











Remuneration Report continued

(m) Directors’ emoluments (auditable)

Pension Pension
Salary/ Annual Deferred Pension 2007 2006 contributions contributions
fees bonus bonus Benefits supplement total total 2007 2006
£000 £000 £'000 £'000 £'000 £000 £'000 £'000 £'000
Chairman
P M Johnson 77 - - 5 - 82 39 - -
Chief Executive
A D Thorne 492 290 166 16 - 964 491 16 16
Finance Director
G M Morris 279 131 60 16 50 536 329 10 8
Non-Executives
R G Beeston 50 - - - - 50 49 - -
C J Bunker 49 - - - - 49 46 - _
R E C Marton 40 - - - - 40 39 - -
P J C Mellier* 29 - - - - 29 - - -
D R Piefte 45 - - - - a5 44 _ _
1,061 421 226 37 50 1,795 1,037 26 24
* appointed 7 Sepfember 2006
Compensation Pension Pension
Salary/ Annual Deferred for loss of 2007 2006 contributions contributions
fees bonus bonus Benefits office total total 2007 2006
Past Directors £'000 £'000 £'000 £000 £'000 £000 £'000 £000 £'000
A P Hichens 113 - - 21 - 134 194 - -
JP Loison 108 59 - 7 - 174 360 - -
Total 221 59 - 28 - 308 554 - -

Mr Morris is subject to the Scheme specific earnings cap and therefore he received an additional non-pensionable payment during the year. In addition to
the remuneration disclosed above, Mr Loison was paid consultancy fees of £30,289 after 30 September 2006. This related to chairing DS Smith’s Toscana
business in Italy, chairing DS Smith Plastics’ RTP business in Europe and supporting and advising the Group'’s paper purchasing activities. Mr Loison’s salary
and benefits in kind from DS Smith Kaysersberg S.A.S. were paid in euros and have been converted to sterling at the average exchange rate for the year.
Mr Hichens was paid £3,381 in respect of office expenses after 31 December 2006. The deferred bonus has been included in the table above as it was
awarded in respect of the results for the financial year 2006/07. Shares in DS Smith Plc to the value of the deferred bonus will be purchased on 26 July
2007 and held in the Executive Directors’ Deferred Bonus Plan. The shares are transferred to participants on the third anniversary of the award, but lapse
on termination of employment. The total emoluments of Mr Thorne excluding the deferred bonus were £798,000. The total emoluments of Mr Morris
excluding the deferred bonus were £476,000.
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(n) Directors’ interests in share options (auditable)
Directors’ interests in share options over ordinary shares are as follows:

Options Options Options
Options granted exercised lapsed Options Dates
held at during during during held at Exercise from which Expiry
Name of Director 30 April 2006 the year the year the year 30 April 2007 price (p) exercisable date
A D Thorne 243,979 - - - 243,979 135.23 26Jul 05 25 Jul 12
241,245 - - - 241,245 14922  31Jul06  30Jul 13
189,850 - - - 189,850 158.00 29Jul07 28 Jul 14
207,500 - - - 207,500 159.00 2Aug08 1Augl5
- 239,050 - - 239,050 149.00 1 Aug09  31Jul16
G M Morris 161,152 - - - 161,152 142.69 18Dec05 17 Dec 12
154,129 - - - 154,129 14922  31Jul06 30Jul 13
112,950 - - - 112,950 158.00 29Jul07 28 Jul 14
116,950 - - - 116,950 159.00 2Aug08 1Augl15
- 134,850 - - 134,850 149.00 1 Aug09 31Jul16
Past Director
JP Loison* 88,415 - - - 88415 16962 30Jl00 29 ul 07
61,313 - - - 61,313 187.94 31 Jul 01 30 Jul 08
9,515 - - - 9,515 167.12 30 Jul 02 29 Jul 09
93,751 - - - 93,751 155.08 50ct02 4 Oct 09
93,547 - - - 93,547 15985 31Jul03  30Jul 10
128,988 - - - 128,988 151.53 26Jul 05 25 Jul 12
142,779 - - - 142,779 14872  31Jul06  30Jul 13
113,800 - - - 113,800 157.00 29Jul07 28 Jul 14
119,200 - - - 119,200 153.00 2Aug08 1Augl15

* at date ceased fo be a Direcfor
Mr Loison exercised 285,228 share options under the Executive Share Option Scheme on 14 December 2006 at a price of 186.92p. On 13 February 2007 he exercised a further 61,313 share options at
a price of 205.56p. He was not a Director of the Company at the time of either of these exercises.

All of the above options were granted for nil consideration.

The market price of the ordinary shares at 30 April 2007 was 238.25p and the range during the year was 140.5p to 239.5p. Aggregate gains made
by Directors on exercise of share options in the year were £nil (2005/06: £265,822.64).

All options will be exercisable from the dates stated above, subject to them satisfying the performance target stated on page 42. Share options granted
in 2002 and 2003 can be retested, from a fixed base, until the sixth anniversary of grant. Options granted from 2004 onwards have no retest facility.
All options granted since 2002 have not yet met the performance conditions.

(o) Directors’ interests under the Restricted Share Plan (auditable)
The Restricted Share Plan ceased to be operated with effect from the financial year 2004/05. Details of the Directors’ interests in the Plan are as follows:

Awards

granted/ Awards Interests

Interests under commitments lapsed/ Market price Market price under
the Plan at made crystallised Date of on date of at date of the Plan at Exercisable Expiry
Executive Directors 30 April 2006 during year in year award award (p) exercise (p) 30 April 2007 from date
A D Thorne 71,774 - 71,774 1 Aug 03 152.0 203.0 - 1TAug06 31Jul10
43,610 - - - - - 43,610 2Aug07 1 Augll
G M Morris 28,219 - 28,219 1 Aug 03 152.0 203.0 - 1Aug06 31Jul10
25,948 - - - - - 25,948 2Aug07 1 Augll

Past Director

JP Loison* 42,349 - 42,349 1 Aug 03 152.0 146.2 - TAug06 31Ju10
58,189 - - - - - 58,189 2Aug07 1 Augll

* at date ceased to be a Director

The exercise price is £1 in total, the grant being given in relation to the deferred bonus for the years ended 2002/03 and 2003/04 under the Restricted
Share Plan.
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Remuneration Report continued

(p) Directors’ interests under the Long-Term Incentive Plan (auditable)
Details of the Directors’ interests in the Plan, which is described in more detail on page 42, are as follows:

Awards
granted/ Awards Interests

Interests under commitments lapsed/ Market price Market price under  Vesting date if
the Plan at made crystallised Date on date at date the Plan at performance
Executive Directors 30 April 2006 during year in year of award of award (p) of vesting (p) 30 April 2007  conditions met
A D Thorne 216,039 - - 14 Sep 04 152.7 - 216,039 14 Sep 07
210,191 - - 28Jul05 157.0 - 210,191 28 Jul 08
- 237,500 - 27 Jul 06 150.0 - 237,500 27 Jul 09
G M Morris 121,767 - - 14 Sep 04 152.7 - 121,767 14 Sep 07
118,471 - - 28Jul05 157.0 - 118,471 28 Jul 08
- 134,000 - 27 Jul 06 150.0 - 134,000 27 Jul 09

Past Director
JP Loison* 116,530 - - 14 Sep 04 152.7 - 116,530 14 Sep 07
116,164 - - 28 Jul 05 157.0 - 116,164 28 Jul 08

* at date ceased to be a Director

(q) Directors’ interests in shares
The beneficial interests of the Directors and their families in the ordinary shares of the Company were as shown below.

30 April 2006* 30 April 2007
Name of Director Beneficial ~ Non-beneficial Beneficial Non-beneficial
P M Johnson 230,000 - 230,000 -
A D Thorne 208,884 - 251,169 -
P J C Mellier - - 10,000 -
G M Morris 12,698 - 29,322 -
R G Beeston 30,000 - 30,000 -
C J Bunker 10,000 - 10,000 -
R E C Marton 70,000 - 100,000 -

D R Piette - - - -

* or at date of appointment

There have been no changes fo the shareholdings set out above between the financial yearend and the date of the report. It is currently intended that any
ordinary shares required fo fulfil entitlements under the Long-Term Incentive Plan and the Restricted Share Plan will be provided by the David S Smith Group
General Employee Benefit Trust (‘the Trust’), which buys shares on the market to do so. The Trust will also be used to fulfil certain entitlements under the
Executive Share Option Scheme (along with new issue shares for other entitlements). As beneficiaries under the Trust, the Executive Directors are deemed

to be interested in the shares held by the Trust which, at 30 April 2007, amounted to 1,912,788 ordinary shares.
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(r) Directors’ pension entitlements (auditable)
The following Executive Directors were members of defined benefit schemes provided by the Group during the year, with death in service cover. Pensions
entitlements and corresponding transfer values increased as follows:

Transfer value

of net increase Total change

Increase inaccrual  Transfer value  Transfer value  in value during

Employee  Gross increase in accrued Total accrued over period of accrued of accrued period (net of

contributions paid in accrued pension net pension at  (net of Direcfor's pension at pension at Director’s

during the pension of inflation 30 April 2007 contribution) 30 April 2007 30 April 2006 contribution)

period il @ @) ) 5) ) )

Name of Director £ £ £ £ £ £ £ £
A D Thorne 16,343 20,710 17,894 98,945 282,066 1,650,425 1,282,937 351,145
G M Morris 9,806 3,898 3,455 16,165 40248 234119 175877 48,436

JP Loison (* see note below)

Pension accruals shown are the amounts which would be paid annually on retirement, based on service to the end of the year.
Transfer values have been calculated in accordance with version 9.2 of guidance note GN11 issued by the actuarial profession.

The value of net increase (4) represents the incremental value to the Director of his service during the year, calculated on the assumption that service
terminated at the year-end. It is based on the accrued pension increase (2) after deducting the Director’s contribution.

The change in transfer value (7) includes the effect of fluctuations in the transfer value due to factors beyond the control of the Company and Directors,
such as stock market movements. It is calculated after deducting the Director’s contribution.

* Mr Loison retired on 30 September 2006. Upon retirement, Mr Loison opted to exchange part of his pension benefits for death benefits, payable to
Mr Loison’s spouse upon his death in retirement. The value of Mr Loison’s benefits at retirement was broadly equal to the value at the start of the year.
The value at the end of the year was lower than the value at the start of the year.

(s) Total shareholder return performance
The following graph illustrates the Company’s total shareholder return performance since 1 May 2002, in accordance with paragraph 4 of the Directors’
Remuneration Report Regulations 2002, relative to the FTSE 250 Index.

The Company is a member of the FTSE 250 Index and, accordingly, this index is considered to be the most appropriate comparator group for this purpose.
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I FTSE 250 Index Source: Thomson Financial

This graph looks at the value, by 30 April 2007, of £100 invested in Smith (DS) over the last five financial years compared with that of £100 invested
in the FTSE Mid 250 Index. The other points plotted are the values at intervening financial year-ends.

On behalf of the Board

Bob Beeston

Chairman of the Remuneration Committee
27 June 2007
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Directors’ Report

The Directors submit their Annual Report and the audited financial
statements for the financial year ended 30 April 2007. The Directors'’
statement as to disclosure of information to auditors, as required by
Section 234ZA of the Companies Act 1985, is on page 50.

Principal Activities and Business Review

The Company acts as the holding company of a group, which, during
2006/07, was engaged in the production of corrugated and plastic
packaging and of paper, from recycled waste, and the distribution of office
products. A full review of the activities during the financial year ended

30 April 2007 and future developments is given in the Chairman’s
Statement, Chief Executive’s Review and Business Review on pages 4 to 37.
The principal subsidiary undertakings are listed in note 33 on page 92.

The information that fulfils the requirements of the Business Review can be
found in the Business Review on pages 15 to 37, which are incorporated
in this report by reference. The Business Review has been prepared to
meet the requirements for companies to provide an enhanced Business
Review in accordance with the March 2005 amendments fo the UK's

1985 Companies Act.

Cautionary Statement

The purpose of the Annual Report is to provide information to the members
of the Company. The Annual Report contains certain forward-looking
statements with respect to the operations, performance and financial
condition of the Group. By their nature, these statements involve uncertainty
since future events and circumstances can cause results and developments
to differ from those anticipated. Nothing in this Annual Report should be
construed as a profit forecast.

Results for the Year
The financial results are shown on pages 54 to 98.

Dividends

An interim dividend of 2.6p net per ordinary share was paid on

6 March 2007 and the Directors recommend a final dividend of 6.0p

net per ordinary share, making a total dividend to be paid for the

year of 8.6p (2005/06: 8.4p) net per ordinary share. Subject to

approval of shareholders at the Annual General Meeting to be held on

5 September 2007, the final dividend will be paid on 18 September 2007
to shareholders on the register at the close of business on 17 August 2007.
The dividends per ordinary share stated above are those actually paid

or to be paid. Historical dividends per share have been restated for the
bonus element inherent in the 26 March 2004 rights issue in the Five-Year
Financial Summary on page 99.

