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swallowfield in china

The official opening of cur Shanghai
office
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Chairman
J S Espey

chairman’s statement

Results

I am very pleased to report that trading in
the second half of the year was in line with
the expectations | presented in my report of
26 February 2004 and, shows a healthy
turnaround from last year’s results.

In our strategic update of 6 April 2004,
we presented a vestructuring plan aimed
at increasing annuai profit before tax
during 2005 by £0.4m at a cost of £0.4m.
Accordingly, we have now charged this
year’s profit and loss account with £06.4m
of restructuring costs, as predicted.
Excluding these costs, profit before tax
increased by 60% from £1.0m to £1.6m
onan 11% reduction in turnover.
Including restructuring costs, profit before
tax increased by 19% to £1.2m.

The objectives that wa set ourselves for
the financial year were to improve
operating margins, reduce overhead costs
and to drive a big improvement in the
profitability of the cosmetics business. We
have achieved these ohjectives, against a
background of a weak market and
continued pricing pressure, by
concentrating on our product
development strengths, cast efficiencies,
improved pricing control and improved
customer service.

Turnaver in the Cosmetics business
reduced by 11% from £13.8m to £12.2m
but last year's onerating loss of £0.8m was
improved to a break-even position. This
represents a very creditable turnaround of
£0.8m in terms of operating profit during
the year. The business was profitable
before the impact of corporate overheads.
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Turnover in the Aeroscl business declined
by 11% from £40.8m o £36.5m whilst
operating profit fell by 11% from £2.2m to
£2.0m. During the year, we launched a
new bag-on-valve product and produced
significant volurnes cof this for a major
customer. Qur investrment in plant and
machinery made during 2003 helped to
ensure the success of this project.

Cash and Net Debt

Net debt at the year end was broadly
unchanged on the previous year even
though trade working capital increased
significantly. This increase, arising from
debtors, was primarily due to a single
customer contract with extended payment
terms, offset in part by extended supplier
terms on components purchased for this
same contract. This is more fully
explained in the Financial Review.

As outtined in our interim report, during the
year we restructured our financing
arrangements to better align our facilities
with the Group's funding requirements, and
to reduce our interest rate margin by 0.25%.

Corporate Governance

We continue to strengthen our approach to
Corporate Governance and, in accordance
with best practice, have described our
appreach to the new Combined Code
within this year's Carporate Governance
statement. We have also published terms
of reference for the Audit, Remunreration
and Nomination Committees on our web
site and have issued a whistle-blowing
policy to our employees.




Strategic Update

As announced on 6 April 2004, we have
completed the first phase of our strategic
review of the business, which was
directed at actions to increase the
profitabitity of the Cosmetics business,
and improve the total profitability of the
Group. The long-term target we have set
curselves is 1o achieve a return on
shareholders’ equity of 12% by 30 June
2006, and 15% by 30 June 2009.
Excluding restructuring costs, the return
on shareholders equily for the current
year was 9%.

On the same date, we announced that we
would be opening a procurement office in
the Peoples' Republic of China. | am
pleased to say that this office is now
operational, and we plan 1o increase the
resources directed to this office, in order
tc speed up the benefits we expect to
receive. Whilst the cost of this office will
be in the region of £0.4m per annum, we
anticipate the investment should begin to
break even in the 4th quarter of our 2005
financial year and to generate net savings
in the year ended 30 June 2006,

in our strategic plan, we include the
acquisition of businesses that have
complementary product capabilities, and
that provide us with the opportunity to
obtain synergistic benefits with our current
customer base. As ever, we continue to be
discerning in terms of the financial returns
required from any such acquisition, and
whilst we have examined a number of
opportunities, financial prudence
mitigated against further action.
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Looking Forward

We do not anticipate any improvement in
the market for personal care products over
the next 12 months and expect consumer
spending on our products to remain
subdued. The pricing pressure we have
experienced over the past few years is
likely to continue in most areas of our
business, as retailer competition continues
to squeeze the supply chain and the
impact of Far Eastern sourcing intensifies.

Despite this background, we plan to raise
shareholder returns by driving down total
input costs, improving manufacturing
efficiencies, presenting new and exciting
product ranges and improving our pricing
strategies.

Following the high levels of the previous
two years, we have significantly reduced
our expenditure on fixed assets in the year
just ended. During the coming year, we
expect an affordable increase in capital
expenditure as we restart our [onger term
investment plans aimed at cost reduction
and the enhancement of good
manufacturing practices acrass the Group.

We expect that the split of profitability
between the first and second halves of the
current financial year will be more balanced
than the year just ended, but as ever, this is
dependent on the final dates for new
product launches. The first two months of
the new financial year have been slightly
ahead of last year and, despite our
expectations for an unhelpful market
background, we are positive for the future
as we continue to use our acknowiedged
skills to best advantage.
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Dividend

Cur nolicy over the last 18 months has
been to maintain dividend payments,
notwithstanding short-term reductions in
the level of dividend cover. We continue to
believe that our medium-term aim of
pursuing a progressive dividend policy is
correct, but recognise that in the short term
we must continue to rebuild the level of
dividend cover and increase the strength of
cur balance sheet. Therefore, the Board is
proposing to pay a final dividend of 2.0p
per share making a total dividend of 43p
per share for the year, unchanged from that
paid in the previous year. If approved at the
Annual General Meeting, the final dividend
will be paid on 29 October 2004 to
shareholders on the register at 15 October
2004. The shares will go ex-dividend on the
13 October 2004,

The past year has been one of great
challenge in our business. These results are
a credit to all of cur employees and
managers and would not have been possible
without their hard work and commitment.
We would like to extend our thanks to them.

r//a/mf:'é‘:-nﬁ

J S Espey
Chairman
S September 2004




Group Managing Director
J A Wardell

operating review

Results

Our trading results for the financial year
ended 30 June 2004 finished in line with
expectations and included a strong recovery
in the second half of the year as projected.

This improvement in profitahility is a credit
to the management and workfcrce on both
sites who have made big strides in
implementing the action plan i cutlined in
last year's Cperating Review. These results
have confirmed the appropriateness of the
actions undertaken.

Action Plan Update

During the last financial year, we worked
hard on both sites to reduce costs and
improve operating efficiencies. The new
capacity, which came on stream at our
Wellington factory was timely, as we
preduced considerable quantities of a new
and unique product using a bag-on-valve
system with a compressed air propellant.
Our success in executing the action plan is
all the more impressive given the weak
market background and the increasing
compiexity of our product range.

In the Cosmetics business, we specifically
set out to make a significant reduction in
overheads without adversely affecting
overall customer service levels. tam
pleased to confirm this was wholly
successful and greatly contributed to the
turnaround in profitabifity.

Recently, we opened an office in
Shanghai, in the Peoples’ Republic of
China, to more effectively purchase
components and finished goods. We see
this as a key action aimed at helping to
maintain our competitiveness in the colour
cosmetics and gift markets.
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We continue to examineg new business
available tc us and strive 1o use our core
strengths in product design and
manufacture to win this business with
added values and better margins. This is
supported by our continuing review of
working methods to unlock further ongoing
reductions in our overhead cost base.

Market Background

Sales of toiletries and cosmetics, in our
traditional marketplaces of Europe and
North America, remain flat in unit volume
terms and we believe that any reported
increase in retail sales value comes from a
widening of retailer margins.

At any one time, we have a number of
interesting enquiries for new products. We
have noticed that customers are more
uncertain about launching new products.
Consequently, fewer of these enquiries are
launched on the original planned dates.
Introducing new products into the current
market is increasingly difficult and success
is much harder to come by.

Qur gift business remains strong, but is
subject to competition from South East
Asian manufacturing sources, We continue
to use our core skills to add value and
maintain our profitability in this sector.

Whilst we note considerable over-capacity
in Europe for the manufacture of toiletries
and cosmetics, it is the increasing quantity
of goods manufactured in the Far East
which is having the greatest impact on
prices. It is worth noting that most toiletries
and cosmetics manufactured on a global
basis are stilt sold in the Eurcpean and
North Armerican markets. Far Eastern
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manufacture represents an increasing leve!
of importation into these areas.

Bideford

After absorbing its share of Group
overhead costs, our colour cosmetics
operation on the Bideford site achieved a
break-even situation. This represents a
very encouraging turnaround in the
business and is a fine reflection of the
effort put in by the management and
workfarce,

We have been successful in winning the
supply of new product ranges and have
seen strong sales from a number of these.
We are particularly pleased about the
success of the Pout colour cosmetics
brand which we manufacture on behalf of
the brand owner. This range is now being
sold internationally with increasing
SUCCESS.

The results at Bideford are particularly
good when viewed against the reduction in
average production run lengths, which has
increased downtime and product
changeavers. This results from our
custormers’ desire to reduce stock levels
throughout their supply chain. We see this
trend as a positive challenge and continue
to invest in ideas and equipment to
improve our efficiency and flexibility.

Wellington

In the toiletries business at Wellington, we
have been purposeful in driving our
strategy for focusing on higher margin
business and improved operating
efficiencies. Operating profit of £2.0m
compared with £2.2m in the prior year,
although showing a slight decline, is a

operating review

strong result when viewed against the drop
in turnover and the 17.5 millicn reduction
in production units. We have been
successful in reducing cur dependency on
high volume, low margin business.

We continue to develop a range of new
products and new ideas and believe we
are at the forefront of the Aerosol market.
Cur innovative approach to design and
investment keeps us at the head of this
particular packaging stream. In relation to
comments about the difficult market, it
remains important for us to build on and
make best use of our innovative skiils in
this sector.

Strategic Review

We have registered, perhaps even more
than in previous years, an increasing
demand from our customers for lower cost
goonds and we continually seek to align our
business to take account of this. Like all
manufacturers, we are continually
bombarded with changing legislation, new
accounting standards, labour laws and
other regulatory changes, all of which
make manufacturing in the UK
increasingly difficult.

We remain undeterred, however, and know
that there are many positive steps that we
can still take to improve our profitability.
We intend to offset continued price erosion
by improved international procurement,
exercises in value engineering on specific
products and the use of selective offshore
manufacturing where demanded. The
recent strategic review of the business
indicates that a gradual, but definite,
change of position is needed, as we
continue to improve and secure our status
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as the outsourcer of choice for customers
requiring high quality, desirable, toiletry
and cosmetic products.

We are expanding our China office to
broaden the range cf products that we can
buy through our chosen partners, We will
also maintain our ability to offer the widest
range of the most desirable product types
from our current UK manufacturing facilities.

Future Objectives

Changing business patterns, faster
communications and modern life siytes,
mean an increased pressure for us to
produce our products mare cheaply and
more flexibly, but we are confident of an
ongoing and increasing cansumer demand
for our products and services.

Good cash and working capital management
remains of upmost importance in everything
that we do. Going forward, we must seek to
protect our customer base, by providing
superb service levels whilst using lower
levels of working capital.

QOur future objective is o expand the
business using our inherent skills. We will
seek 1o manufacture cur products to best
effect from sources chosen by our product
management teams. We will continue to
retain and build high-level skiils and
knowledge right across our business,
which will be required even more in the
future.

