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• Strong financial performance – normalised earnings per share up
15% to 25.7 pence

• Operating profit from continuing operations up 9% to 
£43.3 million and operating margin increased from 5.0% to 5.5%

• Key Consumer Foods segment – operating profit up 12% to
£30.0 million and operating margin increased from 5.8% to 6.3%

• Cash flow from operating activities increased by £17.5 million 
to £55.3 million

• Final dividend declared of 7.4 pence making a total of 
10.9 pence up 10%

Financial highlights

Dairy Crest Group plc 1
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Dairy Crest Group plc 3

Dairy Crest is a broadly based UK dairy food company with a

significant presence in the UK dairy market, serving both the retail

grocery trade and major food manufacturers. It has significant

positions in a number of sectors within the UK dairy market which

have recently experienced strong growth.

Dairy Crest is one of the UK’s largest buyers of raw milk. It is 

the market leader in the dairy spreads sector with Clover and is the

leading supplier of mature cheddar in the UK. Dairy Crest is also a

leading supplier of liquid milk to multiple retailers and Frijj is the

brand leader in the fresh flavoured milk drinks sector. Dairy Crest

has developed its presence in fresh dairy products through the

Yoplait Dairy Crest joint venture. It is also a leading British producer

of dairy ingredients.

Corporate statement
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Dairy Crest’s strategy seeks to deliver enhanced shareholder value by investing 

to expand the branded and added value elements of the business, thus reducing

Dairy Crest’s dependence on commodity products. 

The success of this strategy is demonstrated by the increasing financial returns

generated by the business. We are pleased to report a 15% increase in earnings per

share for the year to March 1998. During 1997/98 we have completed a number of

investments which show considerable potential. 

We have made a significant investment in the fresh dairy products market. 

In February 1998, Yoplait Dairy Crest, our joint venture with our partner Groupe

Sodiaal, invested £66.25 million to acquire Raines Dairy Foods. As a direct

consequence of this acquisition, the joint venture agreement with Groupe Sodiaal

was extended and strengthened, to the mutual benefit of both parties. Yoplait Dairy

Crest now has a better opportunity to develop its position as a leading UK fresh 

dairy product supplier.

We have continued to develop our mature cheddar business. The recently

announced investment at the Maelor pre-packing operation will enable Dairy Crest

to enhance its leading position in pre-packed cheese.

In the household business we completed a number of acquisitions to increase

our sales volumes and to enable our Fenstanton bottling dairy to continue to operate

at high levels of efficiency.

Across the business we have invested significantly to support our branded dairy

products which enjoy leading positions in premium sectors of the market. The branded

portfolio includes Cathedral City and Davidstow in mature cheddar, Clover and

Willow in dairy spreads, Frijj in fresh liquid milk drinks and the Yoplait brands Petits

Filous, Wildlife and Frubes in fresh dairy products. We believe these investments are key

to the added value strategy and will produce genuine sustainable benefit to shareholders.

The dairy industry is currently the subject of an investigation by the Monopolies

and Mergers Commission. We hope and expect that their recommendations will provide

new confidence for the industry. The UK needs a healthy competitive industry

strong enough to compete with other parts of the world, where milk production is

less constrained and pricing reflects international market competition. It is important

that all sectors of the dairy industry are able to plan their future investments in the

expectation that a reasonable market return will be available to all parties. 

The Board is confident that the added value strategy will continue to deliver

increasing shareholder returns.

M Dowdall, Chairman

1 June 1998

Chairman’s statement

4 Dairy Crest Group plc

M Dowdall, Chairman
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Business review

Dairy Crest has had another encouraging year with a good trading performance. 

The results show the benefit of our concentration on the added value businesses with

continued strong growth in Consumer Foods.

The Group’s profit before tax increased by 14% from £35.5 million to 

£40.6 million. After adjusting for exceptional float costs in 1997, earnings per share

increased by 15% from 22.4 pence to 25.7 pence per share. Operating profit

increased by 9% from £39.6 million to £43.3 million. Group turnover, including 

the Group’s share of the joint ventures’ turnover, was unchanged at £787 million

reflecting lower market selling prices and the impact of acquisitions. Operating

margin increased from 5.0% to 5.5%.

The Directors have recommended a final dividend of 7.4 pence per share

bringing the dividends for the full year to 10.9 pence per share. This represents an

increase of 10% over the 9.9 pence per share declared for 1996/97. The Group

continues to enjoy the benefit of strong operating cash generation. Operating cash

flow was £55.3 million compared with £37.8 million last year. Working capital

movements reflected the impact of lower milk costs on the value of maturing cheddar

stocks and the year-end milk supply creditors.

We are particularly pleased with the continued development of our branded

and added value products. Our growing confidence in the overall business

performance enabled further marketing investment to be dedicated to Cathedral City

and Davidstow mature cheddar, Clover and Willow in dairy spreads, Frijj in fresh

liquid milk drinks and the Yoplait brands Petits Filous, Wildlife and Frubes.

The commodity operations, which include mild cheddar, retail liquid milk and

ingredients, have all experienced tough trading conditions. The competitive pressure

in these sectors requires Dairy Crest to place great emphasis on enhancing efficiency

and investing for low cost operations. We believe this efficiency enables the

commodity businesses to remain competitive, profitable and contribute fully to

Dairy Crest’s overall performance. During the year these businesses performed well 

in their relevant markets, striving to offset falling market selling prices with lower 

raw material inputs and increased operating efficiency.

Consumer Foods

The growth of Consumer Foods is particularly important as it demonstrates the

benefits of Dairy Crest’s focus and investment on added value sectors.

Turnover, including the Group’s share of joint ventures amounted to £475

million. Operating profit increased by 12% from £26.7 million to £30.0 million.

Operating margin improved from 5.8% to 6.3% and return on net operating assets

improved from 19% to 20%.

Chief Executive’s review

Dairy Crest Group plc 5

W J Houliston, Chief Executive
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6 Dairy Crest Group plc

to the market
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Cheese

The retail cheese market is worth some £1.5 billion and has shown no overall growth

in the last year. The total cheddar market has fallen by 2% to £850 million. Mature

and farmhouse cheddar represents the largest single sector worth just over £500

million having grown by 3%. Mild cheddar is now worth £245 million down 8%

from last year, largely reflecting the impact of falling milk costs.