Share Capital

Pursuant to the Company’s employee share option schemes, 2,277,340
ordinary shares of 10p each were issued during the year. No shares
pursuant to the Company’s employee share option schemes were issued
between 30 April 2007 and 27 June 2007 inclusive. The Company has
not utilised its authority to make market purchases of shares granted fo it
at the 2006 Annual General Meeting but will be seeking to renew such
authority at this year’s Meeting.
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Substantial Shareholders
At 27 June 2007, the Company has been informed of the following
notifiable interests in its issued ordinary share capital:

Ordinary shares held %
AXA Investment Managers UK Ltd 50,990,453 12.97%
Schroder Investment Management Lid 29,048,988 7.38%
Prudential Plc group of companies 22,748,186 5.78%
Sparinvest Holdings A/S 19,992,238 5.08%
Legal & General Plc 14,711,546 3.74%

Acquisitions and Disposals
There were no material acquisitions or disposals during 2006/07.

Research and Development

The Group recognises the importance of continuing to invest in research
and development. It is Group policy to develop new product specifications
commensurate with environmental needs and packaging solutions required
by customers. Research is also conducted into ways to improve product
quality and to find more cost-efficient methods of production and
distribution. Research and development is conducted within divisional
operations and expenditure is not significant.

Directors

The biographies of the present Directors are on page 8. All the Directors
served throughout the year except as follows. Mr A P Hichens, who had
served as Chairman since September 1999, retired from the Board at the
end of December 2006, having reached the age of 70. Mr P M Johnson,
who has been a non-Executive Director of the Company since December
1999, became Chairman on 1 January 2007. Mr P J C Mellier was
appointed as a non-Executive Director of the Company on 7 September
2006. Mr J P Loison retired from the Board on 30 September 2006.

Mr D R Piette retired from the Board on 30 May 2007. Other than as
previously disclosed in this Report and in respect of existing service
agreements, no Director, either during or at the end of the financial year,
has been materially interested in any significant contract or arrangement
in relation to the Group’s business.

Re-election of Directors

The Articles of Association require that all Directors who are subject fo
retirement by rotation retire every three years, but they are eligible to
submit themselves for re-election by the shareholders. The Directors retiring
by rotation at the Annual General Meeting on 5 September 2007 are

Mr R G Beeston, Mr C J Bunker, and Mr A D Thorne but, being eligible,
they offer themselves for re-election at the Meeting. Mr P J C Mellier has
been appointed to the Board since the last Annual General Meeting and
in accordance with the Articles, retires from office at the Meeting and,
being eligible, offers himself for election. Following formal performance
evaluation, the individual performance of the Directors offering themselves
for re-election and election continues to be effective and they continue to
demonstrate commitment to the role.



Directors’ Interests in Shares

The interests of the Directors and their immediate families in the ordinary
shares of 10p each of the Company, including options granted but not
yet exercised under the Executive Share Option Schemes, Restricted
Share Plan and Long-Term Incentive Plan, were as shown in the tables
on pages 45 and 46.

Directors’ Indemnities

The Company has entered into qualifying third party indemnity arrangements
for the benefit of its Directors in a form and scope which comply with the
requirements of the Companies Act 1985.

Employee Involvement and Communications

The Group is committed to effective employee communications to promote
the understanding and involvement of all its employees in the Group’s
business objectives and performance. Communications and personnel
policies have been developed to reflect the philosophy of operating
management. Information is regularly communicated by briefings and
newsletters. The Group operates a European Works Council, with
representatives drawn from across the entire workforce in the EU countries
in which the Group operates. Meetings are held to provide an exchange
of transnational information and consultation with employees. At each
meeting, presentations are made on the Group's business strategy, financial
results, health and safety and environmental performance. The Group also
has a number of divisional national Consultation Forums which promote
information exchange, consultation and representation between the Group
and its workforce. Business decisions concerning capital investment,
employment and training take info account the Group’s public and local
responsibilities. The Group supports the involvement of its operations in
local community activities.

Equal Opportunities

The Group wholeheartedly supports the principle and achievement of
equal opportunities in employment and its policies are designed to provide
such equality irrespective of sex, creed, ethnic origin, nationality, sexual
orientation, age or disability. Every possible step will be taken to ensure
that individuals are treated equally and fairly. Depending upon their skills
and abilities, the Group applies the same criteria to disabled persons as it
does to other employees and, if necessary, retraining is offered to any of
its employees who develop a disability during such employment.

Pension Fund

The Group had, in the year under review, five UK pension arrangements:
two defined benefit schemes (which are closed to new entrants), one
defined contribution scheme, one Group personal pension plan and

a statutory Stakeholder arrangement. The defined contribution scheme was
introduced for UK employees joining the Group on or after 1 May 2005.
With effect from 30 April 2007, the two defined benefit schemes were
merged into one scheme.

The investments of the assets of the defined benefit scheme are managed
on a discretionary basis by AllianceBernstein Institutional Investment

Management Limited, Majedie Asset Management Limited, Pacific
Investment Management Company and Barclays Global Investors Limited.
The defined contribution scheme is a trustbased arrangement offering
members a range of investments with AXA Sun Life plc and external
investment fund managers, selected by the Scheme's trustees. The Group
personal pension plan is a contractbased arrangement offering members
a range of investments with Norwich Union Life and external investment
fund managers, and the Stakeholder arrangement is provided through
Investment Solutions Limited. All such assets are held independently from
the Group. The trustees of each pension scheme send an Annual Report
to the members of that scheme. The Trustee Company of the merged
defined benefit scheme has an Investment Sub Committee, which has been
established in line with guidelines recommended in the Myners Report.

Health and Safety

The Group recognises its responsibilities and continues to promote all
aspects of health and safety in the interests of its employees and members
of the public. A Health and Safety Policy Statement has been approved
by the Board.

Payment to Suppliers

Although the Company does not follow any formal code or standard on
payment practice, the Company agrees terms and conditions in the UK

with each supplier, which include terms of payment. The Company pays
each supplier accordingly, subject to all the terms and conditions of the

order being satisfied by such supplier. The aggregate amount owed by

the Company to trade creditors at 30 April 2007 was equivalent to

36 days of purchases invoiced by suppliers during the year.

Charitable and Political Donations

The Group contributed £71,000 (2005/06: £84,000) to charities in the
UK. No payments were made to political parties. Donations were made
by operating divisions to support their local communities. The Group also
supported a number of other charities across a range of causes.

Annual General Meeting

The notice of the Annual General Meeting of the Company to be held
on 5 September 2007, together with explanations of the Resolutions to
be proposed, appears at the back of this Annual Report.

Auditors

During the year under review, KPMG Audit Plc resigned as auditors of
the Company and Deloitte & Touche LLP were appointed fo fill the casual
vacancy. Resolutions to appoint Deloitte & Touche LLP as auditors of the
Company and to authorise the Directors to determine their remuneration
will be put to the Annual General Meeting.

By Order of the Board
Carolyn Cattermole

Secretary
27 June 2007
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Directors’ Report confinued

Statement of Directors’ Responsibilities in Respect of the
Annual Report and the Financial Statements

The Directors are responsible for preparing the Annual Report and the
Group and Company financial statements in accordance with applicable
law and regulations.

Company law requires the Directors to prepare Group and Company
financial statements for each financial year. They are required to prepare
the Group financial statements in accordance with IFRS, as adopted by
the EU; they have elected to prepare the Company financial statements in
accordance with UK Generally Accepted Accounting Standards.

The Group financial statements are required by law and IFRS, as adopted
by the EU, to present fairly the financial position, financial performance
and cash flows of the Group; the Companies Act 1985 provides in relation
to such financial statements that references in the relevant part of that Act
to financial statements giving a true and fair view are references to their
achieving a fair presentation.

The Company financial statements are required by law to give a true and
fair view of the state of affairs of the Company.

In preparing each of the Group and Company financial statements, the
Directors are required fo:

e select suitable accounting policies and then apply them consistently;
® make judgements and estimates that are reasonable and prudent;

e for the Group financial statements, assert whether these have been
prepared in accordance with IFRS, as adopted by the EU;
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o for the Company financial statements, assert whether applicable UK
Accounting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

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

The Directors are responsible for keeping proper accounting records that
disclose with reasonable accuracy at any time the financial position of the
Company and enable them to ensure that its financial statements comply
with the Companies Act 1985. They have general responsibility for taking
such steps as are reasonably open to them to safeguard the assets of the
Group and fo prevent and detect fraud and other irregularities. Under
applicable law and regulations, the Directors are also responsible for
preparing a Directors’ Report, Remuneration Report and Corporate
Governance Report that comply with that law and those regulations.

The Directors are responsible for the maintenance and integrity of the
corporate and financial information included on the Company’s website.
Legislation in the UK governing the preparation and dissemination of
financial statements may differ from legislation in other jurisdictions.

Each Director confirms that:

(a) so far as he is aware, there is no relevant audit information of which
the Company’s auditors are unaware; and

(b) he has taken all the steps he ought to have taken as a Director in
order to make himself aware of any relevant audit information and to
establish that the Company’s auditors are aware of that information.



Financial Statements and Five-Year Financial Summary
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Independent Auditors’ Report to the Members of DS Smith Plc

We have audited the Group and parent Company financial statements

(the ‘financial statements’) of DS Smith Plc for the year ended 30 April 2007
which comprise the Group Income Statement, the Group and parent
Company Balance Sheets, the Group Statement of Cash Flows, the

Group Statement of Recognised Income and Expense and the related

notes 1 to 35 in the Group financial statements and notes 1 to 11 in the
parent Company financial statements. These financial statements have

been prepared under the accounting policies set out therein. We have

also audited the information in the Directors’ Remuneration Report that

is described as having been audited.

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

or for the opinions we have formed.

Respective Responsibilities of Directors and Auditors

The Directors’ responsibilities for preparing the Annual Report and the
Group financial statements in accordance with applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the
European Union, and for preparing the parent Company financial
statements and the Direcfors’ Remuneration Report in accordance with
applicable law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice) are set out in the
Statement of Directors’ Responsibilities.

Our responsibility is to audit the financial statements and the part of the
Directors’ Remuneration Report to be audited in accordance with relevant
legal and regulatory requirements and International Standards on Auditing
(UK and Ireland).

We report to you our opinion as to whether the financial statements give
a true and fair view and whether the financial statements and the part
of the Directors’ Remuneration Report to be audited have been properly
prepared in accordance with the Companies Act 1985 and whether, in
addition, the Group financial statements have been properly prepared in
accordance with Article 4 of the IAS Regulation. We also report to you
whether in our opinion the information given in the Directors’ Report is
consistent with the financial statements. The information given in the
Directors’ Report includes that specific information presented elsewhere
in the Report and Accounts that is cross referred from the Principal
Activities and Business Review section of the Directors’ Report.

In addition we report to you if, in our opinion, the Company has not kept
proper accounting records, if we have not received all the information and
explanations we require for our audit, or if information specified by law
regarding Directors’ Remuneration and other transactions is not disclosed.

We review whether the Corporate Governance Statement reflects the
Company’s compliance with the nine provisions of the 2003 Combined
Code specified for our review by the Listing Rules of the Financial Services
Authority, and we report if it does not. We are not required to consider

whether the Board’s statements on internal control cover all risks and
controls, or form an opinion on the effectiveness of the Group's corporate
governance procedures or its risk and control procedures.

We read the other information contained in the Annual Report as described
in the contents section and consider whether it is consistent with the audited
financial statements. We consider the implications for our report if we
become aware of any apparent misstatements or material inconsistencies
with the financial statements. Our responsibilities do not extend to any
further information outside the Annual Report.

Basis of Audit Opinion

We conducted our audit in accordance with International Standards on
Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the financial statements and the part of the Directors’
Remuneration Report to be audited. It also includes an assessment of

the significant estimates and judgments made by the Directors in the
preparation of the financial statements, and of whether the accounting
policies are appropriate to the Group’s and Company's circumstances,
consistently applied and adequately disclosed.

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

and the part of the Directors’ Remuneration Report to be audited.

Opinion
In our opinion:

e the Group financial statements give a true and fair view, in accordance
with [FRSs as adopted by the European Union, of the state of the Group's
affairs as at 30 April 2007 and of its profit for the year then ended;

e the Group financial statements have been properly prepared in
accordance with the Companies Act 1985 and Article 4 of the IAS
Regulation;

e the parent Company financial statements give a true and fair view,
in accordance with United Kingdom Generally Accepted Accounting
Practice, of the state of the parent Company’s affairs as at 30 April 2007;

e the parent Company financial statements and the part of the Directors’
Remuneration Report to be audited have been properly prepared in
accordance with the Companies Act 1985; and

e the information given in the Directors’ Report is consistent with the
financial statements.