@wn Wowduin

J A Wardell
Group Managing Director
4 September 2004




Group Finance Director
I A Mackinnon
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financial review

Results

This year, to more fuily explain the resulis,
we have adopted a multi-column profit
and loss account formal. This format has
been designed to allow the ongoing
operating results to be shown separately
from the impact of restructuring costs,
which are described more fully below.

Profit after tax, before the impact of
exceptional restructuring costs, has
increased by 52% from £0.7m to £1.1m
and earnings per share, on the same
basis, have increased from 6.4p to 9.7p.

The net interest charge for the year reduced
by 6% to £0.4m, due to a combination of
lower average base rate levels, a reduction in
the interest rate margin we pay our bankers,
which is explained below, and a decrease in
average net debt levels.

The tax rate for the period was 30%
compared to 26% last year. This increase is
primarily due to a reduction in the utilisation
of overseas tax losses. An analysis of this
charge is set out in Note 8 to the accounts.
The actual tax charge is equal to the
effective UK rate as reductions to prior year
tax charges are offset by unrelieved
overseas losses and the impact of
permanent disaltowables. Neither the
unrelieved overseas tax charge nor the
reductions to prior year charges should
recur next year, and overall we anticipate
our tax rate rising shightly.

Restructuring

In our strategic plan update of 6 April
2004, we announced a series of
restructuring actions designed to generate
overhead savings of £0.4m in the next
financial year, and £0.5m annually
thereafter. The cost of this restructuring
plan totals approximately £0.4m, and this
has been charged against this year's profit
and loss account. As at 30 June 2004,
£0.1m had been spent, with the
remainder to be spent in 2005,

Swallowfield plc Report and Accounts 2004

Part of the restructuring pian involved the
creation of a single, customer-facing
organisation from our two UK subsidiaries,
Aerosols international Limited and
Cosmetics Plus Limited. At the vear end,
the assets and liabilities of these two
subsidiaries were consolidated into
Swallowfield plc, and the year end balance
sheet of the company shows the impact of
these changes.,

Debt and Cashflow

At the year end, net debt, at £8.8m,
remained broadly unchanged from the
previous year end and, as a result, gearing
decreased from 75% to 73%. Trade
debtors increased by £4.9m during the
year as the Group undertock a large
contract on extended payment terms. This
was, however, partly offset by improved
supplier terms on compenents relating to
that business and accordingly trade
creditors increased by £4.1m.

As anticipated, our capital expenditure was
significantly reduced from the high levels
of the previous two years. We anticipate an
affordable increase in the level of capital
expenditure nexi year,

During the vear, we restructured our
banking facilities to provide an improved
match te our current and ongoing
borrowing requirements. At the same time
we were able to reduce the interest rate
margin we pay our bankers by arcund
0.25%. At the year-end, we had undrawn
facilities totalling £3.6m; this is explained
more fully in note 19 to the accounts,

Accounting Standards

There have been no changes fo
Accounting Standards during the year
which impact the Group Accounts, but we
are currently in the process of readying
ourselves for the change to International
Accounting Standards. Qur first reporting
year using International Accounting
Standards will be for the year ending




30 June 2006, and our interim report to
be issued in February/March 2006 will be
the first report issued o shareholders
using the new accounting standards. We
expect to be able to provide shareholders
with an analysis of the impact of this
change in next year's annual report and
accounts.

Pension Fund Accounting

The Group has continued to adopt the
transitional arrangements for FRS17,
Retirernent Benefits and the results of this
are described in Note 27 to the accounts.
The most recent FRS17 valuation, as at
30 June 2004, indicates a deficit of £3.6m
before the impact of deferred taxation, and
£2.5m net of deferred taxation. The
improvement seen in equity markets
during the last 12 months has been otfset
by a continued reduction in inflation
adjusted discount rates. Real discount
rates have reduced by a further 0.3% this
year in addition to the 0.35% decline
witnessed in the previcus yvear. The impact
of a reduced discount rate is to increase
the present value of fiabilities in the
scheme.

The last triennial valuation of the scheme
undertaken at 5 April 2002 indicated that
the scheme was 119.6% funded on the
Government minimum funding rate basis,
and 101.7% funded on an ongoing basis,
alinough these vatuations are likely 1o have
weakened considerably since. The next
triennial valuation is due as at & April 2005
and should be available in September
2005. We do not anticipate any increase in
the funding rate before that date, but itis
likely that contributions may rise
subsequently.

Financial [nstruments

The Group's financiai instruments, cther
than derivatives, comprise bank loans,
finance leases and hire purchase
contracts, cash and short-term deposits.

financial review

The main purpose of these financial
instruments is to raise finance tc fund the
Group’s operations. The Group has various
other financial instruments such as trade
debtors and trade creditors that arvise
directly from its operations.

It has been the Group's policy that no
trading in financial instruments be
undertaken.

The maijor financial risks faced by the
Group are foreign currency risk, credit risk,
interest rate risk and funding risk.

Foreign Currency Risk

Transactional currency exposures exist
from buying and selling in currencies other
than the subsidiaries’ reporting currencies.
During the year we continued our hedging
activity to rninimise the impact of changes
in exchange rates. This activity is limited to
a maximum of 100% of the balance shest
exposure at any point in time and as noted
above we do not trade in these
instruments. At the balance sheet date
approximately 33% of our net euro
exposure on 30 June was hedged at a rate
of £:€1.5118,

Credit Risk

The Group controls credit risk by entering
into transactions with counter parties
having good credit ratings. Exceptions to
this, which occur infrequently, are dealt
with on a case-by-case basis and no
ntaterial bad debts were incurred during
the year.

Interest Rate Risk

The Group policy is to fund its cperations
through a mixture of retained earnings,
bank borrowings, finance feases and hire
purchase contracts. During the period
under review 60% of borrowings were at
floating rates of interest and 40% at fixed
rates of interest. It has been Group policy
to accept a degree of risk provided interest
rate exposure remained within a certain
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range. On 17 September 2002 the Group
entered into a five year base rate swap for
£3m at a fixed rate of 4.92%. This was
done (o reduce the Group's exposure to
changes in interest rates and o take
advantage of the relatively low long-term
rates then available.

Funding Risk

The Group’s policy is to ensure that
berrowing facilities are sufficient to meet
operating and investment reguirements
taking into account the nature and timing
of the Group's cash flows, and to maintain
good cash management controls so as not
to exceed these facilities, Regular dialogue
is maintained with the banks, and cash
flow forecasts are closely monitered.

Going Concern

The Directors have a reaschable
expectaticn that the Group has adequate
resources to continue in operaticnal
existence for the foreseeable future. For
this reason they continue to adopt the
going concern basis in preparing the
accounts.

Lo plaschocin—

| A Mackinnen
Group Finance Director
9 September 2004
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health, safety and environmental report

Group Operations Director
B J Williamson

Accident Incident Rate*

1750

1850 1550

1500

1250

2002
B Swallowfield
B Industrial Classification

2003 2004

* Number of over 3 day accidents divided by the
number of employees multiplied by 100,000
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I am pleased to present the Group's third
annual report cn health. safety and
environmental matters.

Health and Safety

Continuous improvement of health and
safety performance remains one of the
Company's most important business
objectives. The accident statistics all show
an improving trend for 2004,
demonstrating the effectiveness of our
systems and our appreach to heatth and
safety management. The number of major
and minor accidents cur pecple have
suffered at work is at a three year low, with
no major accidents occurring at the
Bideford site. For the Group the total
number of major accidents per 100,000
employees was less than one third that of
our industry sector average using the
standard industry measure.

All employees participate in regular safety
training sessions and the subjects covered
during 2004 were safe handling of
dangerous substances (European week for
safety and health topic 2003} and safe
lifting and carrying with an emphasis on
minimising the risk of back injury.

Health and safety related investment
during 2004 included segregation and
installation of new sprinkler systems in the
finished goods warehouse to minimise the
risk of rapid spread of fire, installation of
new emergency escape lighting at the
Wellington site and purchase of new
mechanical handling equipment. All new
equipment purchased complies with the
essential health and safety requirements of
the appropriate EU Directives and ENASC
standards.
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The physical and mental health of
employees has not been overfooked.
Wellingten staff have the opportunity to
join the local sports centre at a
significantly reduced corporate rate which
will hopefully serve fo improve staff fitness
and morale and all employees have access
to a free, confidential BUPA stress
counselling hefp-line.

Environmental

The Swallowfield Board agreed to amend the
Company’s environmental policy to commit to
establishing an Environmental Management
System (EMS) compliant with 1SO 14001 by
the end of calendar year 2005. This revised
policy has been published and is available on
the internet. A plan for the staged
implementation of the EMS has been
estabiished and an external specialist
environmental consultant is assisting
implementation teans for beth sites, 150
14001 certification will demonstrate our
commitment to reducing our overall impact
on the local and global environment.

We are currently investigating the
Environmental Aspect and Impact Analysis
of our activities. This has led us to carrying
out a detailed analysis of energy and water
consumption at the Wellington site. In
addition we are investigating working in
partnership with waste management
contractors to significantly increase the
proportion of waste (including waste metal,
cardboard, paper and plastic) that is
recycled.

Birion I lionon.
B J Williamson

Group Operations Cirector
9 September 2004




James Espey, BCom MBA PhD

Chairman

Aged 61, James joined the Company in June 2000,
bringing with him over 30 years' experience in the
international consumer goods industry. Formerly Chairman
of Seagram Distillers UK plc, he currently halds non-
executive Directorships with Fuller Smith & Turner ple and
AG. Barr plc. In addition, he is Chairman of international
Business Developrent and External Affairs for White &
MacKay and Chairman of three private companies,

Brian Williamson, MA Cantab

Group Operations Director

Aged 47, Brian joined the Company in January 2000,
having previously been Managing Director of the
European Aerescls business of CarnaudMetalbox. Prior
to this he was Managing Direclor of Avimo Alvis
Aerospace in Singapore.

board of directors

Tony Wardell, M Inst Pkg

Group Managing Direclor

Aged 58, Tony joined the business in 1963 and has held a
number of senior positions, becoming a Director and
General Manager of Aerasols International in 1984, in 1986
he led the managernent buy-out from Cadbury Schweppes
and was appointed Managing Director. He 1s a trustee of
Somerset Community Foundation.

Richard Organ, MA Oxon

independent norn-executive Direclor

Aged 52, Richard jnined the Company in 1996 and acted
as interim Chairman from October 1999 to May 2000, He
is considered by the Board to be the senior independent
non-executive Director. He is currently Chairman of Dinkie
Heel ple, having previously held senior positions with
Jaeger and C & J Clark Ltd.
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lan Mackinnon, BS¢ Hons FCA

Group Finance Direclor

Aged 40, lan joined the Campany in January 2000,
having previously held senior finance roles with
Invensys plc end Raychem Corporation. He worked for
three years as a Chemical Engineer before gualifying as
a Chartered Accountant. He is a member of the South
West Regional Council of the CBI.

Shena Winning, BA Hons FCA
independerit non-execulive Director

Aged 50, Shena joined the Company in 2003 as an
independent non-executive Director. Formerly a
Director of Carpetright plc, she brings with her over 20
years' experience gained in the retail sector. Shena
chairs the Audit Committee.

13




The Directors submit their report together
with audited accounts for the year ended
30 June 2004.