Dairy Crest made good progress in the branded sector of the mature cheddar

market. Cathedral City responded well to enhanced marketing activity and volume

increased by some 16%. The brand’s sales are now worth over £40 million at retail

prices reflecting growing consumer demand for consistently high quality mature

cheddar. Dairy Crest has also worked very closely with leading retailers to establish

Davidstow creamery mature cheddar as a significant brand within the sector. We are

pleased to report that over half of the mature cheddar production from our highly

respected Davidstow creamery reaches the consumer under the Cathedral City and

Davidstow brands. Our progress in this added value sector has partly offset tough

trading conditions in the commodity sectors of the market.

During 1997/98 the mild cheddar market was highly competitive. Market

prices fell as strong sterling made the UK particularly attractive to European imports.

The commodity pricing pressure customarily experienced in the mild sector, was 

also present in the unbranded mature sector. In the second half of 1997/98 some

margin pressure was also experienced in the unbranded element of the mature cheddar

sector. In April 1998 Dairy Crest announced that cheese pre-packing operations

would be concentrated at Maelor, Clwyd where the company is currently investing

some £5 million including state-of-the-art cutting equipment to meet leading retailer

demands for fixed weight pre-packed cheese.

The growing confidence in the success of the added value strategy in cheese has

enabled Dairy Crest to make further significant investment in 1997/98 to continue

to develop our cheese business. The enhanced marketing investment is helping 

to deliver increased branded volumes at attractive margins. Additional capital

investment is driving greater efficiency and lower costs to ensure Dairy Crest

competes effectively in the commodity sector where we expect market conditions 

to remain challenging.

Dairy Crest’s enhanced marketing

investment is helping to deliver 

increased branded volumes at 

attractive margins.

Chief Executive’s review continued

Dairy Crest Group plc 7
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8 Dairy Crest Group plc

successful brands
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Spreads

The dairy spreads market continued to outperform all other sectors of the yellow fats

market, increasing by 5% to be valued at some £195 million. The total yellow fats

market reduced by 2% to some £910 million.

Dairy Crest’s spreads business has achieved significant growth in operating

profit. Clover forms a key element of our added value portfolio. Clover continues to

be the leading brand in the dairy spreads sector, despite considerable competitive

activity during the year. Dairy Crest has increased its media spend during the year in

support of Clover, which has helped to maintain the brand’s premium rating within

the sector.

During the year, Dairy Crest has also increased the marketing support given to

Willow. This has proved successful and Willow volumes have increased by over 10%

during the year. 

We continue to be pleased with the progress of our spreads business and

Clover’s resilience as the leading brand in the dairy spreads sector.

Left, Clover continues to form a key

element of our added value portfolio.

Chief Executive’s review continued

Dairy Crest Group plc 9

We have invested significantly in support

of our spreads business.
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partnerships
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Fresh Dairy Products

The retail market for fresh dairy products continued to demonstrate strong growth

during 1997/98 in each of the market sectors – yogurt, desserts, fromage frais and

yogurt drinks. The market is now valued at £1.1 billion and increased by 11% during

the year.

The combination of strong growth dynamics and attractive margins has

encouraged Dairy Crest to make a significant investment in this sector. Since 1991

Dairy Crest has worked with Groupe Sodiaal SA of France (the parent company of

Yoplait SA) through the Yoplait Dairy Crest joint venture business. This has proved 

a very successful venture concentrating on branded products, Petits Filous, Wildlife

and Frubes which are leading brands in the fromage frais sector. 

In February 1998 Yoplait Dairy Crest acquired the Raines Dairy Foods

businesses for £66.25 million. The Raines business has a very strong reputation for

innovative premium retailer brands and was thus attractive to complement the existing

Yoplait Dairy Crest branded business. Raines supplies leading retailers with yogurt,

cottage and soft cheese, fresh cream, dressings, ice cream and desserts manufactured

at four sites in the south and south west of England. The acquisition gives Yoplait

Dairy Crest a strong leadership position across the fresh dairy products market.

At the same time Dairy Crest and Yoplait took the opportunity to strengthen

the previous joint venture agreement between the two companies. The revised

agreement will now run initially for ten years, extended from the previous four year

agreement, and both partners are equally responsible for the management and

development of the new Yoplait Dairy Crest with equal representation on the board.

The contribution from the Raines acquisition during the eight weeks to March

1998 was offset by initial costs and interest. The integration programme is progressing

satisfactorily and gives considerable encouragement for further progress in future years.

Leading brands - Wildlife, Frubes and

Petits Filous hold 25% of the fromage 

frais sector.

The Raines business which was acquired by

Yoplait Dairy Crest, supplies leading retailers

with yogurt, cottage and soft cheese, fresh

cream, dressings, ice cream and desserts.

Chief Executive’s review continued

Dairy Crest Group plc 11
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momentum
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Liquid products

The overall market for liquid milk is worth some £2.3 billion. It declined by around

1% in volume and 5% in value during the year. 

Dairy Crest’s liquid products business is focused on supplying leading multiple

retailers with fresh liquid milk and added value milk drinks. The supply of liquid

milk to multiple retailers continues to be extremely competitive. 

The trading position was affected by the impact of falling raw milk costs

resulting from sterling’s strength. The benefit of lower milk costs was not retained 

by the processors due to aggressive competition within the liquid milk sector which

resulted in the cost reduction being passed to retailers.

Dairy Crest’s business competed very effectively in these difficult market

circumstances. Volumes moved broadly in line with the market where multiples’ retail

liquid milk volumes increased by 7%. Turnover reflected the impact of falling milk

costs and was around 5% lower than 1996/97, which placed further pressure on

operating margins in this sector. We continue to invest to improve operational

efficiency and reduce complexity in this business.

Dairy Crest’s added value fresh milk drinks including Frijj performed well. 

The brand, which is well established in the multiple retail sector, successfully

extended its distribution in 1997/98 into the impulse sector. This led to volumes

increasing by some 16%.

Liquid products supplies leading multiple

retailers with fresh liquid milk and added

value milk drinks.

Chief Executive’s review continued

Dairy Crest Group plc 13
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FOOD SERVICES

The Food Services businesses perform an important role within the Group, 

providing an important source of both profit and cash to further the development 

of Dairy Crest’s added value and branded product portfolio. 

Turnover reduced by 4% from £327 million to £313 million principally

reflecting the fall in sales prices for ingredients products resulting from the continued

strength of sterling. Operating profit increased by 3% from £12.9 million to 

£13.3 million demonstrating improved returns from the household business.