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
London, United Kingdom

27 June 2007
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Consolidated Income Statement

For the year ended 30 April 2007

Before After Before After

ptional  Exceptional  exceptional exceptional Exceptional exceptional

items _items (note 4) items ftems items (note 4) items

2007 2007 2007 2006 2006 2006

Note £m £m £m £m £m £m

Revenue 2 1,766.1 - 1,766.1 1,652.7 - 1,652.7

Cost of sales (1,328.4)  (13.7) (1,342.1) (1,243.0) (26.1)  (1,269.1)
Gross profit 437.7 (13.7)  424.0 409.7 (26.1) 383.6

Operating expenses 3 (360.0) 15.6 (344.4) (349.3) (16.3) (365.6)
Operating profit 2,3 77.7 1.9 79.6 60.4 (42.4) 18.0
Finance income 5 1.7 - 1.7 2.3 - 2.3

Finance costs 5 (16.7) - (16.7) (14.6) - (14.6)
Employment benefit net finance income 24 8.0 - 8.0 1.2 - 1.2

Net financing costs (7.0) - (7.0) (11.17) - (11.1)
Profit after financing costs 70.7 1.9 72.6 49.3 (42.4) 6.9
Share of profit of associates 12 3.9 2.0 5.9 4.1 - 4.1
Profit before income tax 74.6 3.9 78.5 53.4 (42.4) 11.0
Income tax (expense)/credit 7 (22.8) 5.6 (17.2) (13.4) 7.7 (5.7)
Profit for the financial year 51.8 9.5 61.3 40.0 (34.7) 5.3

Profit for the financial period attributable to:

DS Smith Plc equity shareholders 51.1 9.5 60.6 38.9 (34.7) 4.2
Minority interest 0.7 - 0.7 1.1 - 1.1
Basic earnings per share (pence) 8 13.1p 15.6p 10.0p 1.1p
Diluted earnings per share (pence) 8 13.0p 15.4p 10.0p 1.1p

Dividend per share
— interim, paid (pence) 9 2.6p 2.6p
— final, proposed (pence) 9 6.0p 5.8p
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Consolidated Statement of Recognised Income and Expense
For the year ended 30 April 2007

2007 2006
Note £m £m
Actuarial gains on defined benefit pension schemes 24 17.0 54.4
Movements on deferred tax relating to actuarial gains (5.1) (16.5)
Currency franslation differences, including tax of £(1.5)m (2006: tax of £1.8m) (6.7) 9.7
Changes in the fair value of cash flow hedges, including tax of £0.4m (2006: tax of £0.1m) (1.2) 0.2
Net income recognised directly in equity 4.0 47.8
Profit for the financial period 23 61.3 5.3
Total recognised income and expense attributable to equity
shareholders and minority interest relating to the financial year 65.3 53.1
Total recognised income and expense relating to the financial year attributable to:
DS Smith Plc equity shareholders 64.7 52.0
0.6 1.1

Minority inferest
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Consolidated Balance Sheet
As at 30 April 2007

2007 2006

Note £m £m
Assets
Non-current assets
Intangible assets 10 192.9 195.4
Property, plant and equipment 1 517.1 536.1
Investments in associates 12 30.5 29.2
Other investments 13 0.5 0.5
Deferred tax assets 21 21.4 24.0
Other receivables 15 2.4 2.5
Derivative financial instruments 20 0.2 1.4
Total non-current assets 765.0 789.1
Current assets
Inventories 14 160.5 163.3
Other investments 13 0.1 0.1
Income tax receivable 0.9 4.8
Trade and other receivables 15 350.2 347.2
Cash and cash equivalents 18 92.4 60.4
Derivative financial instruments 20 0.7 3.7
Total current assets 604.8 579.5
Total assets 1,369.8 1,368.6
Liabilities
Non-current liabilities
Interest-bearing loans and borrowings 19 (230.9) (264.9)
Post-retirement benefits 24 (18.6) (50.3)
Other payables 16 (5.1) (3.9)
Provisions 22 (8.9) (2.8)
Deferred tax liabilities 21 (81.4) (76.3)
Derivative financial instruments 20 (31.7) (25.0)
Total non-current liabilities (376.6) (422.9)
Current liabilities
Bank overdrafts 18 (10.8) (1.5)
Interest-bearing loans and borrowings 19 (1.6) (7.7)
Trade and other payables 16 (384.8) (355.3)
Income tax liabilities (16.6) (21.0)
Provisions 22 (10.6) (16.7)
Derivative financial instruments 20 (1.7) (2.0)
Total current liabilities (426.1) (404.2)
Total liabilities (802.7) (827.1)
Net assets 567.1 541.5
Equity
Issued capital 23 39.3 39.1
Share premium 23 262.9 259.4
Reserves 23 267.2 233.6
DS Smith Plc shareholders’ equity 569.4 532.1
Minority interest 23 (2.3) 9.4
Total equity 567.1 541.5

Approved by the Board on 27 June 2007 and signed on its behalf by

A D Thorne, Director
G M Morris, Director

The notes on pages 58 to 92 form part of these accounts.
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Consolidated Statement of Cash Flows
For the year ended 30 April 2007

2007 2006

Note £m £m
Operating activities
Cash generated from operations 26 128.0 138.2
Interest received 2.8 0.8
Interest paid (16.9) (12.8)
Tax paid (15.1) (13.5)
Cash flows from operating activities 98.8 112.7
Investing activities
Acquisition of subsidiary businesses and joint ventures, net of cash and cash equivalents acquired (0.8) (10.5)
Disposal of subsidiary businesses, net of cash and cash equivalents disposed of 1.0 11.0
Capital expenditure payments (55.8) (62.7)
Proceeds from the sale of assets 39.2 9.7
Proceeds from the sale of investment in associates, net of additions of £0.5m (2006: nil) 1.8 3.5
Cash flows from investing activities (14.6) (49.0)
Financing activities
Proceeds from issue of share capital 3.7 2.6
Repayment of borrowings (28.7) (17.2)
Repayment of finance lease obligations (2.5) (0.9)
Dividends paid 9 (32.7) (32.9)
Cash flows from financing activities (60.2) (48.1)
Increase in cash and cash equivalents 24.0 15.6
Net cash and cash equivalents at T May 58.9 41.2
Exchange (losses)/gains on cash and cash equivalents (1.3) 2.1
Net cash and cash equivalents at 30 April 18 81.6 58.9
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Notes to the Consolidated Financial Statements

1. Significant accounting policies

(a) Basis of preparation

The consolidated financial statements have been prepared and approved
by the Directors in accordance with International Financial Reporting
Standards as adopted by the EU (‘adopted IFRSs’). The Company has
elected to prepare its parent Company financial statements in accordance
with UK GAAP; these are presented on pages 93 to 98.

The financial statements are presented in sterling in millions, rounded to
one decimal place, unless otherwise indicated. They are prepared on the
historical cost basis except that assets and liabilities of certain financial
instruments, defined benefit pension plans and share-based payments
are stated at their fair value.

The preparation of financial statements requires management to make
judgements, estimates and assumptions that affect whether and how policies
are applied and affect the reported amounts of assets and liabilities, income
and expenses. Judgements made by management in the application of
adopted IFRSs that have significant effect on the financial statements and
estimates with a significant risk of material adjustment in the next year are
discussed in accounting policy u.

The accounting policies set out below have been applied consistently to all
periods presented in these consolidated financial statements. The accounting
policies have been applied consistently by all Group entities.

(b) Basis of consolidation

(i) Subsidiaries

The financial statements of subsidiaries are included in the consolidated
financial statements from the date that control commences until the date that
control ceases. Intra-group balances and any unrealised gains and losses or
income and expenses arising from intra-group transactions, are eliminated
in preparing the consolidated financial statements.

(i) Associates

The consolidated financial statements include the Group's share of the total
recognised gains and losses of associates on an equity accounted basis,
from the date that significant influence commences until the date that
significant influence ceases.

(iii) Joint ventures

The consolidated financial statements include the Group’s proportionate
share of its joint ventures’ assets, liabilities, revenue and expenses with
items of a similar nature on a line-by-line basis, from the date that joint
control commences until the date that joint control ceases.

(iv) Minority interests

The share of profit attributable to minority interests is shown as a component
of profit for the period in the income statement and minority interests are
shown as a component of equity in the balance sheet net of the value of
options over interests held by minorities in the Group's subsidiaries (refer

to accounting policy j).

(c) Revenue

Revenue comprises the fair value of the sale of goods and services, net

of value added tax, rebates and discounts and after eliminating sales within
the Group. Revenue from the sale of goods is recognised in the income
statement when the significant risks and rewards of ownership have been
transferred to the buyer.

(d) Government grants

A government grant is recognised in the balance sheet initially as deferred
income when there is a reasonable assurance that it will be received and
that the Group will comply with the conditions attaching fo it. Grants that
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compensate the Group for expenses incurred are offset against the expenses
in the same periods in which the expenses are incurred.

(e) Dividends
Dividends attributable to the equity holders of the Company declared during
the year are recognised directly in equity.

(f) Foreign currency translation

Transactions in foreign currencies are translated into sterling at the foreign
exchange rate ruling at the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies at the balance sheet date are
translated into sterling at the foreign exchange rate ruling at that date.
Foreign exchange differences arising on translation of monetary assets and
liabilities are recognised in the income statement. Non-monetary assets and
liabilities that are measured in terms of historical cost in a foreign currency
are translated using the exchange rate at the date of the transaction.

The assets and liabilities of all the Group entities that have a functional
currency other than sterling are franslated at the closing exchange rate at the
date of the balance sheet. Income and expenses for each income statement
are translated at average exchange rates (unless this average is not a
reasonable approximation of the cumulative effect of the rates prevailing on
the transaction dates, in which case income and expenses are translated at
the date of the transactions). On consolidation, exchange differences arising
from the translation of the net investment in foreign entities, and of borrowings,
and other financial instruments designated as hedges of such investments, are
recognised in the franslation reserve. On the disposal of foreign currency
entities, the cumulative exchange difference recorded in the translation reserve
is taken to the income statement as part of the gain or loss on disposal.

(g) Intangible assets

(i) Goodwill

All business combinations are accounted for by applying the purchase
method. Goodwill (positive and negative) arising on the acquisition of
subsidiaries, associates and joint ventures, represents the difference
between the cost of the acquisition and the fair value of the net identifiable
assefs acquired.

Goodwill is stated at cost less accumulated impairment losses (refer to
accounting policy i). The useful life of goodwill is considered to be
indefinite. Goodwill is allocated to cash-generating units and is tested
annually for impairment. Negative goodwill arising on an acquisition
is recognised immediately in the income statement.

(i) Research and development

Expenditure on research activities, undertaken with the prospect of gaining
new scientific or technical knowledge and understanding, is recognised in
the income statement as an expense as incurred.

Expenditure on development activities, whereby research findings are
applied to a plan or design for the production of new or substantially
improved products and processes, is capitalised if the product or process
is technically and commercially feasible and the Group has sufficient
resources to complete development. The expenditure capitalised includes
the cost of materials, direct labour and an appropriate proportion of
overheads. Other development expenditure is recognised in the income
statement as an expense as incurred. Capitalised development expenditure
is stated at cost less accumulated amortisation (see below) and impairment
losses (refer to accounting policy i).

(iii) Computer software

Computer software that is integral to a related item of hardware is included
within tangible fixed assets. All other computer software is treated as an
infangible asset.



(iv) Intellectual property
Intellectual property is stated at cost less accumulated amortisation
(see below) and impairment losses (refer to accounting policy i).

(v) Other intangible assets

Other intangible assets that are acquired by the Group are stated at cost
less accumulated amortisation (see below) and impairment losses (refer
to accounting policy i).

(vi) Amortisation

Amortisation of intangible assets (excluding goodwill) is charged to the
income statement on a straightline basis over the estimated useful lives

of intangible assets unless such lives are indefinite. Intangible assets (other
than goodwill) are amortised from the date they are available for use. The
estimated useful lives are as follows:

Intellectual property Up to 20 years

Computer software 3 - 5 years

Goodwill is systematically tested for impairment at each balance sheet date.

(h) Property, plant and equipment

Items of property, plant and equipment are stated at cost less accumulated
depreciation (see below) and impairment losses (refer to accounting policy
i). The cost of self-constructed assets includes the cost of materials, direct
labour and an appropriate proportion of production overheads. Where an
item of property, plant and equipment comprises major components having
different useful lives, they are accounted for as separate items of property,
plant and equipment.

The Group recognises in the carrying amount of an item of property, plant
and equipment the cost of replacing part of such an item when that cost is
incurred if it is probable that the future economic benefits embodied within
the item will flow to the Group and the cost of the item can be measured
reliably. All other costs are recognised in the income statement as an
expense as incurred.

Depreciation is charged to the income statement on a straight-line basis over
the estimated useful lives of each item of property, plant and equipment,
and major components that are accounted for separately (or in the case

of leased assets, the lease period, if shorter). Land is not depreciated.