Resuits & Dividends

The Group profit attributable to
shareholders amcunted to £816,0C0 for
the year to 30 June 2004 (2003:
£718,000}. The Directors propose a final
dividend of 2.0p (2003; 2.0p) per ordinary
share which, together with an interim
dividend of 2.8p {2003: 2.8p} per ordinary
share paid on 27 May 2004, makes a tota!
of 4.8p (2003: 4.8p) per crdinary share for
the year. Payment of the proposed final
dividend, if approved at the Annual
General Meeting, will be made on 29
October 2004 to shareholders registered at
the close of business on 15 October 2004,

Review of the Business

and Future Developments

The principal activities of the Group are
the formulation and manufacture of
aerosol and non-aerosol products for retail
distributors, the contract-filling of aerosols
and the formulation and manufacture of
cosmetic pencils and other cosmetic
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directors’ report

products. A review of the business and
future developments is set out in the
reports on pages 3 to 12.

Research and Development

The Group develops formulations for new
products using its own laboratories and
technical staff.

Disabled Employees

The Group always carefully considers an
application for employment by any
disabled person. If an employee becomes
disableg, it is standard practice to offer an
alternative job in all but the most extreme
circumstances and to provide retraining
where necessary. The Group's training,
development and promotion policies
provide for equal opportunities for minority
groups, including the disabled.

Employee Involvement

The policy of informing and consulting
with employees has continued by means
of regular briefing groups and consultative
committees. Employees are encouraged to
present their views and suggestions in
respect of the Group's performance. All
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employees are formally advised of the
Group's progress at least once a year, and
manager and employee representatives are
invited 1o share detailed performance
figures on a quarterly basis.

Supplier Payment Policy

The Group endeavours to ensure that
payments to suppliers are made in
accordance with those terms and
conditions agreed between the Group and
its suppliers. The Group does not follow any
specific code or standard. At 30 June
2004, the Group had an average of 88 days
purchases outstanding in trade creditors.

Donations

During the year, the Group made
charitable donaticns amounting to £3,750
(2003: £5,914). No contributicns were
made for political purposes.

Auditors

Ernst & Young LLP have expressed their
willingness to continue in office as auditors
and a resolution proposing their
reappointment will be presented at the
Annual General Meeting.




directors’ report

Directors and their Interests

The Directors who served during the year and their interests in the Company's share capital are as follows:

30 June 2004 1 July 2003
Ordinary Options to Ordinary Options to
shares subscribe shares subscribe
1S Espey 45,000 — 45,000 —
J A Wardell 1,082,651 — 1,082 651 75,000
(i) 104,255 — (N 104,255 —
I A Mackinnon (i) 25,020 50,000 25,020 95,000
R T Organ 182,790 — 182,790 —
B [ Williamson 13,415 60,000 13,415 110,000
S J Winning 25,000 — 25,000 —

(i) Non-beneficial

in accordance with the Articles of Association, J A Wardell and | A Mackinnon retire by rotation at the Annual General Meeting and,
being eligible, offer themselves for re-election.

Details of the Directors” Service Centracts can be found on page 18.
Directars’ sharehaoldings have not changed since the year and.

Substantial Shareholdings

Except as disclosed under Directors and their Interests for J A Wardell, at 23 August 2004 notification had been received of the
following holdings of ordinary shares of the Company required to be recorded in the register under Section 211 of the Companies Act
1985:

Number of ordinary % of issued ordinary

shares held share capital
3 1,524,000 13.5%
Western Selection 1,000,000 8.9%
R & A Persey 927,900 8.2%
Jupiter Asset Management 605,000 5.4%
Hunter Hall Investment Management 590,633 5.2%
AP&TM Dowsett 413,680 37%
M A Wardell 370,769 3.3%
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General Meeting

At the Annual General Meeting to be held
on 14 Cclober 2004, resolutions 8, 9, 10
and 11 will be special business. Further
details of the foliowing resolutions are set out
in the notice of meating on pages 49 and
50.

a) Authority to allot shares

Resoiution 8 seeks approval to renew the
general authority of the Directors under
Section 80 of the Companies Act 1985 to
allot new shares. This general authority is,
however, limited to the allotment of shares
representing one third of the present issued
share capital in addition to the allotment cf
shares to satisfy existing employee share
options. if appraved, the autharity will expire
at the conclusion of the next Annual Generat
Meeting.

Resolution 9 seeks approval for renewal of
the authority given at last year's Annual
General Meeting to permit the Directors to

* allot for cash, otherwise than by rights
issuas, or to satisfy existing employee share
options, shares representing 5% of the
issued share capital. Y approved, the
authority will expire at the conclusion of the
next Annual General Meeting.

b} Purchase of own shares

Resaiution 10 seeks approval for renewal of
the authority given at last year's Annual
General Meeting to permit the Company,
subject to certain limitaticns, to purchase its
own shares on the London Stock Exchange.
The authority is limited o 1,125,000
ordinary shares or just under 10% of the
issued share capital. The Directors consider
it advantageous for them to be able to
respond promptly should circumstances
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arise in which they consider such a
purchase would result in an increase in
earnings per share and would be in the best
inferests of the Company.

c) Amendment fo Articles of Association
Resolution 11 seeks approvat 1o amend the
Articles of Association of the Company in
order o resolve 2 technical cenflict between
the existing Articles of Association of the
Company and the Combined Code in
respect of the retirement and re-election of
directors.

The Combined Code states that all directors
should retire and be subject to re-election at
intervals of no more than three years.

Due to the recent change of the Company's
financial year end from December to June,
three of the directors are required to be
subject to re-election at the Annual General
Meeting of the Company to be held on

14 October 2004, However, the articles of
association of the Compary do not allow for
mare than ong third of the directors to retire
at any one time. The current number of
directors in office is six and so technically
the three directors required to refire and be
re-elected under the Combined Code cannot
do so under the existing articles of
association.

The Corrpany proposes {o deal with this
technical conflict by passing a special
resclution to amend the articles of
association of the Company at the
forthcoming Annual General Meeting. The
arficles of association witl be amended to
allow for such number of directors to retire
from affice by rotation as may from time to
time be required, in order to comply with the
Combined Code, providing that a minimum
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of twe directors shall not be so required to
retire by rotation.

Statement of Directors’ Responsibilities

in Respect of the Accounts

Company law requires the Directors to
prepare accounts for each financial year
which give a true and fair view of the state of
affairs of the Company and af the Group

and of the profit or loss of the Group for that
year. In preparing these accounts, the
Directors are required to:

a) Select suitable accounting policies and
then apply them consistently;

b} Make judgements and estimates that are
reasonable and prudent; and

¢) State whether applicable accounting
standards have been followed, subject to
any rmaterial departures disclosed and
explained in the accounts.

The Directors are responsible for keeping
proper accounting records which disclose
with reasonable accuracy at any time the
financial position of the Group and to enable
them to ensure that the accounts comply
with the Companies Act 1985. They are also
responsible for safeguarding the assets of
the Group and for taking reasonabie steps
for the prevention and detection of fraud
and other irregularities.

By Order of the Board
2l oo WA

A A Farrer-Halls
Secretary
9 September 2004




directors’ remuneration report

The Directors submit their remuneration
report for the year ended 30 June 2004, A
resolution will be put to shareholders at
the Annual General Meeting on

14 October 2004 inviting them to consider
and approve this report.

Remuneration Committee

The members of the remuneration
committee are J S Espey (Chairman),
R T Organ and S J Winning.

The committee meets at least twice a year
to evaluate and determine the overall
remuneration package for the executive
Directors. The work of the rermuneration
committee includes a review of the
remuneration levels within the market
place as necessary and particular attention
is given to the remuneration levels of fully
listed companies of a similar size. The
individual components of the remuneration
package are discussed below,

Remuneration Policy

The Company's policy is to provide an
overall remuneration package for executive
Directors in order to attract and retain high
quality executives capable of achieving the
Group's objectives. The package consists
of basic salary, benefits, performance-

related bonuses, pensions and share
options. The individual components of the
remuneration package are discussed
below.

Basic Satary and Benefits

Salary and benefits are reviewed annually
and changes in the level of basic salary
are made on the basis of the Group’s
performance and the performance of the
individual Directors in carrying out their
duties. The executive Directors received an
increase in basic salary of 3% at the last
review in April 2004, Benefits principally
comptrise a contributary pension scheme,
a fully expensed car, private healthcare
and permanent health insurance.

Ferformance-Related Bonuses

The executive Directors participate in a
performance-related bonus scheme that
rewards them for the Group achieving
specified financiat targets in the year. The
fixed formuize for this bonus scheme are
determined in advance of each year by the
remuneration committee. We do not
anticipate these arrangements changing in
future years. No bonus has been awarded
to executive Directors for the year ended
30 June 2004.
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Pensions

The executive Directors are members of the
Swailowfield ple Directors Retirement Benefit
Scheme. This is & defined contribution
scheme, which is funded with the objective
of providing two-thirds of the final
pensionable remuneration after 20 years’
service with a specified retirement age of &0.
The level of the Company’s contributions
varies with each member. Pensicrnable
remuneration comprises basic salary and
certain benefits as the Remuneration
Committee believes this to be an important
part of the remuneration package.

Fees

The executive Directors of the Beard
determine the fees for the non-executive
Directors. Fees for the non-executive
directors were increased by £1,000 at the
last review in April 2004,

Share Cpiions

The Company operates an approvad
executive share option scheme under which
options based upon a percentage of the
executive’s salary may be granted at the
market price at the date cf grant. No new
options were granted to the executive
Directors during the year under review, and
no options were exercised during the year.
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Service Contracts

The Company’s policy is for all executive Directors to have contracts of employment with 12 month notice periods. None of the non-
executive Directors have service contracts, but each has a letter of appointment for a 12 month fixed term. The service contracts and
letters of appointment include the following terms:

Date of Contract Unexpired Term Notice Period
Months Months
Executive Directors
J A Wardell 1 June 1999 n/a 12
i A Mackinnon 4 January 2000 n/a 12
B J Williamson 2% January 2000 n/a 12
Non-executive Directors
J S Espey 1 June 2004 9 —
R T Organ 1 July 2004 10 —
S J Winning 21 May 2004 9 —

Performance Graph

The graph below shows the percentage change in the total shareholder return {with dividends reinvested) for each of the last five years
ended 30 June of a holding of the Company's shares against the corresponding change in a hypcthetical holding of shares in the FTSE
All-share ex investment trusts index.

The FTSE All-share ex investment trusts index was selected as it represents a broad market index of listed trading companies.
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Information Subject to Audit
Directors’ Share Options
The following options have been granted to the Directors:

At Lapsed At

Exercise Exercise 1 July  During the 30 June

Period Price 2003 Period 2004

J A Wardell 25 Apr 2004-25 Apr 2011 117.5p 75,000 (75,000 —
I A Mackinnon 25 Apr 2004-25 Apr 2011 117.5p 45,000 (45,000 —
3 Feb 2003-3 Feb 2C10 73p 50,000 50,000

95,000 (45,000) 50,000

B ! Williamson 25 Apr 2004-25 Apr 2011 117.5p 50,000 (50,000) —
3 Feb 2003-3 Feb 2010 73p 60,000 —— 60,000

110,000 (50,000} 60,000

All of the above are granted under the Swallowfield plc 1999 Executive Share Option Scheme.

