authority will expire on 9 September 2009,
except in so far as commitments to allot shares
have been entered into before that date. It is the
present intention of the Directors 1o seek a similar
authority annually.

Resolution 14:

Company’s authority to purchase shares

This Resolution, which will be proposed as

a special resolution, seeks to renew the existing
authority for the Company fo purchase its own shares
in the market. This authority gives the Company
greater flexibility in managing its capital resources.
The Directors have ne specific intention of using

this authority and would do so only when, in the
light of market conditions, they believed that the
effect of such purchases would be to increase
eamings per share, and that the purchases were in
the interests of shareholders generally. The Directors
would also give careful consideration to gearing
levels of the Company and its general financial
position. The purchase price would be paid out of
distributable profits. Any shares purchased under
this authority will be cancelled and the number
of shares in issue will be reduced accordingly.

Resolution 14 specifies the maximum number

of shares which may be purchased (representing
10 per cent of the Company’s issued share capital
at 30 April 2004), the minimum and maximum
prices at which they may be bought and when the
autherity will expire, reflecting the requirements
of the Companies Act 1985 and the Listing Rules
of the UK Listing Authority.

The maximum price at which the shares may be
purchased is 3 per cent above the average of the
middle market values of those shares for the five
business days before the purchase is made.

Purchases of shares under the proposed authority
are required by the UK Listing Authoerity to be
made in compliance with The Model Code for
securities transactions by directors of listed
companies. Accordingly, the Company would not
exercise the authority at a time when the Directors
would be precluded from dealing in the Company’s
shares. Specifically, purchases would not be made
within the two months preceding the announcement
of the interim or final results. This propesal should
not be taken as an indication that the Company
would purchase shares at any particular price or

to imply any opinion on the part of the Divectors

as 1o the market or other value of the Company’s
ordinary shares,

The total number of ordinary shares that are under
option through the Company’s share option schemes
at 23 June 2004 (being the latest practicable date
prior to publication of this notice) is 13,248,235

of which 11,968,775 are options over unissued
ordinary shares, The proportion of issucd ordinary
share capital that the options over unissued
ordinary shares represented on this date was 3.09%
and the proportion of issued ordinary share capital
that they will represent if the full authority to
purchase shares (existing and being sought) is
used is 2.81%.

The authority will expire on ¢ March 2006

or at the cenclusion of the next AGM (whichever
is the earlier). ]t is the present intention of the
Directors to seek a similar authority annually.

Imporiant notes about the
Annua! General Meeting
Date

Friday 10 September 2004.

Location

Great Eastern Hotel, Liverpool Street, London
EC2M 7QN.

Timing

The Meeting will start promptly at 12 noon and
sharehelders wishing to attend are advised to be
in the venue no later than 11.50 am, The reception
arca will be open from 11.30 am, from which time
refreshiments will be served.

Trave! information

See map on the reverse of Admittance Card for the
location of the Great Eastern Hotel, and the nearest
underground and railway stations, The venue is less
than five minutes’ walk from Liverpoal Street station.
There are no car parking facilities at the venue.

Admission

Please bring the Admittance Card with you to

the Mccting. You may be asked to show the Card
before being admitted to the venue. Shareholders
and proxy holders may also be required to provide
proof of identity. The registration process may take
longer without these documents.

Facilities

The Great Eastern Hotel has wheelchair access,

If you are planning to come to the Meeting and are
a wheelchair user, it would be helpful if you would
telephone the venue in advance on 020 7618 5618.

Enquirics and questions

Shareholders who intend to ask a question related
to the business of the Meeting are asked to provide
their name, address and question at the Registration
desk. Staff from Lloyds TSB Registrars will be on
hand to provide advice and assistance.
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SHAREHOLDER INFORMATION

Financial diary

24 June 2004
Preliminary announcement of results
for the year ended 30 April 2004

18 August 2004
Ex-dividend date for final dividend

10 September 2004
Annual General Meeting

21 September 2004
Payment of final dividend

8 December 2004
Announcement of interim results
for the six months ended 31 October 2004

2 February 2005
Ex-dividend date for interim dividend

8 March 2005*
Payment of inferim dividend

30 June 2005*
Preliminary announcement of results
for the year ended 30 April 2005

*Provisional date

Company website

The Company’s website at
www.dssmith.uk.com contains the latest
information for shareholders, including

press releases and an updated financial diary.
Email alerts of the latest news, press releases
and financial reports about DS Smith may
be obtained by registering for the email news
alert service on the website.