The estimated useful lives are as follows:

Freehold and long leasehold properties

10 - 50 years
Plant, machinery, fixtures and fittings (including IT hardware) 3 - 20 years

Motor vehicles 3 -5 years
(i) Impairment

The carrying amounts of the Group’s assets, including tangible and
intangible non-current assets, other than inventories (refer to accounting
policy |) and deferred tax assets (refer to accounting policy 1), are reviewed
at each balance sheet date to determine whether there is any indication of
impairment. If any such indication exists, the asset's recoverable amount is
estimated. An impairment loss is recognised whenever the carrying amount
of an asset or its cash-generating unit exceeds its recoverable amount.
Impairment losses are recognised in the income statement.

(i) Calculation of recoverable amount

The recoverable amount of the Group's assets is calculated as the value-in-
use, being the present value of expected future cash flows, using a pre-tax
discount rate that reflects the current assessment of the time value of money,
or the net selling price, if greater. For an asset that does not generate
largely independent cash inflows, the recoverable amount is determined
for the cash-generating unit to which the asset belongs.

(ii) Reversals of impairment

Impairment losses in respect of goodwill are not reversed. In respect of
other assets, an impairment loss is reversed if there has been a change in
the estimates used to determine the recoverable amount. An impairment
loss is reversed only to the extent that the asset’s carrying amount does
not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recognised.

(j) Derivative financial instruments

The Group uses derivative financial instruments, primarily inferest rate,
currency and commodity swaps, to manage inferest rate, currency and
commodity risks associated with the Group's underlying business activities
and the financing of these activities. The Group has a policy not to, and
does not, undertake any speculative activity in these instruments.

Such derivative financial instruments are initially recognised at fair value on
the date on which a derivative contract is entered into and are subsequently
remeasured at fair value. Derivatives are carried as assets when the fair
value is positive and as liabilities when the fair value is negative.

Derivative financial instruments are accounted for as hedges when
designated as hedges at the inception of the contract and when the
financial instruments provide an effective hedge of the underlying risk.
Any gains or losses arising from the hedging instruments are offset against
the hedged items.

For the purpose of hedge accounting, hedges are classified as:

— fair value hedges when hedging the exposure to changes in the fair
value of a recognised asset or liability;

- cash flow hedges when hedging exposure to variability in cash flows
that is either aftributable to a particular risk associated with either
a balance sheet item or a highly probable forecast transaction; or

— hedges of the net investment in a foreign entity.

Any gains or losses arising from changes in the fair value of all other
derivatives are taken to the income statement. These may arise from
derivatives for which hedge accounting is not applied because they are
not effective as hedging instruments.

The treatment of gains and losses arising from revaluing derivatives
designated as hedging instruments depends on the nature of the hedging
relationship, as follows:

Fair value hedges: the carrying amount of the hedged item is adjusted
for gains or losses attributable to the risk being hedged; the derivative is
remeasured at fair value and gains and losses from both are taken to the
income statement. The Group discontinues fair value hedge accounting
if the hedging instrument expires or is sold, terminated or exercised, the
hedge no longer meets the criteria for hedge accounting or the Group
revokes the designation.

Cash flow hedges: the effective portion of the gain or loss on the hedging
instrument is recognised directly in equity, while the ineffective portion is
recognised in the income statement. Amounts taken to equity are transferred
to the income statement when the hedged transaction affects profit or loss,
such as when a forecast sale or purchase occurs. Where the hedged item is
the cost of a non-financial asset or liability, the amounts taken to equity are
transferred to the initial carrying amount of the non-financial asset or liability.

If the hedging instrument expires or is sold, terminated or exercised without
replacement or rollover, the hedged transaction ceases to be highly
probable, or if its designation as a hedge is revoked, amounts previously
recognised in equity remain in equity until the forecast transaction occurs
and are transferred to the income statement or fo the initial carrying amount
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Notes to the Consolidated Financial Statements continued

of a nonfinancial asset liability as above. If a forecast transaction is no
longer expected to occur, amounts previously recognised in equity are
transferred to the income statement.

Hedges of net investment in a foreign entity: the effective portion of the
gain or loss on the hedging instrument is recognised directly in equity,
while the ineffective portion is recognised in the income statement. Amounts
taken to equity are transferred to the income statement when the foreign
entity is sold.

The net present value of the expected future payments under options over
interests held by minorities in the Group's subsidiaries are shown as a
financial liability. At the end of each period, the valuation of the liability is
reassessed with any changes recognised in the profit or loss for the period.

(k) Trade and other receivables
Trade and other receivables are stated at their cost less impairment
provisions (refer to accounting policy i).

(I) Inventories

Inventories are stated at the lower of cost and net realisable value. Net
realisable value is the estimated selling price in the ordinary course of
business, less the estimated costs of completion and selling expenses. The
cost of inventories is based on the firstin firstout principle and includes
expenditure incurred in acquiring the inventories and bringing them to
their existing location and condition.

In the case of manufactured inventories and work in progress, cost includes
an appropriate share of overheads based on normal operating capacity.

(m) Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits. Bank
overdrafts that are repayable on demand and form an integral part of the
Group's cash management are included as a component of cash and cash
equivalents for the purpose of the statement of cash flows.

(n) Treasury shares

When share capital recognised as equity is repurchased, the amount of
the consideration paid, including directly atiributable costs, is recognised
as a change in equity. Repurchased shares are classified as treasury shares
and presented as a deduction from total equity.

(o) Borrowings

Borrowings are recognised initially at fair value, less attributable transaction
costs. Subsequent to initial recognition, interest-bearing borrowings are
stated at amortised cost with borrowing costs being accounted for on an
accrual basis in the income statement using the effective interest method.

At the balance sheet date, accrued interest is recorded separately from the
associated borrowings within current liabilities.

(p) Employee benefits

(i) Defined contribution schemes

Contributions to defined contribution pension schemes are recognised

as an expense in the income statement as personnel expense as incurred.

(i) Defined benefit schemes

The Group’s net obligation in respect of defined benefit pension schemes

is calculated separately for each scheme by estimating the amount of future
benefit that employees have earned in return for their service in the current
and prior periods; that benefit is discounted to its present value amount and
recognised in the income statement as personnel expense; a corresponding
liability for all future benefits is established on the balance sheet and the fair
value of any schemes’ assets is deducted. The discount rate is the yield at
the balance sheet date on AA credit rated bonds that have maturity dates
approximating to the duration of the schemes’ obligations. The calculation
is performed by a qualified actuary using the projected unit method.
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Actuarial gains and losses are recognised immediately in the statement
of recognised income and expense.

(iii) Long-term service benefits

The Group’s net obligation in respect of long-term service benefits, other
than pension plans, is the amount of future benefit that employees have
earned in return for their service in the current and prior periods.

(iv) Share-based payment transactions

The Group operates an equity-settled, share-based compensation plan.

The fair value of the employee services received in exchange for the grant
of the options is recognised as an expense. The fair value of the options
granted is measured using a stochastic model, taking into account the terms
and conditions upon which the options were granted. The total amount to
be expensed over the vesting period is determined by reference to the fair
value of the options granted, excluding the impact of any non-market vesting
conditions. Non-market vesting conditions are included in assumptions
about the number of options that are expected to become exercisable. At
each balance sheet date, the entity revises its estimates of the number of
options that are expected to become exercisable. It recognises the impact
of the revision of original estimates, if any, in the income statement, and

a corresponding adjustment to equity.

The proceeds received net of any directly attributable transaction costs are
credited to share capital (nominal value) and share premium when the
options are exercised.

(q) Provisions

A provision is recognised in the balance sheet when the Group has a
present legal or constructive obligation as a result of a past event, and it
is probable that an outflow of economic benefits will be required to settle
the obligation.

(r) Trade and other payables
Trade and other payables are stated at their cost.

(s) Leases

Property, plant and equipment acquired under a lease that transfers
substantially all of the risks and rewards of ownership to the Group are
capitalised as tangible fixed assets. Lease payments are apportioned
between the finance charge and the reduction of the outstanding liability.
The finance charge is allocated to each period during the lease term so

as to produce a constant periodic rate of interest on the remaining balance

of the liability.

Payments made under operating leases are recognised in the income
statement on a straightline basis over the term of the lease.

() Taxation

Income tax on the profit or loss for the year comprises current and deferred
tax. Income tax is recognised in the income statement except fo the extent
that it relates to items recognised directly to equity, in which case it is
recognised in equity.

Current tax is the expected tax payable on the taxable income for the year,
using tax rates enacted at the balance sheet date, and any adjustment to
tax payable in respect of previous years.

Deferred tax is provided for using the balance sheet liability method,
providing for temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for
taxation purposes. The following temporary differences are not provided
for: goodwill, the initial recognition of assets or liabilities that affect neither
accounting nor taxable profit, and differences relating to investments

in subsidiaries fo the extent that they will probably not reverse in the
foreseeable future. The amount of deferred tax provided is based on the
expected manner of realisation or seftlement of the carrying amount of



assets and liabilities, using tax rates enacted or substantively enacted at
the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable
that future taxable profits will be available against which the asset can
be utilised. Deferred tax assets are reduced to the extent that it is no
longer probable that the related tax benefit will be realised.

(u) Critical accounting policies

The application of the Group's accounting policies require the management
of DS Smith Plc to make estimates and assumptions; these estimates and
assumptions affect the reported assets and liabilities and financial result

of the Group. Actual outcomes could differ from the estimates and
assumptions used.

The Group’s accounting policies that are most critical to an understanding
of the results and position of the Group, and the judgements involved in
their application, are as follows:

(i) Impairments
When applying IAS 36, Impairment of Assets, the Group compares the
carrying value of goodwill and intangible assets with the higher of their net

realisable value and value-in-use to determine whether an impairment exists.

Value-in-use is calculated by discounting the cash flows expected to be
generated by the asset/group of assets, being tested for evidence of
impairment. The use of different estimates, assumptions and judgements,

in particular those involved in (a) determining a value based on our current
expectations of future conditions and the associated cash flows from the
Group's operations, (b) our determination of the level at which groups of
assets can be reasonably tested for impairment separately from other parts
of the business and (c) our treatment of centrally held assets, could each
result in materially different carrying values of assets and assessments of
impairment. See note 10 of the Notes to the financial statements for
additional information regarding the Group's annual impairment exercise.

(i) Pensions and other post-retirement benefits

IAS 19, Employee Benefits, requires the Group to make assumptions
including, but not limited to, future asset returns, rates of inflation, discount
rates and life expectancies. The use of different assumptions, in any of the
above calculations, could have a material effect on the accounting values

of the relevant balance sheet assets and liabilities which could also result in
a change to the cost of such liabilities as recognised in the income statement
over time. These assumptions are subject to periodic review. See note 24 of
the Notes to the financial statements for additional information regarding
the Group’s pension and other postretirement benefits.

(v) IFRS standards and interpretations in issue but not yet effective

The IASB and IFRIC have issued new standards and interpretations with an effective date after the date of these financial statements. The Group does not
anticipate that the adoption of those standards and interpretations that are effective for the financial year ended 30 April 2008 will have a material effect
on its financial statements on initial adoption; the Group is evaluating the effect of those standards and interpretations that are effective subsequently. The

standards and interpretation to be adopted include:

Effective date - financial years ending

International Financial Reporting Standards (IFRS/IAS)
IFRS 7 Financial Instruments: Disclosures

IAS 1
IFRS 8 Operating Segments

IAS 23 Amendment to IAS 23 - Borrowing Costs

Amendment fo IAS 1 - Presentation of Financial Statements: Capital Disclosures

30 April 2008
30 April 2008
30 April 2010
30 April 2010

International Financial Reporting Interpretations Committee (IFRIC)

IFRIC 8  Scope of IFRS 2

IFRIC 9 Reassessment of Embedded Derivatives
IFRIC 10 Interim Financial Reporting and Impairment
IFRIC 11 Group Treasury Share Transactions

IFRIC 12 Service Concession Arrangements

30 April 2008
30 April 2008
30 April 2008
30 April 2008
30 April 2009
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Notes to the Consolidated Financial Statements continued

2. Segment reporting

Primary reporting format - business segments

Continental
UK Paper and European Office
Corrugated  Corrugated Plastic Products Total
Packaging  Packaging  Packaging Wholesaling Group
Year ended 30 April 2007 £m £m £m £m £m
External revenue 687.1 308.0 201.8 569.2 1,766.1
Adjusted operating profit’ 36.5 18.2 10.2 12.8 77.7
Exceptional items 6.7 - (1.9) (2.9) 1.9
Segment result 43.2 18.2 8.3 9.9 79.6
Net financing costs (15.0)
Employee benefit net finance income 8.0
Share of profit of associates 5.9
Profit before income tax 78.5
Income tax expense (17.2)
Profit for the financial year 61.3
Profit attributable to DS Smith Plc equity shareholders 60.6
Profit attributable to minority interest 0.7