All options have been granted as exercisable at the market price on the date of grant. The market price of shares at 30 June 2004 was

77.5p and the range during the 12 month period was 69.5p to 90.5p.

There were no share options exercised during the period nor since the year end.

During the year aptions over 170,000 ordinary shares tapsed due to performance conditions not being met.

Directors’” Remuneration and Pension Contributions for the year to 30 June 2004

Total Total Pension Pension
Basic Performance- Year fo Year to Year to Year to
Salary and Related 30 June 30 Jure 30 June 30 June
Fees Benefits Bonuses 2004 2003 2004 2003
£'000 £000 £000 £000 £'000 £'000 £'000
Executive Directors

J A Wardell 142 37 — 179 176 103 102
I A Mackinnon 88 16 — 104 103 30 29
B J Witliamson 96 22 — 118 116 30 29

MNon-executive Directors
J S Espey 35 — — 35 35 — —
R T Organ 20 — — 20 17 — —
S 1 Winning {a} 20 — — 20 3 — —
J A Bryant-Pearscn {b) — — — — 16 — —
401 ' 75 — 476 466 163 160

{a} S J Winning was appointed on 21 May 2003.
{p) 1 A Bryant-Pearson served until her resignation on 21 May 2003.

Approved by the Board and signed on its behalf by

e Forrae = Hoth

A A Farrer-Halls
Secretary
9 September 2004
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The Company is committed o high
standards of corporate governance, and the
Board is accountable to the Company’s
shareholders for maintaining these
standards. This statement describes how
the principles of corporate governance are
applied to the Company and the Company's
compliance with the provisions set out in
Section 1 of the Combined Code.

Statement on Compliance with the
Provisions of the Cemhined Code

The Company has been in full compliance
with the provisions set out in Section 1 of
the Combined Code throughout the year.

Implementation of the

New Combined Code

The Company had implemented the
provisions of the new Combined Code at 30
June 2004 and will be in compliance with
the new code during the next financial year,
with the following exceptions:

™ The Company considers the
Chairman to be an independent non-
executive Director and, due to the
size of the Company, the Chairman is
a member of the Audit, Nomination
and Remuneration Committees.

[ Formal evaluations of the
performance of the Board and the
Chairman were not documented
during the last 12 months but
informai appraisals were undertaken.
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Relations with Shareholders
Communications with shareholders are
given high priority. The Gperating and
Financial reviews on pages 7 to 11 include
a detailed review of the business and
future developments. There is regular
dialogue with institutional shareholders
including presentations after the
Company’s preliminary announcement of
year end results. The Board also uses the
Annua! General Meeting to communicate
with private and institutional investors and
welcomes their participation. Al Directors
will be available to answer guestions at the
Arnnug! General Meeting on 14 October
2004 and the resolutions to be proposed
can be found on pages 49 and 50, The
Chairman and non-executive Directors
meet shareholders as requested. They also
use the Company's broker and informal
discussions after the Annual General
Meeting to maintain cpen routes of
communication with shareholders.

The Workings of the Board

and its Committees

The Board

The Board currently ccmprises an
independent non-executive Chairman, the
Group Managing Director, two cther
executive Directors and two other
independent non-executive Directors. The
biographies appearing on page 13
demonstrate a range of experience and
sufficient calibre to bring independent
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judgement cn issues of strategy,
performance, resources and standards of
conduct that are vital to the success of the
Group. The Beard is responsible to
shareholders for the proper managemeant
of the Group. A statement of the Directors’
responsibilities in respect of the accounts
is set out on page 16 and a statement of
going concern on page 11.

The Board has gverall responsibility for the
Group and there is a formal schedule of
matters specifically reserved for decision by
the Board. Each executive Director has
been given responsibility for specific
aspects of the Group's affairs and
independent advice is available to all
Directors. Appropriate training is given
when Directors are appainted to the Board.
The following represents a summary of
matters reserved for decision by the Board:
. The approval of financial statements
and significant accounting policies.

* The approval of intarim and the
recommendation af final dividends.

. The appointment, removal and
remuneration of auditors, based on
recernmendations from the Audit
Committee.

® Approval of circulars, listing
particulars and other Stock
Exchange documentation.

* Approval of the Group's strategy and
annual operating budgets.



° Changes relating to the Group’s
capital structure and financing
arrangerments.

™ Board appointments and removals,
including the Company Secretary.

° Remuneration of Directors and other
senicr executives.

P Terms of reference and membership
of board committees.

™ Major investments and divestments.

° All other matters that have a material
impact on the Company in
accordance with the Group's
approval process.

The Board meets every four weeks {o review
trading performance, set and monitor strategy,
approve matters reserved for decision by the
Board and to ensure that adequate funding
exists. All Directors are supplied with
information in a manner to enable the Board
to discharge its duties. The attendance at the
12 Beard meetings held during 2004 for each
of the Directors is as follows:

corporate governance

Nomination Committee

The Nominaticn Committee is chaired by
the Group Chairman and includes the other
two independent non-executive Directors
together with the Group Managing Director.
The Committee is responsibie for proposing
candidates for appointment o the Board,
having regard to the balance and siructure
of the Board. In appropriate cases
recruitment consultants are used to assist
the process. No nominaticns were made
during the year under review. The terms of
reference of the Nominaticn Committee are
published on the Company's web site. All
Directors are subject to re-election every
three years.

Audit Commiftee

The members of the Audit Committee are
S J Winning {chair}, J S Espeyand R T
Organ. It meets at least twice a year to
review the Company’s accounting policies
and reporting procedures, external audit
reports and cther relevant matters. The
external auditors, Group Finance Director

Board Nomination ~ Remuneration Audit

Meetings Committee Committee Committee

J S Espey 11 0 2 2
J A Wardeli 12 0 2% 2"
I A Mackinnon 12 0 2* 2*
R T Organ 10 0] 2 2
B J Williamson 12 0 1* 2*
S J Winning 11 0 2 2

* in attendance only
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and Group Managing Director are also
invited to altend but are not entitled to
vote. The terms of reference of the Audit
Committee are published on the
Company's web site. The Company
receives non-audit services such as
taxation and other consultancy advice from
the Company's auditors. The Audit
Committee assesses the independence of
the external auditors by means of an
internal review of relationshios with the
auditors together with a review of an
annual report issued by the Auditors.

Rernuneration Comrittee

The Remuneration Committee is chaired
by the Group Chairman and includes the
other two independent non-executive
Directars. The Group Managing Director
and Group Finance Director attend the
Remuneration Committee meetings by
invitation but are not entitled to vote.
The Committee reviews the terms and
conditions of service of executive
Directors, and ensures that salaries,
bonuses and share option awards satisfy
any relevant performance criteria. Further
details of the Company's remuneration
policies are given in the Directors’
Remuneration Report on pages 17 to 19,
and the terms of reference of the
Remuneration Committee are published
on the Company’s web site.
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Internal Control

The Board is responsible for the Group’s
system of internal control and for reviewing
its effectiveness. Such a system can only
provide reasonable and not absolute
assurance against material misstatement
or 10ss.

The key procedures established are as

follows:

P Responsibility levels, the ethos of the
Group, the delegation of authority
and other control procedures,
together with appropriate accounting
policies, are communicated
throughout the Group.

® The Group appoints experienced
and professicnal staff of the
necessary calibre, both through
promotion and recruitment, to fulfil
their responsibilities. The Group also
carries out comprehensive training
programmes.

P The Group maintains an annual
budget process. The Board sets
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budgets once per year and monitors
actual performance against those
budgets every four weeks. The
Board also reviews forecasts and
expectations in the light of up-to-
date circumstances and takes action
as appropriate,

™ The Audit Committee considers
significant control matters.
Management letter points raised by
the external auditors are discussed
by the Audit Committee and are
dealt with as appropriate.

e The Greup maintains an expenditure
approval process that ensures that
the Board approves major
expenditure and investments.

® The Board undertakes a review of
internal controls annually,

The Group implemented the Turnbull
guidance during 2000 and has continued in
compliance during the year under review.

The Board has implemented the guidance
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“Internal Controls: Guidance for Directors
on the Combined Code”, and has
procedures in place for regular risk
management reviews. These reviews focus
on risk assessment, risk management and
corrective actions, and are carried out by
the main Board directly with senior
managers who are actively encouraged to
embed the process throughout their
organisations. The raviews are conducted
annually for Sales, Technical, Operations,
Environmental, Finance and IT matters,
and twice yearly for Health and Safety
matters. The whole process is reviewed
annually together with a further summary
assessment of the majcr risks facing the

business.

The Board has considered the need for an
internal audit function and has concluded
that, because of the size of the Group, it
cannot be justified at present. The Board

will review the decision next year.



independent auditors’ report

To the Members of Swallowfield plc

We have gudited the Group's financial
statements for the year ended 30 June
2004 which comprise the Group Profit and
Lass Account, Group Statement of Total
Recognised Gains and Losses, Group and
Company Balance Sheets, Group
Statermnent of Cash Flows, and the related
notes 1 to 27. These financial statements
have been prepared on the basis of the
accounting policies set out therein. We
have also audited the information in the
Directors’ Remuneration Repart that is
described as having been audited.

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

Respective Responsibilities

of Directors and Auditors

The Directors are responsible for preparing
the Annual Report, including the financial
statements which are required to be
preparad in accordance with applicable
United Kingdom law and accounting
standards as set out in the Statement of
Directors' Responsibilities in relation to the
financial staternents.

Our responsibitity is to audit the financial
statements and the part of the Directors’
Remuneration Report to be audited in
accordance with relsvant fegal and regulatory
requirements, United Kingdom Auditing
Standards and the Listing Rules of the
Financial Services Authority,

We report to you our opinion as to whether
the financial staterments give a true and fair

view and whether the financial statements
and the part of the Directors’ Remuneration
Report 1o be audited have been properly
prepared in accordance with the Companies
Act 1985. We also repaort to you ff, in our
opinion, the Direciors’ 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 requirg for
our audit, or if information specified by law or
the Listing Rules regarding Directors’
remuneration and transactions with the
Group is not disclosed.

We review whether the Corporate
Governance Staternent reflects the
Company's cormpliance 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
governance procedures of its fisk and
centrel procedures.

We read other information contained in the
Annual Report and consider whether it is
consistent with the audited financial
staterments. This other informaticn comprises
the Chairman's Statement, Operating and
Financial Reviews, Health, Safety and
Environmental Report, information on
Directors, Corporate Governance Statement,
unaudited part of the Directors’
Remuneration Report, Directors’ Report, Five
Year Summary and MNotice of Annual Generai
Meeting. We consider the implications for
our report if we become aware of any
apparent misstatement or material
inconsistencies with the financial statements.
Qur responsibilities do not extend to any
other information.

Basis of Audit Opinion

We conducted our audit in accordance with
United Kingdom Auditing Standards issued
by the Auditing Practices Board. An audit
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includes examination, on a test basis, of
evidence retevant to the amounts and
disclosures in the financial statements and
the part of the Directors’ Remuneration
Report to be audited. 1 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 zpplied and adequately
disclosed.