Share price information

The latest price of the Company’s ordinary
shares is available from the FT Cityline
service. Calls within the UK are charged

at 60 pence per minute at all times.

The telephonc number is 0306 843 4044,
Alternatively click on
www.londonstockexchange.com. DS Smith’s
ticker symbol is SMDS. It is recommended
that you consult your financial adviser and
verify information obtained from these services
before making any investment decision.
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Registrar

Please contact our Registrar at the address
below to advise of a change of address or for
any enquiries relating to dividend payments,
lost share certificates or other share
registration matters.

The Registrar provides on-line facilities
at www.shareview.co.uk. Once you have
registered you will be able to access
information on your DS Smith Plc
shareholding, update your personal
details and amend your dividend payment
instructions on-ling without having to

call or write to the Registrar.

Dividends

Sharcholders who wish to have their dividends
paid directly into a bank or building society
account should contact the Registrar, In
addition, the Registrar is now able to pay
dividends in 35 foreign currencies. This service
is called *TAPS’ and enables the payment of
your dividends directly into your bank account
in your home currency. A charge of £2.50 is
deducted from each dividend payment to cover
the costs involved. Please contact the Registrar
to request further information.

Share dedling services

The Registrar offers a real time telephone
and internet dealing service. Further details
in¢cluding terms and rates can be obtained
by logging on to the website at
www.shareview/dealing.co.uk or by calling
0870 850 0852. Lines are open between
8.30 am and 4.30 pm, Monday to Friday.

Cazenove operates a low cost share dealing
service for private investors who wish to
buy or sell ordinary shares of the Company.
This is an execution-onty service and further
details can be obtained from The Share
Dealing Service, Cazenove & Co. Ltd,

20 Moorgate, London EC2R 6DA.
Telephone 020 7606 1768. Please note

there is a minimum level of £500 for
investment in shares using this service.

Registered office and advisers
Secretary and Registered Office
Carolyn Cattermole

4-16 Artillery Row

London SW1P 1RZ

Registered in England No: 1377658

Auditor

KPMG Audit Plc

8 Salisbury Square
London EC4Y 8BB

Solicitor

Allen & Overy

One New Change
London EC4AM $QQ

Principal Clearing Bank
The Royal Bank of Scotland
135 Bishopsgate

London EC2M 3UR

Stockbroker
Cazenove & Co. Ltd
20 Moorgate
London ECZR 6DA

Investment Bank
UBS

2 Finsbury Avenue
London EC2M 2PP

Registrar

Lloyds TSB Registrars
The Causeway
Worthing

West Sussex BN99 6DA

Registrar queries

UK telephone 0870 600 3970

Overseas telephone +44 121 415 7047
On the internet at www.shareview.co.uk
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PRINCIPAL LOCATIONS

Group office
DS Smith Ple

4-16 Artillery Row
lendon SWI1P 1RZ

Telephone +44 (0} 20 7932 5000

Countries in which we operate:

Awustralia taly

Belgium New Zealand
Czech Republic Poland
Dominican Republic  Spain

Fronce Turkey
Germany Ukraine

Ireland United Kingdom
lsrael USA

Divisional offices

DS Smith Packaging

Pilgrim House

2-6 William Street

Windsor

Berkshire SL4 1BA

Telephone +44 {0} 1753 754 380

LUNPAC Centainers

Evan Cornish House

Windsor Road

Louth

Lincolnshire LN11 OLX

Telephone +44 (0) 1507 601 601

Kaysersberg Packaging S.A.S.

BP 1

68320 Kunheim

France

Telephone +33 (0] 3 89 72 24 00

St Regis Paper Company Limited

Mill Lone

Taplow

Maidenhead

Berkshire SL6 QAF

Telephone +44 (0) 1628 798 111

DS Smith Plastics

Brownsover Road

Rugby

Warwickshire C¥21 THL
Telephone +44 [0) 1788 535 329

Spicers Limited

Homewcod

Sawston

Cambridgeshire CB2 4]G
Telephone +44 (0] 1223 834 555

John Dickinson Stationery Limited
Sawston

Caombridgeshire CB2 4XD
Telephone +44 (0) 1223 830 083




DS Smith Plc

4-16 Artillery Row

London SWIP 1RZ

Telephone +44 (0) 20 7932 5000
Fax +44 (0) 20 7932 5003

Email ir@dssmith.co.uk
www.dssmith.uk.com