Balance sheet
Segment assets 606.3 235.3 158.5 222.5 1,222.6
Unallocated items

Investments, associates and other assets 31.6

Derivative financial instruments 0.9

Cash and cash equivalents 92.4

Tax balances 22.3
Total assets 1,369.8
Segment liabilities (161.7) (88.9) (47.6) (107.1) (405.3)
Unallocated items

Borrowings and accrued interest (247.4)

Derivative financial instruments (33.4)

Tax balances (98.0)

Post-retirement benefits (18.6)
Total liabilities (802.7)
Other segment items:
Adjusted return on sales — %' 5.3% 5.9% 5.1% 2.2% 4.4%
Adjusted EBITDA - £m' 68.0 31.5 21.9 19.2 140.6
Adjusted EBITDA margin — %! 9.9% 10.2% 10.9% 3.4% 8.0%
Year-end capital employed — £m 444.6 146.4 110.9 115.4 817.3
Average capital employed — £m? 478.4 164.4 122.2 130.0 895.0
Adjusted return on average capital employed — %2 7.6% 11.1% 8.3% 9.8% 8.7%
Capital expenditure — £m? 34.2 12.8 10.1 8.9 66.0
Depreciation and amortisation — £m 31.5 13.3 11.7 6.4 62.9

1 before exceptional items
2 average capital employed is defined on page 64
3 capital expenditure represents additions to intangible assets and property, plant and equipment
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2. Segment reporting confinued

Primary reporting format - business segments continued

Continental
UK Paper and European Office
Corrugated Corrugated Plastic Products Total
Packaging Packaging Packaging ~ Wholesaling Other® Group
Year ended 30 April 2006 £m £m £m £m £m £m
External revenue 649.6 276.6 202.4 518.7 5.4 1,652.7
Adjusted operating profit' 20.5 20.1 7.2 12.6 - 60.4
Exceptional items (28.9) - (2.6) - (10.9) (42.4)
Segment result (8.4) 20.1 4.6 12.6 (10.9) 18.0
Net financing costs (12.3)
Employee benefit net finance income 1.2
Share of profit of associates 4.1
Profit before income tax 11.0
Income tax expense (5.7)
Profit for the financial year 53
Profit atiributable to DS Smith Plc equity shareholders 4.2
Profit attributable to minority interest 1.1
Balance sheet
Segment assets 629.7 233.5 158.2 223.1 - 1,244.5
Unallocated items
Investments, associates and other assets 29.8
Derivative financial instruments 5.1
Cash and cash equivalents 60.4
Tax balances 28.8
Total assets 1,368.6
Segment liabilities (158.3) (71.5) (48.3) (100.3) - (378.4)
Unallocated items
Borrowings (274.1)
Derivative financial instruments (27.0)
Tax balances (97.3)
Post-retirement benefits (50.3)
Total liabilities (827.1)
Other segment items:
Adjusted return on sales — %! 3.2% 7.3% 3.6% 2.4% - 3.7%
Adjusted EBITDA - £m' 55.1 33.6 19.3 19.2 0.4 127.6
Adjusted EBITDA margin — %! 8.5% 12.1% 9.5% 3.7% 7.4% 7.7%
Year-end capital employed — £m 471.4 162.0 109.9 122.8 - 866.1
Average capital employed — £m? 509.3 162.3 129.3 127.0 2.1 930.0
Adjusted return on average capital employed — %! 2 4.0% 12.4% 5.6% 9.9% - 6.5%
Capital expenditure — £m* 28.8 24.4 7.2 3.2 1.4 65.0
Depreciation and amortisation — £m 34.6 13.5 12.1 6.6 0.4 67.2

1 before exceptional items
2 average capital employed is defined on page 64

3 Other represents the activity of the former Office Products Manufacturing segment, the loss on the disposal of the Office Products Manufacturing business and the impairment of an invesiment that is described in note 4

4 capital expenditure represents additions to intangible assets and property, plant and equipment
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Notes to the Consolidated Financial Statements continued

2. Segment reporting confinued

The Group’s primary format for segment reporting is business segments based on the Group’s management and internal reporting structure. The secondary
format is geographical segments showing the geographical origin of the Group's activity and net assets. Further details on these business segments are
given in the Business Review on pages 15 to 25. The Group operates in two principal geographical areas: the UK and western continental Europe. Two
further segments are identified: eastern continental Europe and the rest of the world. Segment results include items directly attributable to a segment as well
as those that can be allocated on a reasonable basis. Central administration costs are allocated to the individual segments on a consistent basis year-on-
year. Assets and liabilities have been analysed by segment at a capital employed level. Capital employed excludes items of a financing nature, taxation
balances, pension liabilities and fixed asset investments; segmental capital employed comprises identifiable segment assets less segmental liabilities.
Average capital employed is the average monthly capital employed. The adjusted return on average capital employed is defined as operating profit
before exceptional items divided by average capital employed.

Secondary reporting format - geographical segments

Revenue Total assets Capital expenditure
2007 2006 2007 2006 2007 2006
Year ending 30 April £m £m £m £m £m £m
UK 999.7 957.6 736.3 760.8 34.4 31.9
Western continental Europe 632.8 570.5 371.2 384.7 17.8 15.4
Eastern continental Europe 82.5 74.5 71.4 57.5 10.8 15.9
Rest of world 51.1 50.1 43.7 41.5 3.0 1.8
1,766.1 1,652.7 1,222.6 1,244.5 66.0 65.0
3. Operating profit
2007 2006
£m £m
Operating expenses
Distribution expenses 200.4 199.6
Administrative expenses 144.0 166.0
344.4 365.6
Details of exceptional items recorded within operating profit are set out in note 4.
Operating profit is stated after charging/(crediting) the following:
2007 2006
£m £m
Depreciation — owned assets 58.2 62.1
— leased assets 0.6 1.2
Amortisation of intangibles 4.1 3.9
Hire of plant and machinery 12.4 11.7
Other operating lease rentals 13.3 12.5
Research and development 1.0 1.1
Gains on the sale of land and buildings (3.7) (4.2)
Amounts paid to Deloitte & Touche LLP and, prior to their resignation, to KPMG Audit Plc and their associates (see below) 0.9 1.3
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3. Operating profit continued

2007 2006
UK Overseas Total UK Overseas Total
Auditors’ remuneration £m £m £m £m £m £m
Fees payable to the Company’s auditors for the audit of the Company’s

annual accounts 0.2 - 0.2 0.2 - 0.2
Fees payable to the Company’s auditors and their associates for other services:

The audit of the Company’s subsidiaries, pursuant fo legislation 0.4 0.2 0.6 0.5 0.3 0.8

Tax and other services 0.1 - 0.1 0.2 0.1 0.3

0.7 0.2 0.9 0.9 0.4 1.3

The 2005/06 audit fee disclosure relates to amounts paid to the Group's former external auditors, KPMG Audit plc, and their associates.

Government grants

The Group has been awarded government grants in the form of emissions quotas in France, in respect of the EU Emissions Trading Scheme. Grants during
the period totalled £0.1m (2005/06: £3.8m). These grants are initially recorded as intangible assets at market value at the date of grant, which are then
used to satisfy the Group’s obligations in respect of emissions or are sold, and deferred income, which is released to the income statement when the related
expense is incurred or any quotas not used by the Group are sold.

4., Exceptional items
Items are presented as ‘exceptional’ in the financial statements where they are significant items of financial performance that the Directors consider should
be separately disclosed to assist in the understanding of the trading and financial results achieved by the Group.

2007 2006
£m £m

Restructuring costs
UK Paper and Corrugated Packaging (13.8) (28.9)
Plastic Packaging (1.9) -
Office Products Wholesaling (2.9) -
Total restructuring costs (18.6) (28.9)
Gain on sale of Taplow site 20.5 -
Loss on disposal of businesses - (4.3)
Impairment charges - (9.2)
Total exceptional items recognised in operating profit 1.9 (42.4)
Negative goodwill recognised in associate accounting 2.0 -
Total exceptional items 3.9 (42.4)

The restructuring costs relate to the following.

The UK Paper and Corrugated Packaging restructuring costs in the year to 30 April 2007 of £13.8m relate fo the closure of paper-making operations
at Taplow Mill and related restructurings. The UK Paper and Corrugated Packaging restructuring costs in 2005/06 related to the closure of a paper mill
(£20.3m), the planned closure of a paper machine at another mill (£5.0m), and other restructuring costs (£3.6m).

The Plastic Packaging restructuring costs in the year to 30 April 2007 relate to the proposed restructuring of our European liquid packaging and
dispensing operations.

The Office Products Wholesaling restructuring costs in the year to 30 April 2007 relate to the closure of a regional distribution centre within the UK
operations and related restructuring.

The gain of £20.5m arising on the sale of the Taplow site, in the UK Paper and Corrugated Packaging segment, resulted from the sale of the site for
net proceeds of £29.6m.

The negative goodwill credit recognised in associate accounting of £2.0m arose in respect of an increase in the Group's investment in Rubezhansk,
as described in note 12.

The loss on disposal of businesses in 2005/06 arose on the disposal of the Office Products Manufacturing business (loss of £1.7m) and a business
in the Plastic Packaging segment (loss of £2.6m).
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Notes to the Consolidated Financial Statements continued

4, Exceptional items continued
The impairment charge in 2005/06 related to an investment in the debt securities of an independent UK packaging business.

The 2006/07 exceptional items are recorded within cost of sales, charge of £13.7m, within administrative expenses, credit of £18.5m, within distribution
expenses, charge of £2.9m, and within share of profit of associates, credit of £2.0m.

The 2005/06 exceptional items were recorded within cost of sales, charge of £26.1m, and within administrative expenses, charge of £16.3m.

5. Financing income and costs

2007 2006
£m £m
Interest on bank loans and overdrafts 5.3 5.0
Interest on other loans 11.2 9.5
Finance lease interest 0.2 0.1
Total financing costs 16.7 14.6
Finance income on cash and cash equivalents (1.7) (2.3)
Net financing costs 15.0 12.3
6. Personnel expenses
2007 2006
£m £m
Wages and salaries 280.9 277 .4
Social security costs 42.2 40.7
Contributions to defined contribution pension plans 2.5 1.6
Increase in liability for defined benefit schemes (see note 24) 10.9 11.4
Share-based payment expense (see note 25) 1.0 0.1
Personnel expenses 337.5 331.2

The average number of employees (fulltime equivalents) during the year ended 30 April 2007 was 11,288 (2006: 11,653).
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7. Income tax expense

Income tax expense recognised in the income statement

2007 2006
£m £m
Current tax (expense)/credit
Current year (17.2) (13.5)
Over-provided in prior years 2.3 1.9
(14.9) (11.6)
Deferred tax (expense)/credit
Origination and reversal of temporary differences 0.9 6.2
Under-provided in prior years (3.2) (0.3)
(2.3) 5.9
Total income tax expense in income statement (17.2) (5.7)
The reconciliation of the actual tax charge to that at the domestic corporation tax rate is as follows:
2007 2006
£m £m
Profit before tax 78.5 11.0
Less: share of profit of associates (5.9) (4.1)
Profit before tax and share of profit of associates 72.6 6.9
Income tax calculated using the domestic corporation tax rate of 30% (21.8) (2.1)
Effect of tax rates in foreign jurisdictions (1.2) (1.5)
Non-deductible expenses (0.9) (5.6)
Recognition of previously unrecognised tax losses 6.7 1.9
Adjustment in respect of prior years (0.9) 1.6
Other 0.9 -
Income tax expense (17.2) (5.7)
2007 2006
£m £m
Deferred tax recognised directly in equity
Relating to post-retirement benefits (5.1) (16.5)
Other (0.6) 1.8
(5.7) (14.7)
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Notes to the Consolidated Financial Statements continued

8. Earnings per share

Basic earnings per share

The calculation of basic earnings per share at 30 April 2007 is based on the net profit attributable to ordinary shareholders of £60.6m (2005/06: £4.2m)
and the weighted average number of ordinary shares outstanding during the year ended 30 April 2007 of 389.5m (2005/06: 387.2m). The number of

shares excludes the weighted average number of the Company’s own shares held as treasury shares during the year of 2.2m (2005/06: 2.5m).