We planned and performed our audit 50 as o
cbtain all the information and explanations
which we considered necessary in order o
provide us with sufficient evidence to give
reasonable assurance that the financial
staternerts and the part of the Direclors’
Remuneration Report to be audited are free
from material misstaternent, 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 of the Group as at
30 june 2004 and of the profit of the
Group for the year then ended; and

e the financial statements and the part of
the Directors’ Remuneration Report to be
audited have been properly prepared in
accordance with the Companies Act

1585, %'\S\f J
Ernst & Young LLP
Registered Auditor

Bristol
9 September 2004
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group profit and loss account

Turnover

Cost of sales

Gross profit

Net operating expenses
Operating profit

Interest receivable

Interest payable

Profit on ordinary activities
before taxation

Tax on profit on ordinary activities
Profit attributable to shareholders
Dividends

Transferred to reserves

Earnings per share

-— basic

— diluted

for the year ended 30 June 2004

Operations
before
exceptional  Exceptional
costs costs 2004 2003
Nates £000 £000 £'000 £000
2 48,7563 — 48,763 54,663
(40,722) — {(40,722) {46,701)
8,041 — 8,041 7,962
3, 4b {6,061} (396) (6,457) (6,543)
4a 1,580 (396) 1,584 1,419
— — — 10
7 (419) — (419) (454)
1,561 (3986) 1,165 975
8 {467) 118 {349) (257)
1,094 (278) 816 718
9 (541) — (541) (541)
22 553 {278) 275 177
10 9.7p 7.2p 6.4p
10 9.7p 7.2p 6.4p
group statement of total recognised gains and losses
for the year ended 30 June 2004
2004 2003
£'000 £'000
816 718

Profit for the financial year

There are no gains or losses other than the profit for the financial year, or in the previous year.
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group and company balance sheets

as at 30 June 2004

Group Company

2004 2003 2004 2003

Notes £'000 £000 £'000 £000
Fixed assets

Tangible assets 11 12,382 13,174 12,382 —

Investments 12 — — 2,494 6,072
Current assets

Stocks 13 7,982 7.616 7,982 —

Debtors 14 14,219 9,267 15,155 8.255

Cash at bank and in hand 94 21 7 608

22,295 16,504 23,144 8,863
Creditors: amounts falling due within

one year 15 {14,998) (11,032} (18,502) (3,928)

Net current assets 7,297 5872 4,642 4,935

Total assets less current liahilities 19,679 19.046 19,518 11,007
Creditors: amounts falling due after more

than one year 16 (6,668) {6,413) (6,668) {5,400)

Provisions for liahilities and charges 20 (947) (844) (947) —

12,064 11,789 11,903 5,607
Capital and reserves

Called up share capital 21 563 563 563 563

Share premium 22 3,796 3,796 3,796 3,796

Revaluation reserve 22 124 138 — —_

Capital reserve 22 — — 467 467

Prcfit and loss account 22 7,581 7,292 7,077 781

Equity shareholders’ funds 23 12,064 11,785 11,903 5,607

Approved by the Board on
S September 2004

Directors:

ﬂwv) Wowdun

J A Wardell

Lar

I A Mackinnon
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group statement of cash flows

Net cash inflow from operating activities

Returns on investments

and servicing of finance

Interest received

Interest paid

Interest element of finance legse rentals

Corporation tax paid

Capital expenditure
Purchase of tangible fixed assets
Sale of tangible fixed assets

Equity dividends paid

Net cash inflow/{(outflow) before financing
Financing

New loans

Repayment of loans
Capital element of finance lease rentals

Decrease in cash

Decrease in cash

Cash outflow/(inflow) from changes in debt
and iease financing

Change in net debt resulting from cash flows
New finance leases

Movement in net debt in the year
Net debt at 1 July

for the year ended 30 June 2004

2004 2003

Ngtes £'000 £'000

24a 1,897 1.069

o 10

(364) (404)

{55) (50

(419) (444)

(190) (534)

(696) (2.740)

2 53

{694) (2,687)

{541) (541

53 {3,137}

— Q00

{32) (97)

(351) (406}

(383) 397

24b (330} (2,740)
reconciliation of net cash flow to movement in net debt

2004 2003

Notes £000 £000

(330 (2,740)

383 (397)

53 (3,137)

— (820)

53 (3,957

(8,834) (4,877)

24b (8,781) (8,834)

Net debt at 30 June
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notes to the accounts

Note 1 Accounting Policies

(a) Accounting convention

The accounts are prepared under the historical cost convention, modified by the revaluation of certain freehold land and buildings,
and in accordance with applicable accounting standards.

(&) Basis of consolidation

The Group accounts consolidate the accounts of the Company and its subsidiary undertakings drawn up to 30 June each year. In
accordance with the exemptions given by 5230 of the Companies Act 1985, the Company has not presented its own profit and loss
account,

(c) Depreciation
Tangible fixed assets other than freehold land are depreciated over their useful lives to their estimated residua! value on a straight-
line basis. The principal rates of depreciation are as follows:

Plant — B.7% to 15% per annum
Vehicles — 12.5% to 33% per annum
Office equipment — 15% to 33% per annum

Freehold buildings are depreciated over their useful life on a straight-line basis, principally this is 50 years.

The carrying values of tangible fixed assets are reviewed for impairment if events or changes in circumstances indicate the carrying
value may not be recoverable.

{d) Foreign currencies
Trading transactions denominated in foreign currencies are recorded in sterling at actual rates as at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are re-translated at the middle market rates ruling at the balance
sheet date.

The accounts of overseas subsidiary undertakings are translated at the rates of exchange ruling at the balance sheet date. Exchange
differences arising on re-translation of the net investment in overseas subsidiary undertakings are taken directly to reserves. All other
exchange differences are faken to the profit and loss account.

(e) Goodwill
Goodwill arising on acquisitions made prior to 1 January 1998 has been eliminated directly against reserves.

{f) Leasing and hire purchase commitments

Assets obtained under finance leases and hire purchase contracts are capitalised in the balance sheet and are depreciated over their
useful lives.

The interest element of the rental obligations is charged to the profit and ioss account over the pericd of the lease and represents a
constart propertion of the balance of capital repayments outstanding. The capital element of future cbligations under leases and hire

purchase contracts are included as liabilities in the balance sheet.

Rentals payable under operating leases are charged to the profit and loss account on a siraight-line hasis over the term of the lease.
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notes to the accounts

{(g) Pension costs

The cost of providing benefits under the Group’s defined benefit pension scheme is charged over the working lives of the members. The
Group also operates defined contribution schemes, contributions fo which are charged fo the profit and loss account as they become
payable in accordance with the rufes of the schemes.

(h} Research and development expenditure

Expenditure is written off in the financial year in which it is incurred.

(i) Stocks
Stocks are stated at the lower of cost and net realisable value. Costs are those incurred in bringing each preduct to its present location
and condition, In the case of raw materials, cost comprises purchase costs including transport costs, calculated on a first-in, first-out

basis. In the case of work in progress and finished goods, cost comprises direct material, direct labour plus attributable cverheads.
Net realisable value is based on estimated selling price, less further costs expected to be incurred to completion and disposal.

{j) Taxation
The charge for taxation is based on the profit for the year and takes nto account taxation deferred because of timing differences
between the treatment of certain items for taxation and accounting purposes.

Deferred tax is recognised in respect of all timing differences that have criginated but not reversed at the balance sheet date where
transactions or events that result in an obligation to pay more, ¢r a right to pay less, tax in the future have occurred at the balance sheet
date, with the following exceptions:

— provision is made for tax on gains arising from the revaluation of fixed assets, and gains on disposal of fixed assets that have been
rolled over into replacement assets, only to the extent that, at the balance sheet date, there is a binding agreement to dispose of the
assets concerned,

— provision is made for that tax that would arise on remittance of the retained earnings of overseas subsidiaries only to the extent that,
at the balance sheet date, dividends have been accrued as receivable,

— deferred tax assets are recognised only to the extent that the Directors consider that it is mare likely than not that there will be
suitable taxable profits from which the future reversal of the underlying timing differences can be deducted.

Deferred tax is measured on a non-discounted basis at the tax rates that are expected @ apply in the periods in which timing differences
reverse, based on tax rates and laws enacted or substantively enacted at the balance sheet date.

(k) Turnover
Turnover excludes value added tax and intra-Group sales and is stated net of discounts.
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Note 2 Turnover and Segmental Analysis

2004 2003
Profit Net Profit Net
Turnover before tax assets Turnover before tax assets
Class of business £'000 £000 £000 £'000 £'00C £'000
Aerosol products 36,520 1,986 14,820 40,835 2,223 13,923
Cosmetic products 12,243 (6) 6,398 13,828 {804) 6,780
48,763 21,218 24,663 20,703
Operating profit before exceptional costs 1,980 1,419
Exceptional costs {396) —
Net interest payable {419) (444)
Frofit before tax 1,165 975
Unallocated net liabilities (9,154) (8,914)
Group net assets 12,064 11,789
Geographic segment
By destination:
UK 34,049 40,410
Centinental Europe 12,545 12,043
North America 1,393 980
Far East 407 872
Cther 369 358

48,763 54,663

Unallocated net liabilities comprise bank loans, overdrafts, finance leases, taxation and proposed dividend.

Note 3 Exceptional Costs

An analysis of exceptional costs incurred in the year ended 30 June 2004, and their effect upon the taxation charge for the year is

summarised below:

Exceptional

Exceptional Tax costs

costs credit net of tax

£'000 £'000 £'000

Aerosol products 285 (85) 200
Casmetic progucts 111 (33) 78
396 (118) 278

Exceptional costs mainly comprise fees to professional advisors and redundancy costs.
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Note 4 Operating Profit

2004 2003
£000 £'000
(a) This is stated after charging:
Depreciation of tangible fixed assets:
Leased assets 274 225
Purchased assets 1,214 1,267
Research and development 756 834
Operating leases:
Hire of plant and machinery 60 78
Rent of buildings 112 87
Auditors’ remuneration:
Audit services 71 855
Non-audit services 55 44
(b} Net operating expenses are
analysed as follows:
Distribution costs 2,309 2,510
Administrative expenses 4,148 4,033
6,457 5,543
Note 5 Staff Costs
2004 2003
£°000 £000
Wages and salaries 10,296 12,642
Social security costs 865 954
Cther pension cosis 850 983
12,011 14 579
The average monthly number of employees, including executive Directors, during the year was:
Number Number
Production 537 674
Distribution 46 51
Administration 65 73
648 798

Detalls of Directors' remuneration and share options are set out on pages 17 to 19.
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Note 6 Interest Receivable

Bank interest

Note 7 Interest Payable

Bank loans and overdraft
Finance lease interest

Note 8 Tax on Profit on Ordinary Activities

(a} Analysis of tax charge in the year

LUK corporation tax:

— on profits of the year

— adjustment in respect of
previous periods

Foreign tax:
— on profits of the year

Total current tax
Deferrad tax:
Origination and reversal of

timing differences:

— on profits of the year

— adjustment in respect of
previous periods

Total deferred tax

Tax on profit on ordinary activities

notes to the accounts

2004 2003

£'000 £000

— 1C

2004 2003

£'000 £'000

364 404

55 50

419 454

Operations before
exceptional Exceptional

costs costs 2004 2003
£'000 £'000 £000 £'000

482 (118) 364 250
(118) — (118) (759)