Operating margin improved from 3.9% to 4.3% and return on net operating assets

improved from 25% to 32%.

Ingredients

Most of the ingredients business activity is related to the processing of milk 

by-product streams arising from the Consumer Foods activities. The business

therefore represents an integral part of our milk processing business. The principal

ingredients products are butter, skimmed milk powder and whey products, each of

which are internationally traded commodities. Wherever possible Dairy Crest seeks

to add value through providing high specification quality products on longer term

contracts to major UK food manufacturing companies. These generate a premium

over European commodity market rates.

The ingredients business had a particularly difficult first half of 1997/98 with

the expected modest recovery coming through in the second half. Three green 

pound revaluations reduced product selling prices in the first half, after the milk

contract prices had been determined. However in the second half, product

realisations and raw milk costs were better matched and there were no further green

pound revaluations. Intervention product prices were 14% lower on average

compared with the previous year. 

Household

The household business had a particularly good year through the combination of

successful integration of the Anglia Dairies acquisition since August 1997, continued

strict operational cost control and the benefit of lower raw milk costs. 

Chief Executive’s review continued

14 Dairy Crest Group plc

As well as doorstep customers, the

household division delivers to schools and

hospitals, small retailers and caterers.
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Dairy Crest Group plc 15

The doorstep delivery market is currently declining by around 9% which is

consistent with Dairy Crest’s underlying trading volumes. However, including the

effect of the acquisition of Anglia Dairies, volumes were slightly ahead of last year.

Dairy Crest’s household delivery business is focused on supplying an efficient

quality service at a competitive price. We continue to invest in initiatives which

emphasise the benefit our service provides to existing customers to maintain our

business at the highest possible level.

Prospects

We expect that 1998/99 will present significant challenges. However,

Dairy Crest has established a strong position in each of its chosen

markets.This gives us the confidence to increase investment to support

the branded and added value strategy. We believe Dairy Crest is well

positioned to make encouraging progress in the year ahead. 

W J Houliston, Chief Executive

1 June 1998

milk and
much more
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Financial Reporting Standards

The Accounting Standards Board has issued FRS 9 which deals with the 

accounting and disclosure of associates and joint ventures. The Group’s interests 

in Yoplait Dairy Crest and Raines Dairy Foods are classified as joint ventures 

under FRS 9. We have decided to implement this standard in this year’s 

accounts, as we consider that the disclosure of the Group’s share of the joint ventures’

turnover, operating profit and interest expense together with the enhanced

information on the Group’s share of the joint ventures’ net assets is helpful to our

shareholders’ understanding of the Group’s results.

Operating results 

The Group’s turnover, including its share of joint ventures’ turnover, was unchanged

from the prior year at £787 million. Operating profits increased by 9% to £43.3 million.

These results included a contribution of £2.8 million from our joint ventures.

Exceptional items and interest

There were no exceptional items in the year. In 1996/97 there was an exceptional 

item of £0.9 million representing float related costs borne by Dairy Crest.

The net interest charge of £2.7 million included £0.2 million representing

Dairy Crest’s share of Yoplait Dairy Crest’s interest charge following its acquisition 

of Raines Dairy Foods for £66.25 million. This compares to the proforma interest

charge of £3.2 million for 1996/97 which included £0.9 million to reflect the

interest cost as if the capital reconstruction had taken place on 31 March 1996.

Interest cover was 16 times.

Taxation

The Group’s effective tax rate for the year was 30.5% (1997 – 32.4% after 

adjusting for the exceptional item). We expect to maintain the underlying tax 

rate at around this level for the foreseeable future. The Group has a potential

deferred tax liability of £4.3 million which is fully provided for.

Earnings per share

Basic earnings per share increased by 18% from a proforma 21.7 pence in 1996/97

to 25.7 pence in the current year. The increase in basic earnings per share reduced 

to 15% after making adjustment for the exceptional item in 1996/97. The weighted

average number of shares used in the calculation of these earnings per share figures

was 109.6 million (1997 – 109.8 million). Shares held by the Dairy Crest

Employees’ Share Ownership Plan Trust (“ESOP”) and Dairy Crest Qualifying

Employee Share Ownership Trust (“QUEST”) have been excluded from the

Financial review

16 Dairy Crest Group plc

I C Laurie, Finance Director
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calculation of the weighted average number of shares as the Trustees of the ESOP

and the QUEST have waived their right to receive dividends on their shareholding

except for a notional 0.01 pence per share.

Fully diluted earnings per share, calculated after making adjustment for

outstanding options, increased by 18% to 24.5 pence per share.

Dividends

The proposed final dividend of 7.4 pence together with the interim dividend of 

3.5 pence provides a total for the year of 10.9 pence. This represents an increase 

of 10% over the dividend of 9.9 pence declared in 1996/97. Dividend cover has

increased to 2.4 times from a proforma 2.2 times in 1996/97.

Shareholders’ funds

Shareholders’ funds at the end of the year have reduced by £2.4 million to £143.3 million

from £145.7 million. This is stated after deducting goodwill of £18.2 million in respect

of the Group’s share of Yoplait Dairy Crest’s goodwill arising on its acquisition of Raines

and goodwill of £4.9 million following the Group’s acquisition of Anglia Dairies and

other milk businesses. Retained profits for the year after dividends were £16.2 million.

Cash flow

Operating cash flow increased to £55.3 million from £37.8 million last year as

working capital only increased by £0.4 million (1997 – £13.1 million). Further

details are provided in the Chief Executive’s review.

Capital expenditure was £17.2 million (1997 – £13.2 million) as the Group

continued to invest in its dairy operations and cheese pre-packing facilities.

Dividends of £11.1 million were paid during the year.

Yoplait Dairy Crest Limited, our joint venture with Groupe Sodiaal, acquired

Raines Dairy Foods Limited in February 1998 for £66.25 million. This was financed

by £35 million from cash within and debt raised by the joint venture with the balance

from the joint venture partners. This resulted in the Group investing £15.3 million

in Yoplait Dairy Crest Limited to finance its share of the acquisition price. Allied to

the acquisition we took the opportunity to strengthen the joint venture agreement

with Groupe Sodiaal for mutual benefit. The new agreement will run initially for 

ten years with both parties having equal representation on the Board of Yoplait Dairy

Crest. The Group also paid £4.5 million for the business and assets of Anglia Dairies.