2007 2006
Profit attributable to ordinary shareholders (£m) £60.6m £4.2m
Weighted average number of ordinary shares at 30 April (millions) 389.5m 387.2m
Basic earnings per share (pence per share) 15.6p 1.1p

Diluted earnings per share

The calculation of diluted earnings per share at 30 April 2007 is based on net profit attributable to ordinary shareholders of £60.6m (2005/06: £4.2m)
and the weighted average number of ordinary shares outstanding during the year ended 30 April 2007, as adjusted for potentially issuable ordinary

shares, of 392.9m (2005/06: 388.8m), calculated as follows:

2007 2006
£m £m
Net profit attributable to ordinary shareholders 60.6 4.2
In millions of shares 2007 2006
Weighted average number of ordinary shares at 30 April 389.5 387.2
Potentially dilutive shares issuable under share-based payment arrangements 3.4 1.6
Weighted average number of ordinary shares (diluted) at 30 April 392.9 388.8
Diluted earnings per share (pence per share) 15.4p 1.1p
Adjusted earnings per share
The Directors believe that the presentation of an adjusted earnings per share amount, being the basic earnings per share adjusted for exceptional items,
helps to explain the underlying performance of the Group. A reconciliation of basic to adjusted earnings per share is as follows:
2007 2006
Basic - Diluted - Basic — Diluted -
pence pence pence pence
£m per share per share £m per share per share
Earnings 60.6 15.6p 15.4p 4.2 1.1p 1.1p
(Deduct)/add back exceptional items, after tax (9.5) (2.5)p (2.4)p 34.7 8.9p 8.9p
Adjusted earnings 51.1 13.1p 13.0p 38.9 10.0p 10.0p
9. Dividends
Dividends declared and paid by the Group are as follows:
2007 2006
Pence Pence
per share £m per share £m
Interim dividend - paid 2.6p 10.2 2.6p 10.1
Final dividend - proposed 6.0p 23.5 5.8p 22.5
8.6p 33.7 8.4p 32.6
2007 2006
£m £m
Paid during the year 32.7 32.6

A final dividend in respect of 2006/07 of 6.0 pence per share (£23.5m) has been proposed by the Directors after the balance sheet date.
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10. Intangible assets

Intellectual
Goodwill Software property Other Total
£m £m £m £m £m
Cost
Balance at 1 May 2006 191.7 31.1 12.6 1.2 236.6
Acquisitions through business combinations 0.5 - - - 0.5
Additions - 1.6 - 0.6 2.2
Disposals - (0.2) - (1.0) (1.2)
Effect of movements in foreign exchange (0.5) (0.2) - - (0.7)
Balance at 30 April 2007 191.7 32.3 12.6 0.8 237.4
Amortisation
Balance at 1 May 2006 (13.9) (24.3) (3.0) - (41.2)
Amortisation for the year - (3.4) (0.6) (0.1) (4.1
Disposals - 0.3 - - 0.3
Effect of movements in foreign exchange 0.3 0.2 - - 0.5
Balance at 30 April 2007 (13.6) (27.2) (3.6) (0.1) (44.5)
Carrying amount
At 1 May 2006 177.8 6.8 9.6 1.2 195.4
At 30 April 2007 178.1 5.1 9.0 0.7 192.9
Intellectual
Goodwill Software property Other Total
£m £m £m £m £m
Cost
Balance at 1 May 2005 188.7 28.4 11.0 - 228.1
Acquisitions through business combinations 3.1 0.4 1.6 - 5.1
Additions - 3.0 - 4.0 7.0
Disposals - (0.8) - (2.8) (3.9)
Effect of movements in foreign exchange (0.1) 0.1 - - -
Balance at 30 April 2006 191.7 31.1 12.6 1.2 236.6
Amortisation
Balance at 1 May 2005 (13.9) (20.9) (2.4) - (37.2)
Acquisitions through business combinations - (0.5) - - (0.5)
Amortisation for the year - (3.3) (0.6) - (3.9)
Disposals - 0.5 - - 0.5
Effect of movements in foreign exchange - (0.1) - - (0.1)
Balance at 30 April 2006 (13.9) (24.3) (3.0) - (41.2)
Carrying amount
At 1 May 2005 174.8 7.5 8.6 - 190.9
At 30 April 2006 177.8 6.8 9.6 1.2 195.4

The amortisation charge for the year of £4.1m (2005/06: £3.9m) is included within administrative expenses. The Other items above include emissions
quotas which are capitalised as an asset when granted to the Group and treated as a disposal when used to satisfy the Group’s obligations or sold, as

explained in note 3.
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Notes to the Consolidated Financial Statements continued

10. Intangible assets confinved

Impairment tests for cash-generating units containing goodwill
The following segments have cash-generating units containing significant carrying amounts of goodwill:

2007 2006

£m £m

UK Paper and Corrugated Packaging 140.6 140.3
Plastic Packaging 31.8 317
172.4 172.0

Segments with no cash-generating units containing individually significant goodwill 5.7 5.8
178.1 177.8

As set out in accounting policy i in note 1, the Group fests its goodwill for potential impairment annually. The recoverable amount of the Group's cash-
generating units is calculated on the present value of their respective expected future cash flows (the value-in-use) or the net selling price (fair value), if
greater. Given the limited available information on the likely fair value of the Group’s assets, the recoverable amount used is predominately the value-in-use.
The value-in-use calculations use a pre-tax discount rate of 10.6%, derived from the Group’s weighted average cost of capital, and discount a five-year
period with a terminal value. The cash flows included in the value-in-use are based for the forthcoming and subsequent financial years on the Group's

Plan approved by the Board of Directors; subsequent years’ cash flows are based on estimates of future performance. The key assumptions used in the
calculation are as follows: long-term sales growth — up to 3.0%; capital expenditure — equal to annual depreciation; and nominal growth in profit at
terminal value — up to 3.0%.

11. Property, plant and equipment

Land Plant Fixtures
and and and Under
buildings Juipment fittings  construction Total
£m £m £m £m £m

Cost
Balance at 1 May 2006 266.2 971.0 64.8 18.7 1,320.7
Additions 8.4 44.8 2.0 8.6 63.8
Disposals (11.3) (19.9) (3.9) - (35.1)
Transfers 0.1 4.0 0.2 (4.3) -
Exceptional write-offs - (20.1) - - (20.1)
Effect of movements in foreign exchange (1.9) (7.6) (0.9) - (10.4)
Balance at 30 April 2007 261.5 972.2 62.2 23.0 1,318.9
Depreciation
Balance at 1 May 2006 (69.2) (663.4) (52.0) - (784.6)
Depreciation charge for the year (5.8) (49.1) (3.9) - (58.8)
Disposals 1.5 14.5 4.3 - 20.3
Exceptional write-offs - 14.7 - - 14.7
Effect of movements in foreign exchange 0.6 55 0.5 - 6.6
Balance at 30 April 2007 (72.9) (677.8) (51.1) - (801.8)
Carrying amount
At 1 May 2006 197.0 307.6 12.8 18.7 536.1
At 30 April 2007 188.6 294.4 11.1 23.0 517.1
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11. Property, plant and equipment continued

Land Plant Fixtures
and and and Under
buildings equipment fittings consfruction Total
£m £m £m £m £m

Cost
Balance at 1 May 2005 266.0 987.5 61.2 16.2 1,330.9
Acquisitions/(disposals) through business combinations (5.7) (44.8) 1.9 - (48.6)
Additions 3.3 18.8 2.7 33.2 58.0
Disposals (3.0) (8.4) (1.9) - (13.3)
Transfers 6.2 25.0 0.1 (31.3) -
Exceptional write-offs (3.9) (18.2) - - (21.8)
Effect of movements in foreign exchange 3.0 11.1 0.8 0.6 15.5
Balance at 30 April 2006 266.2 971.0 64.8 18.7 1,320.7
Depreciation
Balance at 1 May 2005 (66.0) (659.0) (46.6) - (771.6)
Acquisitions/(disposals) through business combinations 1.2 41.2 (1.9) - 40.5
Depreciation charge for the year (5.4) (53.2) 4.7) - (63.3)
Disposals 1.3 7.1 1.6 - 10.0
Exceptional write-offs 0.4 7.3 - - 7.7
Effect of movements in foreign exchange (0.7) (6.8) (0.4) - (7.9)
Balance at 30 April 2006 692)  (663.4) (52.0) - (784.9)
Carrying amount
At 1 May 2005 200.0 328.5 14.6 16.2 559.3
At 30 April 2006 197.0 307.6 12.8 18.7 536.1

Leased property, plant and equipment

The amounts above include land and buildings held under finance lease agreements. At 30 April 2007 the net carrying amount of land and buildings held

under finance leases was £4.8m (2006: £2.0m).

Property, plant and equipment under construction

Assets under construction mainly relate to production machines being built for various sites across the Group.
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Notes to the Consolidated Financial Statements continued

12. Investment in associates

2007 2006
£m £m
At T May 29.2 22.1
Share of profit of associates after interest and tax, including exceptional credit of £2.0m (2005/06: £nil) 5.9 4.1
Additions 0.5 -
Disposals (0.7) (1.4)
Exchange differences (4.4) 4.4
At 30 April 30.5 29.2
Nature of business Principal country of operation Financial yearend Ownership 2007
OJSC Rubezhansk Paper and Manufacturer of paper Ukraine 31 December 49.6%
Packaging Mill (Rubezhansk) and packaging
Tri-Wall KK Supplier of industrial packaging Japan 31 December 6.3%

and heavy-duty corrugated cases

Rubezhansk and Tri-Wall KK are accounted for using the equity method within these financial statements. During the year, Rubezhansk acquired and then

subsequently cancelled 20% of its share capital: as a consequence of this and the purchase of 1.1% of the reduced share capital, the Group increased its
holding in Rubezhansk to 49.6%. The acquisition by Rubezhansk of the 20% shareholding was made at a discount to the underlying net asset amount.
As a consequence, negative goodwill of £2.0m arose on DS Smith Plc’s shareholding, which has been treated as exceptional in the income statement
(see note 4). During the year the Group sold 8.5% of Tri-Wall KK shares, reducing its holding to 6.3%. The Group retains significant influence over
Tri-Wall KK through representation on the Board of Directors and active participation in policy-making processes. There are no significant restrictions

on the ability of associates to transfer funds to the Group in the form of cash dividends or the repayment of loans.

Summary of financial information on associates — 100%:

Rubezhansk Tri-Wall KK Total Rubezhansk Tri-Wall KK Total
2007 2007 2007 2006 2006 2006
£m £m £m £m £m £m
Assets 73.3 44.8 118.1 84.8 40.3 125.1
Liabilities (13.2) (26.2) (39.4) (13.1) (30.3) (43.4)
Revenue 50.1 45.0 95.1 45.8 40.1 85.9
Profit after tax 9.3 2.5 11.8 8.6 2.8 114
13. Other investments
2007 2006
£m £m
Non-current investments 0.5 0.5
Current investments 0.1 0.1

Non-current investments comprise investments in the equity and debt securities of unlisted companies.
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14. Inventories

2007 2006

£m £m

Raw materials and consumables 52.6 52.0
Work in progress 3.5 3.8
Finished goods 104.4 107.5
160.5 163.3

The Group consumed £1,342.1m of inventories during the year (2005/06: £1,269.1m). Provisions against inventories totalled £16.5m (30 April 2006: £15.5m).

15. Trade and other receivables

2007 2006
Non-current Current Non-current Current
£m £m £m £m
Trade receivables - 321.0 - 315.0
Prepayments and other receivables 2.4 29.2 2.5 32.2
2.4 350.2 2.5 347.2

The fair value of trade and other receivables is not materially different from their carrying amounts above. Allowances for bad and doubtful debts totalled
£13.6m (30 April 2006: £12.1m).

16. Trade and other payables

2007 2006
Non-current Current Non-current Current
£m £m £m £m
Trade payables - 262.9 - 244.8
Non-trade payables and accrued expenses 5.1 121.9 3.6 110.5
5.1 384.8 3.6 3553

The fair value of trade and other payables is not materially different from their carrying amounts shown above.
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17. Net debt

2007 2006
Note £m £m
Non-current liabilities 19 230.9 264.9
Current liabilities 19 1.6 7.7
Derivative financial instruments 20 30.3 24.1
Net cash and cash equivalents 18 (81.6) (58.9)
Net debt 181.2 237.8
Gearing (net debt expressed as a percentage of net assets) 32.0% 43.9%
The movement in the Group's net debt is as set out in the table below:
At Other At
1 May non-cash 30 April
2006 Cash flow  movements 2007
£m £m £m £m
Cash and cash equivalents 60.4 33.3 (1.3) 92.4
Overdrafts (1.5) (9.3) - (10.8)
Net cash and cash equivalents 58.9 24.0 (1.3) 81.6
Interest-bearing loans and borrowings due affer one year (264.9) 24.4 14.1 (226.4)
Inferest-bearing loans and borrowings due within one year (5.7) 4.3 0.1 (1.3)
Finance leases (2.0) 2.5 (5.3) (4.8)
Derivative financial instruments
- assefs 0.8 - (0.¢) 0.2
- liabilities (24.9) - (5.9) (30.5)
(296.7) 31.2 27 (262.8)
Total net debt (237.8) 55.2 1.4 (181.2)
18. Cash and cash equivalents
2007 2006
£m £m
Bank balances 39.7 43.9
Shortterm deposits 52.7 16.5
Cash and cash equivalents (per balance sheet) 92.4 60.4
Bank overdrafts (10.8) (1.5)
Net cash and cash equivalents (per cash flow statement) 81.6 58.9
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19. Interest-bearing loans and borrowings

This note provides information about the contractual terms of the Group's interest-bearing loans and borrowings. For more information about the Group's

exposure fo interest rate and currency risk, refer fo note 20.