— s — 8

364 (118) 246 183

40 — 40 74

63 — 63 —

103 — 103 74

467 (118) 349 257
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Note 8 Tax on Profit on Ordinary Activities (continued)
{b) Factors affecting current tax charge for the year

The tax assessed on the profit an ordinary activities for the year is slightly lower than the standard rate of UK corporation tax of

30% (2003: 30%). The differences are reconciled below:
Operations before
exceptional  Exceptional

costs costs 2004 2003
£'000 £000 £'000 £000
Profit on ordinary activities before
tax at 30% 468 (118) 350 293
Adjustments in respect of
previous periods (118) - (118) (75)
Expenses not deductible for tax purposes 30 — 30 21
Unrelieved overseas tax losses 24 — 24 —
Capital allowances for the year in
excess of depraciation {54 — (54) {64}
Other timing differences 14 — 14 6
Small companies rate adjustment — — — (&)
Higher taxes on overseas earnings — — — 8
Total current tax 364 (118) 246 183
{c) Factors that may affect future tax charges
There are no factors which are expected to affect future tax charges.
Note 9 Dividends
2004 2003
£'000 £:000
May interim paid —
2.8p (2003: 2.8p) per share 316 316
Final proposed —
2.0p {2003: 2.0p) per share 225 225
541 541
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Note 10 Earnings per Share

{a) Basic

Profit on ordinary activities after taxation
Weighted average number of

ordinary shares in issue during the year

Earnings per share

(b) Diluted

Profit on ordinary activities after taxation
Basic weighted average number of
ordinary shares in issue during the year
Dilutive potential ordinary shares:
executive share options

Diluted earnings per share

(c) Basic excluding exceptional costs
Profit on ordinary activities after taxation
Exceptionat costs (Note 3)

Tax credit on exceptional costs

Profit on ordinary activities after taxation
excluding exceptional costs

Weighted average number of ordinary
shares in issue during the year

Earnings per share

(d) Diluted excluding exceptional costs
Profit on ordinary activities after taxation
excluding exceptional costs

Basic weighted average number of
ordinary shares in issue during the year
Dilutive potential ordinary shares:
Executive share options

Diluted earnings per share

notes to the accounts

2004 2003
£816,000 £718,000
11,256,416 11,256,416
7.2p 6.4p
£816,000 £718,000
11,256,416 11,256,416
9,285 11,424
11,265,701 11,267,840
7.2p 6.4p
£816,000 £718,000
£396,000 —
(£118,000)
£1,094,000 £718,000
11,256,416 11,256,416
9.7p 6.4p
£1,094,000 £718,000
11,256,416 11,256,416
9,285 11,424
11,265,701 11,267,840
9.7p 6.4p
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Note 11 Tangible Fixed Assets

Group Company
Freehold land  Plant and Freehold land  Plant and
and buildings  machinery Total and buildings  machinery Total
£000 £000 £000 £000 £000 £'000
Cost or valuation:
At 1 July 2003 8,083 22,174 30,257 — — —
Additions 71 625 696 — — —
Intra Group Transfers — — — 8,154 22,761 30,915
Disposals — (38) (38) — — —
At 30 June 2004 8,154 22,761 30,915 8,154 22,761 30,915
Depreciation:
At 1 July 2003 2,164 14919 17,083 — — —
Provided during the year 132 1,356 1,488 — — —
Intra Group Transfers — — — 2,296 16,237 18,5633
Disposals — (38) (38) -~ — —
At 30 June 2004 2,296 16,237 18,533 2,296 16,237 18,533
Net book value:
At 30 June 2004 5,858 6,524 12,382 5,858 6,524 12,382
At 1 July 2003 5,919 7,255 13,174 — — —

Tne net book value of plant 2nd machinery at 30 June 2004 inciuded an amount of £1,657,000 (2003: £1,931,000) after
depreciation charged in the year of £274,000 (2003: £225,000) in respect of assets held under finance leases.

Certain of the freehold land and buildings were revaiued in 1288 on an exisiing use basis o a fotal of £78%,000 (historical cost
£468,000). If none of the freeheld land and buildings had been revalued they would be restated at the following amounits:

Group Company
2004 2003 2004 2003
£000 £000 £°000 £000
Historical cost 7,837 7,766 7,837 —
Accumulated depreciaticn based on cost (2,103) {1,986) (2,103) —
Net book value 5,734 5,780 5,734 —

The Group has adopted the transitional provisions contained in FRS 15 and accordingly has not updated the valuation of freehold
land and buildings referred o above.
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Note 12 Investments

Cost

Provision for permanent
diminution in vatue of investment:

At 1 July

Charge for the year
At 30 June

Net book value

notes to the accounts

Company

2004 2003
£'000 £'000
7,073 7.073
(1,001) {1,001)
(3,578) —
{4,579) {1,001}
2,494 6,072

The Group holds 100% of the voting rights and ordinary shares of the following principal subsidiary undertakings:

Name of company

Aerosols International Limited
Cosmetics Plus Limiteg
Swallowfield Consumer Products S.A.

Swallowfield Consumer Products Limited

Country of
registration
England
England
Belgium

England

Mature of business

Dormant
Dormant
Dormant

Dormant

At the end of the financial year, the Group undertook a reorganisation of its legal entity and operational structures. This reorganisaticn

was undertaken in order to streamline the Group's administration activities and to create a single customer facing organisation. As part
of this restructure all UK operations previously part of Cosmetic Plus Limited and Aerosols International Limited were consolidated into
Swallowfield ple. The carrying values of the investments held in Aerosols Internationat Limited and Cosmetics Plus Limited were written
down to reflect the net investment remaining in these entities after payment of dividends to Swallowfield plc.

MNote 13 Stocks

Raw materials
Work in progress
Finished goods and goods for sale

Group Company
2004 2003 2004 2003
£'000 £'000 £'000 £000
3,722 3,222 3,722 —
298 549 298 —
3,962 3,845 3,962 —
7,982 7.616 7,982 —
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Note 14 Debtors

Group Company
2004 2003 2004 2003
£°000 £000 £'000 £000
Trade debtors 13,317 8,461 13,317 —
Amounts owed by subsidiaries — — 956 8,255
Loans to employees 18 31 18 —
Other debtors 346 159 326 —
Prepayments and accrued income 538 616 538 -—
14,219 9,267 15,155 8,255
Note 15 Creditors: amounts falling due within one year
Group Company
2004 2003 2004 2003
£'000 £000 £'000 £'000
Bank cverdraft 1.858 1,455 1,858 —
Current instaiments due on loans
{note 18) 3 635 3 &00
Obligations under finance leases
{note 17) 346 362 346 —
Trade creditors 9,654 5544 9,633 —
Amounts owed to subsidiaries — — 3,556 3,091
Current corporation tax 229 173 229 12
Other taxes and social security costs 676 1,179 654 —
Accruals and deferred income 2,007 1,469 1,998 —
Proposed dividend 225 225 225 225
14,998 11,032 18,502 3,928
Note 16 Creditors: amounts falling due after more than one year
Group Company
2004 2003 2004 2003
£'000 £000 £'000 £'000
Loans (note 18} 6,000 5,400 6,000 5,400
Obligations under finance leases
{note 17) 668 1,013 668 —
6,668 6,413 6,668 5,400
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Note 17 Obligations Under Leases

Group Company
2004 2003 2004 2003
£000 £000 £'000 £3000
Finance leases
Amounts payable:
Within one year 382 406 382 —
In second to fifth years inclusive 709 1,089 709 —
1,091 1,495 1,091 —
Finance charges allocated to future periods (77) (130) an —
1,014 1,365 1,014 —
Finance leases are analysed as follows:
Current obligations 346 352 346 —
Non-current obligations 668 1.013 668 —
1,014 1,365 1,014 —
Operating leases
The annual commitments under non-cancellable operating leases are as follows:
Group Company
Other Land & Buildings Other Land & Buildings
2004 2003 2004 2003 2004 2003 2004 2003
£'000 £000 £000 £000 £'000 £'000 £'000 £000
Operating leases which expire:
Within one year 12 16 3 33 12 — 3 —
In the second to fifth years inclusive 180 152 18 54 180 — 18 —
in over five years 10 4 36 10 — 36 —
202 172 57 87 202 — 57 —
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Note 18 Loans
Loans are repayable as follows:

Group Company
2004 2003 2004 2003
£000 £'000 £'000 £'000
After five years 4,200 3,000 4,200 3,000
Between two and five years 1,800 1.800 1,800 1,800
Between one and two years — 6C0 — 600
6,000 5,400 6,000 5,400
Within one year 3 635 3 600
6,003 6,035 6,003 6,000
Whally repayable within five years 3 35 3 —

Loans amounting to £6,003,000 (2CC3: £6,035,000) were secured by fixed and floating charges over certain of the Group’s assets.
Amounts payable after five years are part of a loan of £6,000,000 and bear interest at a rate of 1.00% above the UK base rate.

During the year we restructured the Group's borrowing facilities and as such this changed the repayment profile as shown above.

Note 19 Financial Instruments
The financial review on pages 10 and 11 provides an explanation of the Group’s approach to derivatives and other financial
instruments. The disclosures below, apart from the analysis of currency exposures, exclude short-term debtors and creditors.

Interest rate risk profile of financial assets and liabilities

Group
Fixed rate  Floating rate No interest Total
£'000 £000 £:000 £'000
30 June 2004
Financial assets — 87 7 94
Financial liabilities 3,008 5,867 — 8,875
30 June 2003
Financial assets — 13 8 21
Financial liabilities 3,008 5,847 — 8,855

Apart from £87,000 shown in financial assets, all the amounts above are denominated in pounds sterling.

Floating rate financial assets at 30 June 2004 and 30 June 2003 comprise cash surpluses that earn inferest at rates based on the
bank base rate.

Floating rate financial liabilities comprise steriing denominated bank loans, overdrafts and leases that bear interest at rates based on
the bank base rate. In addition, the leases are subject to minimum interest rates. Fixed rate financial liabilities comprise finance

leases, and a five year base rate swap for £3m at a fixed rate of 4.92%, entered into cn 17 September 2002.

The weighted average interest rate on the fixed rate liabilities is 4.9% {2003: 4.9%). The weighted average period remaining at the
balance sheet date for fixed rate liabilities is 3.3 {2003: 4.3) vears.
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Note 19 Financial Instruments (continued)
Currency exposures
Net foreign currency monetary assets/(liabilities)

Functional currency of Sterling Euro US Dellar Other Total
Group operations £'000 £000 £000 £000 £000
30 June 2004 Sterling — 518 (17 4 505

Euro 87 — — — 87

Total 87 518 7 4 592

30 June 2003 Sterling — 971 (47) 4 925

Euro 13 — - 13

Total 13 971 {(47) 4 938

On 21 June 2004 (2003: 6 May 2003} the Group entered into a forward exchange contract to sell €250,000 on 7 July 2004
{2003: €£450,000 on 21 Jjuly 2003}, to hedge approximately 33% (2003: 33%) of the net surc exposure as at 30 June 2004
(2003: 30 June 2003).