The Group invested £0.9 million in the Dairy Crest Employees’ Share

Ownership Plan Trust which purchased a further 350,000 shares in the Company to

hedge awards under share schemes including the Long Term Incentive Share Plan.

Dairy Crest Group plc 17
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Bank facilities

Prior to flotation Dairy Crest Group plc arranged a revolving credit facility 

of £100 million. Net borrowings at the end of the year were £21.3 million compared

with borrowings of £21.8 million at the beginning of the year. Gearing remained 

at 15%. At the year end all the bank borrowings were in sterling at floating rates 

and headroom over committed facilities remained at over £70 million.

Year 2000

In common with most companies, a number of our computerised operating and

financial systems require modifications or replacement to accommodate the Year

2000 date change and thus avoid malfunction and commercial disruption.

Furthermore the operation of Dairy Crest’s business depends not only on the ability

of our own computer systems to deal with the date change but also to some degree

on those of our suppliers and customers to handle the change. 

We have put in place a series of projects to ensure that all of our essential

systems are Year 2000 compliant before the millennium. We have given priority to

those systems which could have a significant financial or legal impact on the business

if they were to fail. All the projects include the requirement for detailed testing of

system changes, involving the participation of users prior to implementation. Regular

reports on the projects’ progress are being made to the Board.

We have initiated formal communications with our customers and suppliers 

on their plans to address the Year 2000 issue and are in the process of reviewing

responses and assessing the requirement for any additional work.

It is not possible for any organisation to guarantee that all Year 2000 problems

will be resolved because a level of failure may still occur. However, the Board believes

that it has proper procedures in place to address this matter and deal promptly with

any failures or issues as they arise.

We have an ongoing programme to upgrade systems and processes. The additional

cost of modifying our systems, to ensure that they are Year 2000 compliant, is not

expected to exceed £1 million and will be expensed as incurred over the next two years.

Implementation of the Euro

We continue to keep the developments of the Euro under review so that we are in a

position to take appropriate action in line with the requirements of our trading partners.

I C Laurie, Finance Director

1 June 1998

Financial review continued

18 Dairy Crest Group plc
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*‡ Mike Dowdall, Chairman – was appointed Chairman in 1994. He is also a Non-Executive Director
of BPB Industries plc. Previously, he served as a main board director of Unilever plc for six years
and was Chairman of Geest plc and a director of the NFU Mutual Insurance Society.

John Houliston, Chief Executive – was appointed Chief Executive in 1991 after joining the
Dairy Crest Board in 1990 as deputy Chief Executive. He was formerly Managing Director 
of UB (Ross Young’s) Ltd.

Bill Brown, Executive Managing Director – joined Dairy Crest in 1992 as Director of
Distribution and was appointed to the Board in 1995. He was formerly Chief Executive of 
Fitch Lovell plc.

Drummond Hall, Executive Managing Director – was appointed in 1991. He joined from
HP Bulmer Holdings plc where he was Managing Director, Cider and Beer Division. He was
formerly Marketing Director with Pepsi Cola Northern Europe.

Ian Laurie, Finance Director – was appointed in 1995. He joined Dairy Crest from Ocean
Group plc, where he was Group Finance Director for eight years. He was formerly Finance
Director of Asda Stores Ltd.

† Richard Fletcher, Non-Executive Director – was appointed in 1993, a position he previously
held between 1987-1989. He farms 805 acres in the West Midlands and has a dairy herd of
200 cows.

*‡ Tom Jones, Non-Executive Director – was appointed in 1993. He is a farmer with 250 acres,
mainly grassland, in Anglesey. He has a dairy herd of 70 cows and also a breeding flock of 
700 sheep.

*‡ Paul Lewis, Non-Executive Director – was appointed in 1993. He was Deputy Chairman of
Tate & Lyle plc until his retirement in February 1998 having been Group Finance Director from
1988 to 1993. He is also a Non-Executive Director of Federal Mogul Corporation, Detroit, USA.

† Simon Oliver, Non-Executive Director – was appointed in 1997. He has many years’ experience
in the dairy industry and was Chairman of Mendip Foods Limited prior to its acquisition by
Dairy Crest in 1995. He is Chairman of Private Investor Capital Limited.

Roger Newton, Company Secretary – joined Dairy Crest in February 1992. He was
previously Group Secretary at Peek plc.

Except for Simon Oliver, dates of appointment refer to the year when the director was appointed to the Board of 
Dairy Crest Limited. John Houliston and Ian Laurie were appointed to the Board of Dairy Crest Group plc on 24
June 1996 and the other directors were appointed to the Board on 4 July 1996.

Left to right: Paul Lewis, Bill Brown, 
John Houliston, Tom Jones, Mike Dowdall,
Simon Oliver, Drummond Hall, 
Roger Newton, Ian Laurie, Richard Fletcher.

Auditors
Ernst & Young

Financial Adviser
Merrill Lynch International

Solicitors
Clifford Chance
Wedlake Bell

Principal Bankers
Barclays Bank PLC
National Westminster Bank Plc
Rabobank, London Branch
Westdeutsche Landesbank 
Girozentrale

Registered Office
Dairy Crest House
Portsmouth Road
Surbiton, Surrey KT6 5QL

Registered in England 
No. 3162897

* Members of the Audit Committee

‡ Members of the Nomination 
Committee

† Members of the Remuneration 
Committee

Directors and Advisers
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In the opinion of the directors, Dairy Crest Group plc has complied with the
elements of the Code of Best Practice published by the Committee on the Financial
Aspects of Corporate Governance except in respect of the composition of the Audit
Committee. The structure of the Board and its committees is as follows:

The Board The Board consists of the Chairman, four executive directors and four
non-executive directors. It meets eight times a year. A formal schedule of matters is
reserved for the Board which includes Group strategy, approval of budgets and major
capital expenditure projects.

The Audit Committee The Audit Committee comprises two non-executive directors,
one of whom is chairman of the Committee, and the Chairman. The Board considers
that this composition is appropriate to the Company’s circumstances. The Committee
normally meets three times a year to review the Company’s interim and annual
financial statements before submission to the Board for its approval, to review the
adequacy of the Group’s accounting systems and controls and to monitor the
relationship with the external auditors.