2007 2006
£m £m

Non-current liabilities
Bank and other loans 51.5 77.7
Note purchase agreements 174.9 187.2
Finance lease liabilities 4.5 -
230.9 264.9

Current liabilities

Bank and other loans 1.3 5.7
Finance lease liabilities 0.3 2.0
1.6 7.7

Bank loans, other loans and overdrafts of certain subsidiaries totalling £4.1m (2005/06: £8.2m) are secured over the properties and machinery of these

companies. The repayment dates of the Group’s borrowings are as follows:

2007
1 year 1-2 2-5 More than
or less years years 5 years Total
£m £m £m £m £m
Interest-bearing loans and borrowings
Fixed-rate - - 20.1 57.6 77.7
Floating-rate 1.6 1.4 31.3 120.5 154.8
1.6 1.4 51.4 178.1 232.5
2006
1 year 12 2-5 More than
or less years years 5 years Total
£m £m £m £m £m
Interest-bearing loans and borrowings
Fixed-rate 0.1 - 20.2 61.4 81.7
Floating-rate 7.6 0.2 55.9 127.2 190.9
7.7 0.2 76.1 188.6 272.6
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19. Interest-bearing loans and borrowings continued

The Group's borrowings, after taking into account the effect of cross-currency swaps and interest rate swaps, are denominated in the following currencies:

Sterling Euro US Dollar Other Total
£m £m £m £m £m
At 30 April 2007
Interest-bearing loans and borrowings
Fixed-rate 77.4 0.3 - - 77.7
Floating-rate 4.5 137.8 12.4 0.1 154.8
81.9 138.1 12.4 0.1 232.5
Net cash and cash equivalents (including overdrafts)
Fixed-rate - (9.5) (0.9) (5.8) (16.2)
Floating-rate (19.6) (37.3) (1.7) (6.8) (65.4)
(19.6) (46.8) (2.6) (12.6) (81.6)
Net borrowings/(cash) at 30 April 2007 62.3 91.3 9.8 (12.5) 150.9
Sterling Euro US Dollar Other Total
£m £m £m £m £m
At 30 April 2006
Interest-bearing loans and borrowings
Fixed-rate 80.6 1.1 - - 81.7
Floating-rate 5.2 172.3 13.0 0.4 190.9
85.8 173.4 13.0 0.4 272.6
Net cash and cash equivalents (including overdrafts)
Fixed-rate - (2.6) - (3.4) (6.0)
Floating-rate (19.4) (22.0) (2.2) (9.3) (52.9)
(19.4) (24.6) (2.2) (12.7) (58.9)
Net borrowings/(cash) at 30 April 2006 66.4 148.8 10.8 (12.3) 213.7
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19. Interest-bearing loans and borrowings confinved
Of the total borrowing facilities available to the Group, the undrawn committed facilities available at 30 April 2007 were as follows:

2007 2006

£m £m

Expiring within one year 23.3 5.8
Expiring between one and two years 5.5 24.4
Expiring between two and five years 203.5 173.7
Expiring in more than five years - 0.6
232.3 204.5

At 30 April 2007, 61% of the Group's net borrowings, after taking into account the effect of cross-currency swaps, were denominated in euros in order

to hedge the underlying assets of the Group's relevant continental European operations. Interest rates on floating-rate borrowings are based on LIBOR,
EURIBOR or base rates. In April 2005, the Group entered into a syndicated revolving credit facility of £250m, which expires on 31 May 2010. Advances
drawn down under this facility bear interest at a margin over LIBOR or EURIBOR.

In November 2002, the Group entered into a note purchase agreement with a number of institutions that purchased US$105m of DS Smith’s 6.24% senior
notes and £25m of 6.85% senior notes, which will mature on 14 November 2012. The Group entered into a swap transaction with a bank counterparty
under which it made a payment of US$80m in return for €81.6m. The swap counterparty also agreed to pay fixed-rate dollar interest of 6.24% per annum
in exchange for floating euro rate interest at rates linked to EURIBOR. In addition, swap counterparties also agreed to pay fixed-rate dollar interest

of 6.24% per annum on a principal amount of $25m in exchange for floating dollar interest linked to dollar LIBOR and fixed-rate sterling interest of

6.85% per annum on a principal of £25m in exchange for floating sterling interest linked to sterling LIBOR.

In August 2004, the Group entered into a further note purchase agreement with a number of institutions that purchased US$105m of DS Smith’s 5.66%
senior notes and US$95m of 5.80% senior notes, which will mature on 25 August 2014 and 25 August 2016, respectively. The Group entered into swap
transactions with a bank counterparty under which it made payments of US$105m and US$20m in return for €86.5m and €16.5m, respectively, and

a payment of $75m in return for £40.8m.

The swap counterparty agreed to pay fixed-rate dollar interest of 5.66% per annum and 5.80% per annum, respectively, in exchange for floating euro rate
interest at rates linked to EURIBOR and fixed-rate dollar interest of 5.80% per annum in exchange for fixed-rate sterling interest at rates of 6.21% per annum.

Finance lease obligations

2007 2006

Minimum Minimum

lease lease
payments Interest Principal payments Interest Principal
£m £m £m £m £m £m
Less than one year 0.5 (0.2) 0.3 2.1 (0.1) 2.0
Between one and five years 2.1 (0.7) 1.4 - - -
More than five years 3.6 (0.5) 3.1 - - -
Finance lease obligations 6.2 (1.4) 4.8 2.1 (0.1) 2.0

DS Smith Plc Annual Report 2007 77



Notes to the Consolidated Financial Statements continued

20. Financial instruments

The summary of the Group's key financial risks and the policies and objectives in place to manage these risks is set out in the Financial Review and Risk
Management sections of the Business Review on pages 26 to 32. The derivative financial instruments set out in this note have been entered into to help
achieve the Group's risk management objectives.

The Group enters info derivative financial instruments, primarily interest rate, currency and commodity swaps, to manage inferest rate, currency and
commodity risks associated with the Group’s underlying business activities and the financing of these activities.

The assets and liabilities as at 30 April 2007 in respect of derivative financial instruments are as follows:

Assets Liabilities Net
2007 2006 2007 2006 2007 2006
£m £m £m £m £m £m
Derivatives held to
Manage the Group’s exposure to foreign exchange exposure
on foreign currency investments - - (7.4) (9.7) (7.4) (9.7
Manage the interest rate and currency exposures on borrowings 0.2 0.8 (23.1) (15.2) (22.9) (14.4)
Derivative financial instruments included in net debt 0.2 0.8 (30.5) (24.9) (30.3) (24.1)
Derivatives held to
Hedge future transactions — energy costs 0.7 4.3 (2.6) (1.9) (1.9) 2.4
Hedge future transactions — foreign exchange on purchases
and sales of goods and services - - (0.3) (0.2) (0.3) (0.2)
Total derivative financial instruments 0.9 5.1 (33.4) (27.0) (32.5) (21.9)
Current 0.7 3.7 (1.7) (2.0) (1.0) 1.7
Non-current 0.2 1.4 (31.7) (25.0) (31.5) (23.4)
0.9 5.1 (33.4) (27.0) (32.5) (21.9)

i) Foreign exchange risk on investments
The Group is exposed to foreign exchange risk arising from net investments in Group entities, the functional currency of which differs from the Group's
presentational currency. The Group hedges this exposure through borrowings denominated in foreign currencies and through cross-currency swaps.

i) Interest rate and currency risk on borrowings

The Group’s policy on interest rate risk is designed to reduce the Group's exposure to fluctuating interest rates. The Group designates inferest rate swaps as
fair value hedges, to swap fixed-rate debt into floating-rates, and as cash flow hedges, to swap floating-rate debt into fixed-rates. The Group is exposed to
currency risk on borrowings denominated in foreign currencies. The Group hedges part of this exposure through cross-currency swaps designated as either
cash flow or fair value hedges. £0.1m (net of tax) is deferred in equity in respect of cash flow hedges. This will be recycled to the income statement with the
underlying hedged interest, which will occur over periods to 2016.

iii) Commodity price risk

The Group is exposed to price risk on energy purchases. Part of this commodity price risk is managed by a combination of physical supply agreements and
derivative instruments. £1.3m (net of tax) is deferred in equity in respect of cash flow hedges. This will be recycled to the income statement with the underlying
hedged transactions, which occur within two years.

iv) Foreign exchange risk on transactions

The Group is exposed to foreign exchange risk where a business unit makes product sales and materials purchases in a currency other than its functional
currency. Part of this risk is hedged using foreign exchange contracts which are designated as cash flow hedges, resulting in £0.1m (net of tax) being
deferred in equity. This will be recycled to the income statement with the underlying hedged transactions, which occur within two years.

v) Credit risk
The Group has no significant concentrations of credit risk and does not enter into financial instruments o manage credit risk. The maximum exposure
to credit risk is represented by the carrying amount of each financial asset, including derivative financial instruments, in the balance sheet.
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20. Financial instruments confinved

vi) Fair values of financial assets and liabilities

The fair value is the amount for which an asset or liability could be exchanged or seftled on an arm’s-length basis. For financial instruments carried at fair
value, market prices or rates are used to determine fair value where an active market exists. The Group uses forward prices for valuing forward foreign
exchange and commodity contracts and uses valuation models with present value calculations based on market yield curves to value the note purchase
agreements, cross-currency swaps and interest rate swaps.

All derivative financial assets and liabilities are shown at fair value on the balance sheet. Under IAS 39 hedge accounting rules, only the portions
of the note purchase agreements which form part of an effective fair value hedge are carried at fair value in the balance sheet.

The fair value of financial assets and liabilities which bear floating-rates of inferest is estimated to be equivalent to book value.

For current and non-current receivables (note 15) and current and non-current payables (note 16) and provisions (note 22) fair value is estimated
to be equivalent to book value and is not included in the table below.

Carrying amount Fair value

2007 2006 2007 2006

£m £m £m £m

Bank overdrafts (10.8) (1.5) (10.8) (1.5)

Bank borrowings (52.8) (83.4) (52.8) (83.4)

Note purchase agreements (174.9) (187.2) (180.7) (190.8)
Derivatives held to manage the Group's exposure to foreign exchange

exposure on investments (7.4) (9.7) (7.4) (9.7)

Derivatives held to manage inferest rate and currency exposure on foreign currency borrowings (22.9) (14.4) (22.9) (14.4)

Finance leases (4.8) (2.0) (4.8) (2.0)

(273.6) (298.2) (279.4) (301.8)

Cash and cash equivalents 92.4 60.4 92.4 60.4

Net debt (181.2) (237.8) (187.0) (241.4)

Derivatives held to hedge future energy costs (1.9) 2.4 (1.9) 2.4

Derivatives held to hedge foreign exchange on future purchases and sales of goods and services (0.3) (0.2) (0.3) (0.2)
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20. Financial instruments continved
vii] Effective interest rates and repricing analysis

The table below shows the effective interest rate and contractual repricing or maturity dates. The effect and fair value of the cross-currency and interest rate
swaps are, in the table below, included with the financial liability to which they relate.