Maturity of financial liabilities

2004 2003
£'000 £'000
in one year or less or on demand 2,207 2,442

In more than one year but not more
than two years 291 9h2

In more than two years but not more
than five years 2,177 2,461
After five years 4,200 3,000
8,875 : 8,855

Borrowing facilities

2004 2003
£000 £'000

Undrawn committed borrowing facilities:
Expiring in one year or 1933 3,642 2,045

The undrawn committed facilities comprise the unutifised element of the Group's overdraft facility of £5.5m which is repayable on
demand.

Fair values of financial assets and liabilities

There is no material difference between book value and fair value of either financial assets or financial liabilities at 30 June 2004 or
30 June 2003.
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The movement in provisions for liabilities and charges is anaiysed as follows:

At 1 July 2003

Intra-group transfer
Pravided during the year
At 30 June 2004

Deferred tax is represented by:

Capital allowances in advance
of depreciation
Other timing differences

40

Group Company
Deferred Detferred
taxation taxation
£00C £'C00
844 —
— 947
103 —
947 947

Group Company
2004 2003 2004 2003
£'000 £000 £'000 £'000
978 862 578 ——
(31) {18) 31 —
947 844 947 —
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Note 21 Share Capital

2004 2003
£000 £'000
Equity ordinary share capital
Autherised share capital 25,800,000
shares of 5p each 1,290 1,290
Aliotted, called-up and fully paid
ordinary shares
11,256,416 (2003; 11.256,416)
shares of 5p each 563 b63

Share options

No opticns to subscribe for shares in the Company were granted during the year or prior year.

At 30 June 2004 certain Directors and employees held options to subscribe for shares in the Company as described below:

Number Normal
of shares earliest Latest
Date of under Exercise exercise exercise
Scheme grant opticn nrice date date
Swallowfield plc 1999 02 February 110,000 73p February February
Executive Share Qption Schermne 2000 2003 2010

During the year, options over 254,000 of the Company’s ordinary share capital lapsed.
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Note 22 Reserves

Group
Share  Revaluation Profit and
premium reserve loss account
£000 £000 £'000
At 1 July 20C3 3,796 138 7,292
Revaluation reserve transfer — (14) 14
Retained profit for the year — — 275
At 30 June 2004 3,796 124 7.581

The cumulative amount cf goodwill eliminated directly against reserves at 30 June 2004 as a matter of accounting policy for
acquisitions made prior to 1 January 1998 is £1,632,000 (2003: £1,632,000). This goodwill would be charged in the profit and loss
account in the event of disposal of the acquired businesses.

Company
Share Capital Profit and
premium reserve  l0ss account
£'000 £000 £'0300
At 1 July 2003 3,796 467 781
Profit for the year — — 6,837
Dividends — — (541)
At 30 June 2004 3,796 467 7,077

Swallowfield plc received dividends from Aerosols International Limited and Cosmetics Plus Limited, following the restructuring referred
to in Note 12.

Following the transfer of assets from subsidiary companies, amounts totalling £124,000 of the Company’s profit and loss account is
undistributable.

Note 23 Reconciliation of Movement in Shareholders’ Funds

Group

2004 2003

£000 £'000

Profit attributable to shareholders 816 718

Dividends (541) (541)

Net addition to shareholders’ funds 275 177
Eguity shareholders’ funds

at 1 July 11,789 11612
Equity shareholders' funds at

30 June 12,064 11,789
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Note 24 Notes to Staterment of Cash Flows
(a) Reconciliation of operating profit to net cash inflow from operating activities:

Group
Operations before
exceptional Exceptional
costs costs 2004 2003
£000 £'000 £'000 £'000
Operating profit 1,980 (396) 1,584 1,419
Depreciation 1,488 — 1,488 1,492
Profit on disposal of fixed assets (2) - (2) (17}
{Increase)/decrease in stocks (366) (366) (366) 1,010
{Increase) in debtors (4,952) — (4,952) {763)
Increase/(decrease) in creditors 3,886 259 4,145 (2,072}
Net cash inflow from operating activities 2,034 (137) 1,897 1,069
(b} Analysis of net debt
Group
1 July Non-cash 30 June
2003 Cash flow changes 2004
£000 £0C0 £000 £000
Cash at bank and in hand 21 73 — 94
Bank overdraft {1,455) (403) — (1,858)
Cash (1,434) (330) — (1,764)
Loans (6,035) 32 — (6,003)
Finance leases (1,365) 351 — (1,014)
Total (8,834) 53 — (8,781)
Note 25 Capital Commitments
Group
2004 2003
£000 £000
Contracted for but not provided 462 69
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Note 26 Pension Arrangements
The Group cperates two defined contribution pension plans and a defined benefit plan, all of which are funded by the payment of

contributions to separately administered plans.

(a) Defined contribution pension plans

The Group operates two separate defined contribution pension schemes. The Swallowfield plc Directors' Retirement Benefit Scheme
is operated for Directors and senior employees and is described on page 17. The Cosmetics Plus Limited Pension Scheme is
operated as a Group Personal Pension Plan.

{b) Defined benefit pension plan

For the Aercsols International Limited defined benefit scheme the pension cost is assessed in accordance with the advice of
independent qualified actuaries, using the projected unit method. The most recent valuation was conducted as at & April 2002. The
assumptions which have the most signfficant effect on results are the investment rate of return at 6.9% per annum, salary growth at
5.0% per annum, price inflation at 2.0% per annum and present and future pensions to increase by 2.9% per annum on that part of

the pension in excess of the members’ guaranteed minimum pension.

The 2002 vatuztion showed that the market value of the scheme’s assets was £7,003,000 and this was sufficient to cover 101.7% of
the benefits that had accrued to members, after allowing for future increases in earnings. The future contributions rate of 14.5% is in
accordance with the recommendation of the actuary, and is expected tc maintain the funding level at 101.7% until the next vaiuation
of the plan which is due no later than & April 2005. The effect of amortising this surplus over the working lives of scheme members

would not be material.

Note 27 FRS17 Retirement Benefits — Transitional Disclosures

(a) Composition of the defined benefit scheme

The Group operates a defined benefit scheme in the UK. A full actuarial valuation was carried out as at 6 April 2002 and updated to
30 June 2004 by a qualified independent actuary. The contribution rate from Qctober 2002 onwards was 14.5% of pensionable pay.
Prior to this date the agreed contribution rate was 13.5% of pensionable pay.

The major assumpticns used by the actuary were:

2004 2003 2002

Rate of increase in salaries 5.15% 4.60% 4.75%

Rate of increase in pensions in payment 2.85% 2.60% 2.75%
Disccunt rate 5.75% 5.50% 6.00%

Infiation assumption 3.15% 2.60% 2.75%
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Note 27 FRS17 Retirement Benefits — Transitional Disclosures (continued)
(b} The assets in the scheme and the expected rates of return

Long-term Value at Long-term  Value at Long-term Value at

rate of return 30 June rate of return 30 June rate of return 30 June

expected at 2004 expected at 2003 expected at 2002

30 June 2004 £'000 30 June 2003 £000 30 June 2002 £000

Equities 7.60% 5,262 7.00% 4,832 7.00% 5,209

Bonds 5.50% 2,283 4.50% 784 5.00% 985

Other 4.50% 341 3.75% 840 3.50% 285

Total market value of assets 7,886 5,516 6,479
Present value of scheme fiabilities (11,437) {9,769) (8,016}
Scheme deficit (3,551) (3,253) (1,537)

Related deferred tax assat 1,065 76 4671
Net pension liability (2,486) {2,277) (1,076)

{c} Amounts which would be charged to operating profit

2004 2003

£000 £000

Current service cost 590 460

Past service cost — —

Total operating charge 590 460

(d) Amounts which wouid be debited to other finance charges

2004 2003

£000 £000

Expected return on pension

scheme assets 420 437
Interest on pension scheme liabilities (575) 477
Net charge (155) (40)
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Note 27 FRS17 Retirement Benefits — Transitional Disclosures (continued}
{e) Amounts which would be recognised in the statement of total recognised gains and !osses (STRGL)

2004 2003
£'000 £'000
Actual return tess expected return on
pension scheme assets 597 (831)
Experience gains and losses arising
cn the scheme liabilities 9 (135}
Changes in assumptions underlying the
present value of the scheme liabilities (595) (773}
Actuarial surplusf{deficit) recognised in STRGL 11 {1,739)
{f) Movement in the deficit during the year
2004 2003
£'000 £000
Deficit in scheme at
1 July (3,253) (1,537)
Movement in the year:
Current service cost (590) {460}
Contributions 436 523
Past service cost — —
Cther finance charges (155) (40}
Actuarial surplus/(deficit) 11 (1,739
Deficit in scheme at
30 June {3,551) (3,253)
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Note 27 FRS17 Retirement Benefits — Transitional Disclosures (confinued)

{g@) History of experience gains and losses

Difference between the expected and actual return on scheme assets:

Amount £'000
Percentage of scheme assats

Experience gains/(losses) on scheme fiabilities:

Amount £'000
Percentage of the present value
of scheme liabilities

notes to the accounts

Total actuarial gain/loss) recognised in statement of tofal recognised gains and losses:

Amount £'000
Percentage of the present value
of scheme liabilities

(h} Reconciliations of net assets and reserves under FRS17

Group

Net assets/profit & loss reserve as
stated in balance sheet

FRS17 net pension liability

Net assets/profit & loss reserve including
defined benefit liabilities

Company

Net assets/profit & loss reserve
as stated in the balance sheet

FRS17 net pension lability

Net assets/profit & loss reserve including
defined benefit liabilities

Year Year 18 months
ended ended ended
30 June 30 June 30 June
2004 2003 2002
597 (831} (2,115)
7.6% (12.8%) {32.6%)

9 (135) 139

0.1% 1.4% 1.7%

11 (1,739 (1,516}
0.1% (17.8%) (18.9%)

Profit & Loss

Profit & Loss

Net Assets Net Assets Reserve Reserve
2004 2003 2004 2003
£000 £000 £'000 £000
12,064 11,789 7,581 7.292
(2,486) (2,277} {2,486) (2,277
9,678 9,512 5,095 5,015
11,903 5,607 7,077 781
(2,486) — (2,486) —
9,417 5,607 4,591 781
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five year summary

The following five year summary has been produced to allow improved comparisons to be made between the current results and

those of prior years.