The Nomination Committee The Nomination Committee comprises two non-executive
directors, one of whom is chairman of the Committee, and the Chairman. It is responsible
for making recommendations to the Board for non-executive director appointments.

The Remuneration Committee The Remuneration Committee comprises two non-
executive directors. Its responsibilities are to determine, within remuneration principles
agreed with the Board, the salaries, bonuses and pension rights of the executive directors.
Remuneration and benefits are designed to be set at a level appropriate to the Company’s
circumstances having regard to market information provided by outside agencies.

Going concern After making enquiries the directors have a reasonable expectation 
that the Group has adequate resources to continue in operational existence for the
foreseeable future. For this reason the going concern basis has been adopted in
preparing the accounts.

Internal financial control The Board has overall responsibility for the system of
financial control across the Group. While no system of internal financial control 
can provide absolute assurance, the Group’s system is designed to provide reasonable
assurance against material mis-statement or loss. The key elements of this system include:

� a clearly defined organisational structure and rules relating to the delegation of authorities
� the identification and resolution of key business risks 
� the annual preparation of detailed budgets by each of the Group’s business units and

the approval of the group budget by the Board
� monthly comparison and review of actual results against budget and prior year’s

performance and the preparation of rolling annual forecasts each quarter
� clearly defined procedures to control capital expenditures
� a manual which details the accounting policies and procedures for application across

the Group
� check lists confirming the satisfactory operation of key business controls completed

quarterly by business unit management.

The directors have reviewed the effectiveness of the Group’s system of internal
financial control.

Corporate Governance

20 Dairy Crest Group plc
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The Company complies with Section A of the Best Practice provisions relating to
Remuneration Committees annexed to the Listing Rules of the London Stock Exchange.
The Board has appointed a Remuneration Committee of non-executive directors of
the Company. The Committee consists of Mr S M D Oliver (Chairman from 24 March
1998) and Mr R Fletcher. Mr P S Lewis was Chairman until 24 March 1998 when he
stood down from the Committee. Committee members have no potential conflicts of
interest arising from cross-directorships and are not involved in the day-to-day running 
of the Company. The Chairman and Chief Executive attend all meetings, for matters other
than those concerning themselves. The Remuneration Committee determines, within
remuneration principles agreed with the Board, the remuneration of the executive directors
in all its forms, drawing on outside advice as necessary. It has given full consideration to
Section B of the Best Practice provisions relating to directors’ remuneration.

Total remuneration

The total remuneration package, which is reviewed annually, is structured to attract,
retain, and motivate executive directors. For the year ended 31 March 1998, the total
remuneration for executive directors consisted of base salary, bonus, participation
in the Dairy Crest Group Pension Fund, selected benefits in kind and share incentive
and option arrangements.

� Base salary
Salary levels for executive directors are reviewed annually based on an independent
assessment of market practice and are set to reflect the pay levels of executives 
with similar responsibilities in companies of comparable size and complexity.

� Bonus
Executive directors, other than the Chairman, participate in a performance related
annual scheme which is linked to the achievement of short-term financial targets
which are agreed in advance by the Remuneration Committee.

� Long Term Incentive Share Plan
A Long Term Incentive Share Plan (“LTISP”) was introduced on 28 June 1996 which
is designed to encourage continuing improvement in the Group’s performance over the
longer term. An LTISP award is payable in shares, rather than cash, to emphasise the
alignment of interest between the participants and the Company’s shareholders.

The LTISP has a three year performance cycle and pre-determined performance
conditions which must be met before awards under the LTISP can be exercised. 
Awards under the LTISP are granted annually and, for the awards which were made on
28 August 1996 and on 27 June 1997, the Company’s earnings per share must increase
over a three year period from 1 April 1996 and 1 April 1997 respectively by the 
retail prices index plus six per cent. In addition, the total shareholder return (“TSR”)
of Dairy Crest Group plc (share value growth assuming reinvestment of dividends)
will be measured against that of 16 comparable companies in the foods sector. If the
TSR of Dairy Crest Group plc at the end of the performance cycle is in the top quartile
of the comparable companies then the participant will receive the full number of the
shares awarded to him including reinvestment of dividends; at the median 50% of the
shares and if below the median, no shares. A proportionate number of shares will be
received for intermediate positions between the top quartile and the median.

Report of the Remuneration Committee
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The value of shares awarded under the LTISP in any financial year will be subject to
limits as determined by the Remuneration Committee from time to time.

The award may only be exercised if the participant remains employed by the Group for at
least four years from the commencement of the accounting period in which the grant
was made (or 31 March 2000 for the first award). Early exercise is permitted in the
event of death or cessation of employment through injury, disability, redundancy 
or retirement at normal contractual retirement age but only to the extent that the
TSR performance condition is satisfied at the end of the quarter date prior to cessation
of employment and only in respect of a time apportioned number of shares. Special
provisions apply if there is a change of control of the Company.

� Executive Share Option Scheme
The Dairy Crest Executive Share Option Scheme (“ESOS”) was established on 
30 July 1996. Part A is approved by the Inland Revenue and Part B is an 
unapproved scheme. Options are granted to participants at prices determined 
by the Remuneration Committee which shall not be less than the market price of 
the shares as derived from the London Stock Exchange Daily Official List at the 
time of grant.

The options may not normally be exercised unless the Company’s earnings per share has
increased over a three year period by the retail prices index plus six per cent.

Directors of the Company who are granted awards under the LTISP will not be granted
additional share options under the ESOS except in the case of promotion.

� Sharesave Scheme
The Dairy Crest Sharesave Scheme was first established on 30 July 1996. It is open 
to all eligible employees and full time directors. A second phase of the Scheme was
introduced on 11 November 1997. Employees enter into an approved savings contract
to make monthly contributions of up to an overall maximum of £250 per month
over a three or five year term. At the end of the term employees have the right to buy
ordinary shares in the Company at a price fixed at the time of the option grant. The
price at which the options may be offered may not be less than 80% of the market
price. The option prices for the initial and second phase of the scheme were 
151.2 pence and 221.6 pence per share respectively.

� Dairy Crest Group Pension Fund
All executive directors, excluding the Chairman, are members of the Dairy Crest Group
Pension Fund which provides for a pension based upon an executive’s final basic salary.
No bonuses are pensionable. Because all of the current executive directors have joined the
Company since the introduction of the Inland Revenue’s earnings cap, additional benefits
are provided through funded unapproved retirement benefits schemes (“FURBS”).
The aim of the Company’s policy on executive directors’ pensions is to provide benefits
at the normal retirement age of 60 equal to two thirds of pensionable earnings subject
to completion of 20 years’ service. The executive director is responsible for paying
income tax on the contributions paid by the Company to the FURBS.