Fixed interest

Weighted Total
average At floating
effective interest At fixed 1 year More than
interest rate Total rates** |interest rates or less 1-5 years 5 years
As at 30 April 2007 % £m £m £m £m £m £m
Financial liabilities
Bank overdrafts 4.7% 10.8 10.8 - - - -
Bank loans* 4.0% 52.0 32.6 19.4 - 19.3 0.1
Note purchase agreements* 5.5% 206.0 144.9 61.1 - - 61.1
Finance leases 4.7% 4.8 4.8 - - - -
Financial assets
Cash and cash equivalents 3.1% (92.4) (76.3) (16.1) (16.1) - -
Net debt/(cash) 6.2% 181.2 116.8 64.4 (16.1) 19.3 61.2
(Less)/add
Effect of cross-currency and interest rate swaps 1.2% (30.3) (124.9) 94.6 - (19.2) 113.8
Total net borrowings/(cash)
(excluding effect of cross-currency and interest rate swaps) 7.4% 150.9 (8.1) 159.0 (16.1) 0.1 175.0
Fixed interest
Weighted Total
average At floating
effective interest At fixed 1 year More than
interest rate Total rates* * interest rates or less 1-5 years 5 years
As at 30 April 2006 % £m £m £m £m £m £m
Financial liabilities
Bank overdrafts 3.7% 1.5 1.5 - - - -
Bank loans* 3.4% 83.0 62.2 20.8 0.2 19.9 0.7
Note purchase agreements* 4.7% 211.7 148.8 62.9 - - 62.9
Finance leases 4.7% 2.0 2.0 - - - -
Financial assets
Cash and cash equivalents 2.3% (60.4) (54.4) (6.0) (6.0) - -
Net debt/(cash) 4.8% 237.8 160.1 77.7 (5.8) 19.9 63.6
(Less)/add
Effect of cross-currency and interest rate swaps 1.3% (24.1) (128.7) 104.6 - (19.6) 124.2
Total net borrowings/(cash)
(excluding effect of cross-currency and interest rate swaps) 6.1% 213.7 314 182.3 (5.8) 0.3 187.8

* including the effect of interest rate and cross-currency swaps

** floating interest rates reprice between one day and three months
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21. Deferred tax assets and liabilities

Recognised deferred tax assets and liabilities
Deferred tax assets and liabilities are attributable to the following items:

Assets Liabilities Net
2007 2006 2007 2006 2007 2006
£m £m £m £m £m £m
Property, plant and equipment - - (72.7) (70.5) (72.3) (70.5)
Employee benefits including pensions 7.1 16.1 - - 7.1 16.1
Other items 14.3 7.9 (8.7) (5.8) 5.2 2.1
Tax assets/(liabilities) 21.4 24.0 (81.4) (76.3) (60.0) (52.3)
Unrecognised deferred tax assets and liabilities
Deferred tax assets and liabilities have not been recognised in respect of the following items:
Assets Liabilities
2007 2006 2007 2006
£m £m £m £m
Tax losses 3.3 6.4 - -
Unremitted earnings of overseas operations - - (4.7) (4.3)
Total 3.3 6.4 (4.7) (4.3)

The tax losses above do not expire under current tax legislation. Deferred tax assets have not been recognised in respect of these items because it is not

probable that future taxable profit will be available against which the Group can utilise the benefits therefrom. Deferred tax liabilities have not been provided

for in respect of unremitted earnings of overseas subsidiaries as there is no current intention for any of the relevant overseas entities to remit their earnings.

Analysis of movements in recognised deferred tax assets and liabilities during the year

Property, plant

and equipment Employee benefits Other Total

2007 2006 2007 2006 2007 2006 2007 2006

£m £m £m £m £m £m £m £m

At T May (70.5) (75.3) 16.1 35.6 2.1 (2.8) (52.3) (42.5)
Acquisitions and disposals - (0.6) - - - - - (0.¢)
(Charge)/credit for the year (2.5) 5.8 (4.4) (3.1) 4.6 3.2 (2.3) 59
Recognised directly in equity - - (4.6) (16.4) (1.1) 1.7 (5.7) (14.7)
Exchange adjustments 0.3 (0.4) - - - - 0.3 (0.4)
At 30 April (72.7) (70.5) 7.1 16.1 5.6 2.1 (60.0) (52.3)

At 30 April 2007 deferred tax assets and liabilities were recognised for all taxable temporary differences:

— except where the deferred tax liability arises on goodwill;

— except on initial recognition of an asset or liability in a transaction that is not a business combination and, at the time of the transaction, affects neither
the accounting profit nor the taxable profit or loss; and

— in respect of taxable temporary differences associated with investments in subsidiaries and associates except where the timing of the reversal of the
temporary differences can be controlled by the Group and it is probable that the temporary differences will not reverse in the foreseeable future.

At 30 April 2007 deferred tax assets were recognised for all taxable temporary differences, carry forward of unused tax assets and unused tax losses
except where it is unlikely that taxable profit will be available against which to offset the loss.

In March 2007, the UK government announced an intention to amend UK tax legislation to reduce the UK corporation tax rate from 30% to 28% from

1 April 2008 and also to remove tax depreciation on UK industrial buildings from 2011 onwards. At 30 April 2007 these changes in legislation had not
been substantively enacted and therefore the UK tax rate applied for the purposes of the measurement of the Group’s deferred tax in the Annual Report is
30% and no amendment to deferred tax has been recognised in respect of temporary differences relating to certain UK buildings. Had the legislation been
substantively enacted on 30 April 2007, the Group estimates its net deferred tax provision would have increased from £60.0m to £73.0m.
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Notes to the Consolidated Financial Statements continued

22. Provisions
Employee

benefits Restructuring Other Total

£m £m £m £m

Balance at 1 May 2006 4.4 12.9 2.2 19.5
Provisions made during the year 0.5 13.4 0.5 14.4
Provisions used during the year (0.1) (13.4) (0.5) (14.0)
Provisions reversed during the year (0.4) - - (0.4)
Balance at 30 April 2007 4.4 12.9 2.2 19.5
Non-current 4.2 3.8 0.9 8.9
Current 0.2 9.1 1.3 10.6
4.4 12.9 2.2 19.5

The provision for employee benefits mainly represents that for long-service awards. The restructuring provision includes amounts associated with the closures
and restructuring costs described in note 4. Other provisions mainly relate to provisions for vacant leaseholds and various legal claims.
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23. Capital and reserves

Reconciliation of movement in capital and reserves

Retained earnings

Total
reserves
Total | attributable Minority
Share Share Hedging Translation Own retained to equity interests Total
capital premium reserve reserve shares Other earnings |shareholders | (see below) equity
£m £m £m £m £m £m £m £m £m £m

Balance at 1 May 2005 38.9 257.0 (0.5) (0.3) (4.7) 219.6 214.9 510.0 8.3 518.3
Profit for the period - - - - - 4.2 4.2 4.2 1.1 53
Actuarial gains recognised
in the pension schemes - - - - - 54.4 54.4 54.4 - 54.4
Movement on deferred tax relating
to the actuarial gains - - - - - (16.5) (16.5) (16.5) - (16.5)
Currency translation differences
(including tax) - - - 9.7 - - - 9.7 - 9.7
Changes in the fair value of cash flow
hedges (including tax) - - 0.2 - - - - 0.2 - 0.2
New share capital issued 0.2 2.4 - - - - - 2.6 - 2.6
Share-based payment expense
(including tax) - - - - 0.6 (0.5) 0.1 0.1 - 0.1
Dividends paid to shareholders - - - - - (32.6) (32.6) (32.6) - (32.6)
Balance at 30 April 2006 39.1 259.4 (0.3) 9.4 (4.1) 228.6 224.5 532.1 9.4 541.5
Profit for the period - - - - - 60.6 60.6 60.6 0.7 61.3
Actuarial gains recognised
in the pension schemes - - - - - 17.0 17.0 17.0 - 17.0
Movement on deferred tax relating
to the actuarial gains - - - - - (5.1) (5.1) (5.1) - (5.1)
Currency translation differences
(including tax) - - - (6.6) - - - (6.6) (0.1) (6.7)
Changes in the fair value of cash flow
hedges (including tax) - - (1.2) - - - - (1.2) - (1.2)
New share capital issued 0.2 3.5 - - - - - 3.7 - 3.7
Share-based payment expense
(including tax) - - - - 1.1 0.5 1.6 1.6 - 1.6
Minority inferest: non-controlling
shareholders’ put option - - - - - - - - (12.3) (12.3)
Dividends paid to shareholders - - - - - (32.7) (32.7) (32.7) - (32.7)
Balance at 30 April 2007 39.3 262.9 (1.5) 2.8 (3.0) 268.9 265.9 569.4 (2.3) | 567.1
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23. Capital and reserves continued

Share capital
Number of shares

2007 2006 2007 2006

Millions Millions £m £m
Ordinary shares of 10 pence each:
Authorised 410.0 410.0 41.0 41.0
Issued, allotted, called up and fully paid 393.2 390.9 39.3 39.1

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are entitled to one vote per share at meetings
of the Company. In respect of the Company’s shares that are held by the Group (see below), all rights are suspended until those shares are reissued.
A reconciliation of the movement in share capital is given in note 9 to the Company balance sheet on page 97.

Translation reserve
The translation reserve comprises all foreign exchange differences arising from the translation of the financial statements of foreign operations, as well
as from the translation of liabilities that hedge the Company’s net investment in a foreign subsidiary.

Hedging reserve
The hedging reserve comprises the effective portion of the cumulative net change in the fair value of cash flow hedging instruments related to hedged
transactions that have not yet occurred.

Own shares

The reserve for the Company’s own shares comprises the cost of the Company’s shares held by the Group. The Group operates a General Employee Benefit
Trust, which acquires shares in the Company that can be used to satisfy the requirements of the Executive Share Option scheme, the Restricted Share Plan
(discontinued in 2004) and the Long-Term Incentive Plan (established in 2004). At 30 April 2007, the Trust held 1.9m shares (2006: 2.6m shares). The
market value of the shares at 30 April 2007 was £4.6m (2006: £3.9m). Dividends receivable on the shares owned by the Trust have been waived.

Minority interest

The non-controlling shareholders of one subsidiary in respect of which a minority interest is recognised in these financial statements have an option to put
their shareholding to the DS Smith Group. On the exercise of this put option, the purchase price of the shares will be calculated by reference to the recent
profitability of the subsidiary involved, using a multiple-based formula. During the current financial year, the International Financial Reporting Interpretations
Committee (IFRIC) clarified the accounting treatment to be adopted in circumstances such as these. Accordingly, a liability of £12.3m has been recognised
and a corresponding entry has been recorded against minority interest, as shown in the table on page 83.

24. Post-retirement benefits

Liability for defined benefit obligations

During 2006/07 the Group operated two funded, defined benefit schemes in the UK, the DS Smith Group Pension scheme (‘the Group scheme’) and the
DS Smith Containers scheme (‘the Containers scheme’). The assets and liabilities of the Containers scheme were transferred to the Group scheme on

30 April 2007, with the effect that only the Group scheme operates from 1 May 2007. The Group made agreed annual contributions of £14.0m fo the
Group scheme in 2006/07 (2005/06: £14.0m) and contributions of £0.6m to the Containers scheme (2005/06: £0.6m). Future contributions will be in
part dependent on the results of the triennial actuarial valuation of the scheme as at 30 April 2007 and related discussions between the Group and the
combined scheme’s trustees. The Group operates various local pension arrangements for overseas operations and unfunded arrangements for senior
executives: these are, in aggregate, not significant fo the Group. The financial information given on pages 85 and 86 includes amounts related fo these
other arrangements, where appropriate. A charge over certain assets of the Group has been made as security for certain of the unfunded arrangements.
The most recent actuarial valuation of the Group scheme was as at 5 April 2004, which has been updated to 30 April 2007 by a qualified independent
actuary. The Containers scheme was valued in 2004 and this valuation has been updated to 30 April 2007 by a qualified independent actuary. All
valuations used the projected unit method. Both the Group scheme and the Containers scheme are closed to new entrants. Because of this, the average
age of the active members is likely to increase at future valuations and this will lead to an increasing current service contribution rate; this may be offset
by a falling total pensionable salary resulting from leavers and retirements.
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24. Post-retirement benefits continved

Liability for defined benefit obligations
Principal actuarial assumptions are as follows:

2007 2006 2005

% % %

Discount rate for scheme liabilities 5.4% 5.1% 5.3%
Inflation 2.9% 2.7% 2.6%
Future salary increases 3.9% 3.7% 3.6%
2.9% 2.7% 2.6%

Future pension increases

For mortality tables, the Group has used PA 92 tables for pensioners and PA 92 tables with a three-year age reduction adjustment for non-pensioners.

Using these tables, a male member currently aged 40 is expected to live for a further 43.2 years, while a male pensioner aged 65 is expected to live for

a further 16.9 years. The tables above have been used as at 30 April 2007 and 30 April 2006 and reflect published mortality investigation data in

conjunction with the consideration of the mortality experience of scheme members.

The amounts recognised in the balance sheet in respect of post-retirement benefits, and the expected long-term rates of return applied to the schemes’ assets

in the relevant financial period, are as follows:

Expected Expected Expected
rate of Market rate of Market rate of Market
return value refurn valve return value
% £m % £m % £m
Equities 7.4% 527.1 7.5% 524.5 7.9% 392.2
Bonds, gilts and cash (weighted average) 4.1% 210.8 4.3% 181.6 4.7% 167.1
Total market value of assets 737.9 706.1 559.3
Present value of schemes' liabilities (756.5) (756.4) (674.1)
Deficit in the schemes (18.6) (50.3) (114.8)
Related deferred tax asset 5.6 15.0 34.5
Net pension liability (13.0) (35.3) (80.3)
Movements in the liability for defined benefit schemes’ obligations recognised in the consolidated balance sheet
e “em
Schemes’ liabilities at 1 May (756.4) (674.1)
Employment benefit finance expense (38.1) (35.2)
Expense recognised in the income statement (10.9) (11.4)
Member contributions (6.9) (6.8)
Curtailments - 3.3
Pension payments 31.4 24.2
Actuarial gains and (losses) recognised in the consolidated statement of recognised income and expense 24.2 (56.4)
Effect of movements in foreign exchange 0.2 -
Schemes’ liabilities at 30 April (756.5) (756.4)
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24. Post-retirement benefits continved

Movements in the fair value of defin