First day of financial year
Last day of financiat year
Number of weeks in financial year

Profit and Loss Account
Turnover
Adjustment to 52 week basis

Adjusted turnover
Operating profit
(Exceptional costs)/income
Interest

Profit before taxation
Taxation

Prcfit attributable to shareholders
Dividends

Retained earnings

Balance Sheet
Fixed assets
Net current assets

Total assets less current liabilities
Long-term creditors:

Loans and lease finance
Deferred tax

Provision for liabilities

Equity
Net debt

Segmental Analysis
Aerosol products:
Turnaver

Operating profit
Cosmetic products:
Turncver

Operating loss

Statistics
Weighted average number of
shares in issue
Undiluted earnings per share
Earnings per share excluding
{exceptional costs)income
Gearing
Dividends per share
Naotes

audited audited unaudited unaudited unaudited
Financial Year Financial Year Financial Year Financial Year Financial Year
Notes 2004 2003 2002 2001 2000
£'000 £'000 £000 £000 £000
(a) 1July 2003 1 July 2002 17 June 2001 18 Jung 2000 20 June 1999
(a) 30 June 2004 30 Jure 2003 30 June 2002 16 June 2001 17 June 2000
(b 52 52 549 52 52
48,763 54,663 44 404 40,425 37,600
(b) — — {1,088) — —
48,763 54,663 43316 40,425 37,800
1,980 1,419 2,628 2,177 2,205
(396) — — 20 54
(419) (444) {296) (354) (454)
1,165 975 2,332 1,843 1,805
(349} (257) (645) {444) (501)
816 718 1,687 1,399 1,304
(541} (541) (541} (472) (394)
275 177 1,146 927 910
12,382 13,174 11,142 10,228 10,516
7,297 5872 6,427 6,610 5146
19,679 19,046 17,569 16,238 15,662
{6,668) {6,413) {5,187} (5,669} (5,243}
(947) (844) (7700 {716} (720}
— — — — {146)
12,064 11,789 11,612 10,453 9,553
8,781 8834 4,877 4,777 5,825
36,520 40 835 31,783 28,880 25,041
1,986 2,223 2,710 2,400 2,470
12,243 13,828 11,533 11,545 12,559
(6) (804) (82) (223) (265)
11,256,416 11256416 11,256416 11,256,416 11,256,416
7.2p 6.4p 15.0p 12.4p 11.6p
9.7p 6.4p 15.0p 11.7p 11.1p
73% 75% 42% 46% 61%
4.8p 4.8p 4.8p 4.2p 3.5p

(&) For 2002 and prigr years the five year summary is based on previously reported interim and full year reports as adjusted for the retrospective
implementation of FRS19, Deferred Tax. The results for each of these financial years comprised the interim resuits for the first half of the calendar year
in which the financial year ended, together with the second half of the previcus calendar year. The balance sheet and net debt numbers are those

reported at the last day of the financial year.

(o) Except for turnover, where the relevant adjustment has been shown above, no material changes would be reguired to the profit and loss account o
adjust the financial year 2002 numbers to a 52 week basis.
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notice of meeting

Natice is hereby given that the Eighteenth Annual General Meeting of the Company will be held at the Castle Hotel, Taunton, Somerset
on Thursday 14 October 2004 at 12.00 ncon for the purpose of considering and if thought fit passing the following resolutions:

1 Toreceive and adopt the annual statement of accounts ang the reports of the Directors and auditors for the year ended
30 June 2004.

2 Todeclare a final dividend of 2.0p per crdinary share.

3 To receive and adopt the Directors’ Remuneration Report for the year ended 30 June 2004,

4 Tore-elect J A Wardell as a Director.

5 Tore-elect | A Mackinnon as a Director.

6 To re-appoint Ernst & Young LLP as auditors.

7 To authorise the Directors to fix the remuneraticn of the auditors.

As special business to consider and, if thought fit, pass Resolution 8 as an Ordinary Resolution and Resolutions 9, 10 and 11 as Special

Resolutions.

8 Ordinary Resolution

THAT the Directors of the Company be and are hereby generally and unconditionally authorised in accordance with Section 80 of
the Companies Act 1985 {‘the Act’) to exercise all the powers of the Company 1o allot relevant securities (as defined in Section 80 of
the Act) up to the aggregate nominal amount of £193,107. This authority shall expire at the conclusion of the next Annual General
Meeting of the Company after the passing of this resolution save that the Company may before such expiry make an offer or
agreement which would or might require relevant securities to be allotted after such expiry and accordingly the Directors may allot
relevant securnities pursuant to any such offer or agreement as if such authority had not expired; and all previous authorities under
Section 80 of the Act shali henceforth cease to have effect.

Special Resolution .

THAT the Directors of the Company be and are hereby empowered under Section 95 of the Companies Act 1985 (the Act) to allot
equity securities within the meaning of Section 94 of the Act (‘equity securities’) for cash, pursuant to the authority under Section 80
of the Act granted by the preceding resolution, as if Section 89{1) of the Act did not apply to any such allotment, provided that this
authority (which supersedes and repiaces the authority granted to the Directors under Section 95 of the Act on 14 Oct 2003) shall
be limited to:

a) The allotment of eguity securities in connection with a rights issue in favour of ordinary shareholders where the equity securities
respectively attributable to the interests of all ordinary shareholders are proporticnate {as nearly as may be) to the respective
numbers of ordinary shares held by them provided that the Directors shall have the right to make exclusions or cther
arrangements in connection with the offer as they deem necessary or expedient:

(i} to deal with equity securities representing fractional entitlements; and

(ii) to deal with legal or practical problems arising in any overseas territory or by virtue of shares being represented by depository
receipts, the requirements of any regulatory body or any stock exchange; or any other matter whatsoever;
b} The allotment of equity securities for the purpose of any opticn, incentive cr profit sharing scheme (whether or not an employees’
share scheme as defined in the Act) being a scheme approved by the shareholders in general meeting; and
¢} The allotment {ctherwise than pursuant to sub-paragraphs (a) and (b) above) of equity securities for cash up o an aggregate
nominal value of £28,141.
This power shall expire at the conclusion of the next Annual General Meeting of the Company after the passing of this resolution save
that the Company may before such expiry make an offer or agreement which would or might require equity securities to be allotted after
such expiry and accordingly the Directors may allot equity securities pursuant to any such offer or agreement as if this power had not
expired; angd all previous authorities under Section 95 of the Act shall henceforth cease to have any effect.
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notice of meeting

10 Special Resolution
THAT the Company be and is hereby generally and unconditionally authorised in accordance with Part V of the Companies Act
1985 {‘the Act’), to make market purchases (within the meaning of Section 163 of the Act) of its own ordinary shares on such
terms and in such manner as the Directors of the Company shall determine provided that:

{a) The maximum number of ordinary shares hereby authorised to be purchased is 1,125,000

(b} The minimum price which may be paid for each ordinary share is its nominal value exclusive of any expenses payable by the
Company.

{c} The maximum price which may be paid for each ordinary share is an amount equal to 105 per cent of the average of the closing
middle market quotations for the ordinary shares of the Company (derived from the Daily Official List of the London Stock Exchange) on
the five business days immediately preceding the day on which the ordinary share is purchased.

This power shall expire at the conclusion of the next Annual General Meeting of the Company after the passing of this resclution,
save that the Company may after such expiry make a purchase of ordinary shares in executicn of a contract of purchase that was
made under and before expiry of such authority.

11 Special Resolution
THAT the draft article set cut below be and is adopted by the Company in substitution for article 84 of its existing articles of
association.

Subiject ta Article 90 at each Annual General Meeting such number of directors shall retire from affice by ratation as may from time
to time be required, in order to comply with the Combinad Code, providing that 2 minimum of two directors shali not be so
required to retire by rotation.

By Order of the Board

Alan Farrer-Halls
Secretary

Swallowfield House
Station Road
Wellington
Somerset

9 Septemher 2004

A member entitled to attend and vote at the meeting is entitled to appeint one or more proxies (whether members or not) to atteng
and on a poll vote instead of him/her.

Forms of proxy must be deposited at Computershare investor Services PLC, Registrars, PQ Box 1075, Bristol, BS99 3FA, not less than 48
hours before the time fixed for the mesting.

Only members entered in the register of members of the Company as at 6.00 pm on Tuesday 12 October shall be entitled to attend and
vote at the above meeting. Changes to entries in the register of members after 6.00 pm on Tuesday 12 October shall be disregarded in
determining the rights of a person to attend and vote at the meeting. These requirements reflect Regulation 41 of the Uncertificated
Securities Regulations 2001.

The register of the Directors’ interests in the capital of the Company, and copies of the Directors’ contracts of service with the
Company wili be available for inspection at the Registered Office from the date of this notice until 14 October 2004, and =t the Annual
General Meeting, from 15 minutes prior to the meeting.
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Swallowfield plc
form of proxy

of

As my/our proxy to attend and on a poll to vote for me/us on my/our behalf at the Annual Generat Meeting of the
Company to be held an Thursday 14 October 2004 and at any adjournment thereof. 1/We direct my/our proxy to vote
on the resolutions to be proposed at the Annual General Meeting as follows:

Resolutions
for Against
1. To receive and adopt the annual report and accounts for the year ended
30 June 2004.
To declare a final dividend of 2.0p per ordinary share,
3. To receive and adopt the Directors' Remuneration
Report for the year ended 30 June 2004.
4. To re-elect J A Wardell as a Director.
5. To re-elect | A Mackinnon as a Director.
€. To reappoint Ernst & Young LLP as auditors.
7. To authorise the Directors to fix the remuneration of the auditors.
8. To authorise the Directors to allot relevant securities.
9. As a special resolution, to authorise the Directors to
issue equity securities for cash, subject to limitations.
10. As a special resolution, to authorise the Company to
purchase its own shares, subject to limitaticns.
11. As a special resolution, to authorise the Company to
amend its articles of associaticn.
Dated the ... Aay OF e 2004
SIIATU B ot e ettt e e A et a e e ree

Please indicate your vote by an X in the appropriate boxes. Unless otherwise indicated, the proxy will abstain or vote on
all business transacted at the meeting as he/she thinks fit.

NOTES:

1. This form of proxy, together with any power of aftorney (or certified copy theresf) under which it is signed, must be
deposited at Computershare Investor Services PLC, Registrars at the address overleaf not later than 48 hours before the
meeting.

2. Inthe case of a corporation, the proxy must be either given under its common seal or signed under the hand of an
officer or attorney duly authorised.

3. In the case of a joint holding, the vate of the senior holder who tenders a vole (seniority being determined by the
order in which the names are registered) will be accepted to the exclusion of the votes of the other joint holders.

* If you wish o appoint a proxy other than the chairman of the meeting, please amend and insert the name and
address of your proxy.




Second fold

BUSINESS REPLY SERVICE
Licence No. SWB1002

Computershare Investor Services PLC
PO Box 1075

BRISTOL
BS99 3FA

Third fold and tuck in edge
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aA

Directors

1S Espey (Chairman)

J A Wardelt {Group Managing Director)

1 A Mackinnon (Group Finance Director)

B J Williamsaon (Group Operations Director)
R T Organ (non-executive Director)
S J Winning {non-executive Director)
Secretary

A A Farrer-Halls FCCA

Registered Office

Swallowfield House

Station Road

Wellingion

Somerset

TA21 8NL

Stockbrokers

Rowan Dartington & Co. Ltd
Colston Tower

Colston Street

Bristol

BS1 4RD

Registered Number
01975376

Financial Calendar

Annual General Meeting

Payment date for final dividend

Interim resuits announcement

Payment date for 2005 interim dividend
Preliminary announcement of 2005 results
2005 Annual General Meeting

corporate directory

Registrars

Computershare Investor Services PLC
Registrars

PO Box 82

The Pavilions

Bridgwater Road

Bristol

B3S9S 7NH

Auditors

Emst & Young LLP
One Bridewell Street
Brisiol

BS1 2AA

Solicitors

Osborne Clarke

2 Temple Back tast
Temple Quay

Bristol

BS1 6EG

Bankers

Naticnal Westminster Bank plc
12 Fore Street

Wellington

Somerset

TA21 BAL

Website Address
www swallowfield.com

14 October 2004
2G October 2004
March 2005
May 2005
September 2005
October 2005
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