� Benefits in kind
These include the taxable value of company car and fuel costs, life assurance cover,
company contributions to medical insurance plans and relocation costs and allowances.

Report of the Remuneration Committee continued
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� Service contracts
The executive directors have service contracts on two years’ notice from the Company. The Remuneration Committee believes
that it is appropriate for the executive directors of the Company to be employed on contracts with two year notice periods as
this is consistent with the notice for directors of the majority of comparable companies. 

Details of the unexpired term of the service contracts of the directors offering themselves for re-election at the forthcoming
Annual General Meeting are set out in the Directors’ report on page 26.

Remuneration of non-executive directors

The non-executive directors receive a basic fee for their services plus an additional sum for the Chairmanship of a Board
Committee. Their remuneration is determined by the Board in consultation with appropriate external advisers.

Directors’ emoluments for the year ended 31 March
Total Pension 

Basic emoluments payments 
salary/ (exc. pension to defined Total

fees Benefits Bonuses contributions) contribution schemes emoluments

1998 1998 1998 1998 1997 1998 1997 1998 1997
£000 £000 £000 £000 £000 £000 £000 £000 £000

Chairman
M Dowdall 137 3 – 140 185† – – 140 185

Executive directors
W J Houliston 248 11 48 307 312* 100 91 407 403
W R Brown 159 8 31 198 209* 53 48 251 257
J W D Hall 175 12 34 221 254* 54 52 275 306
I C Laurie 175 11 34 220 255* 65 62 285 317

757 42 147 946 1,030 272 253 1,218 1,283

Non-executive directors
R Fletcher 17 – – 17 17 – – 17 17
R E Frost – – – – 13 – – – 13
P A Jacobs – – – – 17 – – – 17
T H Jones 20 – – 20 19 – – 20 19
P S Lewis 23 – – 23 23 – – 23 23
S M D Oliver 7 – – 7 – – – 7 –

67 – – 67 89 – – 67 89

961 45 147 1,153 1,304 272 253 1,425 1,557

* Included a one-off bonus to secure the services of the respective director until six months after the Company’s
shares were listed on the London Stock Exchange of £75,000 for W J Houliston, J W D Hall and 
I C Laurie, and £57,500 for W R Brown.

† Included a one-off bonus of £50,000 in respect of the successful admission of the Company’s shares to the
Official List of the London Stock Exchange.

Awards under the LTISP will be included in directors’ remuneration in the year when all the performance conditions 
have been satisfied. No amounts in respect of awards under the LTISP are included in directors’ remuneration in 
1996/97 or 1997/98.
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Directors’ pension entitlements

The pension entitlements of the directors from the Dairy Crest Group Pension Fund, a defined benefits scheme, which have
been excluded from the table above, were as follows:

Increase in Accumulated Change
accrued total accrued in transfer

Length of pension during pension at value during 
service the year 31 March 1998 the year

Age Years £000 £000 £000

W J Houliston 55 8.25 1 12 10
W R Brown 53 6.10 3 17 32
J W D Hall 48 6.50 3 18 28
I C Laurie 50 2.75 1 4 14

The increase in accrued pension during the year and related change in transfer value exclude the effect of inflation.

Directors’ shareholdings

The interests of the directors at 31 March 1998 in the ordinary share capital of the Company are as follows:
As at As at

31 March 1998 31 March 1997
Beneficial Beneficial

M Dowdall* 5,105 4,912
W J Houliston* 3,270 3,146
W R Brown* 2,000 2,000
J W D Hall* 4,869 4,684
I C Laurie* 3,270 3,146
R Fletcher 12,879 12,879
T H Jones 13,305 13,305
P S Lewis – –
S M D Oliver – –†

There have been no changes in directors’ shareholdings between 31 March 1998 and 1 June 1998. The above interests
exclude any rights to acquire shares under the LTISP arrangements which are set out under Directors’ options below.

*These directors are potential beneficiaries of the ESOP and QUEST and in addition to the shares noted above under beneficial
interests they are also deemed to have a beneficial interest in all the shares held by the ESOP and QUEST (see Note 13 
on page 39).

†At date of appointment.

Report of the Remuneration Committee continued
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Directors’ options
As at Granted As at Exercise Date when

1 April during 31 March price options Expiry
1997 the year 1998 (pence) exercisable date

M Dowdall 342,227 – 342,227 155 28.08.1999 28.08.2003
W J Houliston 579,335 – 579,335 155 28.08.1999 28.08.2003

15,873 – 15,873 189 28.08.1999 28.08.2006
1,157 1,984 3,141* 151 01.10.2001 01.04.2002

W R Brown 352,774 – 352,774 155 28.08.1999 28.08.2003
15,873 – 15,873 189 28.08.1999 28.08.2006
1,157 1,984 3,141* 151 01.10.2001 01.04.2002

J W D Hall 419,226 – 419,226 155 28.08.1999 28.08.2003
15,873 – 15,873 189 28.08.1999 28.08.2006
1,157 1,984 3,141* 151 01.10.2001 01.04.2002

I C Laurie 419,226 – 419,226 155 28.08.1999 28.08.2003
15,873 – 15,873 189 28.08.1999 28.08.2006
1,157 1,984 3,141* 151 01.10.2001 01.04.2002

*Savings related options accrued on savings at 31 March 1998.

No director exercised options during 1996/97 or 1997/98 and no options lapsed.

The mid-market price as at the close of business on 31 March 1998 was 346.0 pence
per share. During the year between 1 April 1997 and 31 March 1998 the mid-market
closing price ranged from 200.5 pence per share to 366.5 pence per share.

The following awards have been made to the directors under the LTISP consisting 
of a right to acquire shares for a nominal price after 1 April 2000 and 1 April 2001,
subject to the performance conditions being fully satisfied.

As at Granted As at Date when
1 April during 31 March options

1997 the year* 1998 exercisable

W J Houliston 74,839 5,729 80,568 01.04.2000
– 56,093 56,093 01.04.2001

W R Brown 46,516 3,561 50,077 01.04.2000
– 36,162 36,162 01.04.2001

J W D Hall 54,823 4,197 59,020 01.04.2000
– 39,153 39,153 01.04.2001

I C Laurie 54,823 4,197 59,020 01.04.2000
– 39,153 39,153 01.04.2001

*Includes shares allocated representing reinvestment of dividends.
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The directors of Dairy Crest Group plc present their second annual report and the
audited financial statements for the year ended 31 March 1998. 

Principal activity

The principal activity of the Group is the manufacture and trading of milk and 
dairy products.

Review of operations

The Group’s operations and future developments are dealt with in the Chief
Executive’s review and the Financial review (pages 5 to 18).

Results and dividends

The consolidated profit and loss account is on page 28. The directors recommend 
a final dividend of 7.4 pence per share which, together with the interim dividend 
of 3.5 pence per share paid on 23 January 1998, makes a total dividend for the year 
of 10.9 pence per share.

Fixed assets

The directors are of the opinion that the current market value in existing use 
of the Group’s property interests is around £20 million above the value shown 
in the financial statements.

Directors

A list of the directors at the end of the year is set out on page 19. Mr S M D Oliver,
who was appointed as a director on 1 December 1997, retires under the provisions
of Article 76 of the Company’s Articles of Association and being eligible offers
himself for re-election. Mr T H Jones retires by rotation according to the Company’s
Articles of Association. Being eligible he offers himself for re-election. Mr S M D Oliver
and Mr T H Jones do not have service contracts as they are non-executive directors.

The Board has three standing committees; the audit committee, the nomination
committee and the remuneration committee. Membership of these committees 
is set out on page 19 and details of these committees are set out on page 20.

Details of directors’ interests in shares are set out in the Report of the Remuneration
Committee on page 24.

Share capital

The authorised and issued share capital of the Company together with details of the
shares issued during the year are shown in note 20 on page 42. So far as the Company 
is aware at 1 June 1998, Mercury Asset Management Limited holds 6,886,000 ordinary
shares (6.1% of the total) on behalf of itself and others, GAM International Management
Limited holds 6,355,524 ordinary shares (5.6% of the total) on behalf of itself and others
and Barclays Global Investors Limited holds 4,194,000 ordinary shares (3.7% of the
total) on behalf of itself and others. The Company is not aware of any other shareholders
with interests of 3% or more.

Employee involvement

The importance of good communications is recognised by the Company. There are
also well-established consultation and negotiating arrangements with recognised
trade unions.

Directors’ report
Year ended 31 March 1998
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Employment of disabled persons

The Company considers applicants for posts compatible with their disability. Staff
who become disabled are retained wherever practicable.

Charitable and political donations

Small contributions, mainly of product, were made to local charities. No contributions
were made to any political party.

Supplier payment policy

Payment dates are established according to the agreed date of delivery of goods or provision
of services and receipt of correct invoice. The Group agrees the length of payment terms
with each of its suppliers as part of the overall purchasing agreement. It is the Group’s
policy to abide by these agreed terms of payment. The number of days’ purchases in
the Group’s creditors at 31 March 1998 was 25 (Company nil).

Auditors

Ernst & Young have expressed their willingness to continue as auditors of the Company
and a resolution proposing their re-appointment will be put to the shareholders at
the Annual General Meeting.

Explanation of Special Business

The Notice convening the Annual General Meeting to be held on 17 July 1998 at the
Chartered Accountants’Hall, Moorgate Place, London EC2P 2BJ is set out on page 51.
In connection with resolutions 6 and 7 set out in the Notice, which deal with the
allotment of shares and pre-emption rights, you may find it helpful to consider 
the information set out below.

Ordinary resolution 6 authorises the directors to allot relevant securities pursuant 
to Section 80 of the Companies Act 1985 up to a nominal amount of £8,223,500
representing approximately 28.98% of the issued share capital of the Company as at
1 June 1998. The directors have no present intention of exercising this authority.

Special resolution 7 empowers the directors to disapply Section 89(1) of the
Companies Act 1985 and to allot equity securities for cash without first offering
those shares pro rata to existing shareholders. This authority is limited to a nominal
amount of £1,418,000, representing approximately 5% of the issued share capital 
of the Company as at 1 June 1998.

Both of these authorities will terminate fifteen months from the date of the forthcoming
Annual General Meeting.

By order of the Board
R J Newton
Secretary
1 June 1998 
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Period ended Year ended Year ended
31 March 31 March 31 March

1997 1998 1997
Actual Actual Proforma

£m Note £m £m

Turnover

590.1 Group and share of joint ventures 3 787.4 787.3
Less: 

(15.1) Share of joint ventures’ turnover 3 (29.8) (20.4)

575.0 Group turnover 2 757.6 766.9
(544.8) Operating costs 4 (717.1) (729.2)

30.2 Group operating profit 5 40.5 37.7
Share of profits in

1.5 joint ventures 2.8 1.9

Total operating profit

31.7 Group and share of joint ventures 3 43.3 39.6

Exceptional items

(0.9) Capital restructuring costs 6 – (0.9)

Profit on ordinary activities

30.8 before interest 43.3 38.7
Net interest payable

(2.2) Group 7 (2.5) (3.2)
– Share of joint ventures (0.2) –

Profit on ordinary activities

28.6 before taxation 40.6 35.5

Tax on profit on ordinary
(9.4) activities 8 (12.4) (11.7)

19.2 Profit for the period 28.2 23.8

(10.9) Dividends 9 (12.0)

8.3 Transfer to reserves 21 16.2

25.4 Earnings per ordinary share (p) 10 25.7 21.7

Earnings per ordinary share

26.5 before exceptional items (p) 10 25.7 22.4

24.6 Fully diluted earnings per share (p) 10 24.5 20.8

Turnover and operating profit for the year relate to continuing operations.

There are no recognised gains or losses other than the profit for the year.

The basis of preparation of the proforma financial information is set out in Note 1.

Consolidated profit and loss account
Year ended 31 March 1998
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Group Company

1998 1997 1998 1997
Actual Actual Actual Actual

Note £m £m £m £m

Fixed assets

Tangible assets 12 105.0 105.2 – –
Investments 13 5.2 1.0 101.7 97.5
Investments in joint ventures 14

Share of gross assets 27.3 3.4 – –
Share of gross liabilities (29.6) (2.8) – –
Reclassification to provisions 19 2.3 – – –

– 0.6 – –

110.2 106.8 101.7 97.5

Current assets

Stocks 15 120.9 129.5 – –
Debtors 16 61.1 70.1 – 0.5
Cash at bank and in hand 1.4 4.8 – –

183.4 204.4 – 0.5

Creditors: amounts falling
due within one year
Borrowings 17 (21.8) (24.4) – –
Other creditors 17 (100.4) (112.9) (41.4) (41.0)

(122.2) (137.3) (41.4) (41.0)

Net current assets/(liabilities) 61.2 67.1 (41.4) (40.5)

Total assets less current liabilities 171.4 173.9 60.3 57.0

Creditors: amounts falling
due after one year
Borrowings 18 (0.9) (2.2) – –
Other creditors 18 (12.0) (13.5) – –

Provisions for liabilities and charges 19 (15.2) (12.5) – –

Net assets 143.3 145.7 60.3 57.0
Capital and reserves

Called up equity share capital 20 28.4 27.6 28.4 27.6
Equity reserves

Share premium account 21 7.2 0.8 7.2 0.8
Merger reserve 21 55.9 79.0 – –
Profit and loss account 21 51.8 38.3 24.7 28.6

Shareholders’ funds 22 143.3 145.7 60.3 57.0

M Dowdall, Chairman

W J Houliston, Chief Executive

The financial statements were approved by the directors on 1 June 1998.

Balance sheets
as at 31 March 1998
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Period ended Year ended Year ended
31 March 31 March 31 March

1997 1998 1997
Actual Actual Proforma

£m Note £m £m

34.1 Net cash inflow from operating activities 23(a) 55.3 37.8

0.7 Dividends from joint ventures 1.7 0.7

Returns on investments and servicing of finance

(1.5) Interest paid (2.5) (1.0)
(0.4) Interest element of finance lease rental payments (0.2) (0.6)

Net cash outflow from returns on

(1.9) investments and servicing of finance (2.7) (1.6)

(7.8) Taxation paid (9.1) (7.9)

Capital expenditure

(9.5) Payments to acquire fixed assets (17.2) (13.2)
(1.3) Purchase of shares by Dairy Crest ESOP (0.9) (1.3)
2.8 Proceeds from disposals 4.3 5.9
1.8 Grants received 0.1 2.5

(6.2) Net cash outflow for capital expenditure (13.7) (6.1)

Acquisitions and disposals

– Loan to Yoplait Dairy Crest Limited 25(b) (30.5) –
– Repayment of loan from Yoplait Dairy Crest Limited 15.2 –
– Purchase of Anglia Dairies 26(b) (4.5) –

(57.3) Purchase of Dairy Crest Limited from the RMMB 24(b) – (42.0)
– Purchase of goodwill of other milk businesses 26(b) (0.7) –

(57.3) Net cash outflow from acquisitions and disposals (20.5) (42.0)

(0.7) Equity dividends to the RMMB – (33.5)
(3.6) Equity dividends to shareholders (11.1) (3.6)

(4.3) Equity dividends paid (11.1) (37.1)

(42.7) Net cash outflow before financing (0.1) (56.2)

Financing

30.0 Loan from the RMMB – 30.0
21.0 Increase/(decrease) in short term borrowings (1.0) 21.0
0.9 Issue of ordinary share capital 0.6 0.9

(4.4) Finance lease repayments (2.9) (5.3)

47.5 Net cash inflow/(outflow) from financing (3.3) 46.6

4.8 Increase/(decrease) in cash in the period (3.4) (9.6)

Reconciliation of net cash flow to movement in net debt

– Net debt at beginning of the period (21.8)
4.8 Increase/(decrease) in cash in the period (3.4)

(21.0) (Increase)/decrease in short term borrowings 1.0
4.4 Cash outflow from decrease in lease financing 2.9

(10.0) Finance leases assumed with subsidiary –

(21.8) Net debt at end of the period 23(b) (21.3)

The basis of preparation of the proforma financial information is set out in Note 1.

Consolidated cash flow statement
Year ended 31 March 1998
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1 Basis of preparation

The financial statements have been prepared under the historical cost convention 
and in accordance with applicable accounting standards including the adoption of
Financial Reporting Standard 9 – Associates and Joint Ventures. The implementation
of this standard has had only a presentational impact on the financial statements.
The proforma financial information has been prepared as set out in Note 1.

2 Consolidation

The Group financial statements consolidate the accounts of Dairy Crest Group plc
and its subsidiary undertakings drawn up to 31 March each year and include the
appropriate share of the results and net assets of its joint ventures. Subsidiary and
associated undertakings and joint ventures acquired during the year are consolidated
from the date of acquisition.

3 Goodwill

Goodwill, comprising the difference between the cost of shares or businesses acquired
and the fair value of the underlying net assets at the date of acquisition, is charged
against reserves.

4 Turnover

Turnover represents the amount invoiced, net of VAT, for goods and services
supplied to customers.

5 Depreciation

Depreciation is calculated to write off the cost of tangible fixed assets, excluding
freehold land, over their estimated useful lives in equal annual instalments over the
following periods:

Freehold buildings – 25 years
Leasehold land and buildings – 25 years or, if shorter, the period of the lease
Plant and equipment – 4 to 20 years
Vehicles – 4 to 14 years

6 Government and other grants

Regional development and other grants received for the purchase of fixed assets are
included in creditors and subsequently released to profit over the useful life of the asset.

7 Leased assets

Assets acquired under finance leases are included in the balance sheet at cost less
depreciation. The net present value of future lease rentals is included as a liability 
on the balance sheet. The interest element of lease rentals is charged to the profit 
and loss account in the year.

Rentals payable under operating leases are charged to the profit and loss account 
on the straight line basis.

Accounting policies
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8 Investments

Joint ventures are those in which the Group holds a long term interest and shares
control under a contractual arrangement. The Group’s share of joint ventures’ profits
is included in the consolidated profit and loss account and its share of their attributable
net assets is included in the Group balance sheet.

9 Stocks

Stocks are stated at the lower of cost (including attributable production overheads)
and net realisable value. Consumable stores are valued at cost, net of provisions 
where appropriate.

10 Deferred taxation

Deferred taxation relating to capital allowances and other timing differences is provided
in the accounts insofar as a liability is expected to arise in the foreseeable future. Deferred
taxation is provided in full in respect of pension prepayments or liabilities.

Advance corporation tax is carried forward and set off against corporation tax liabilities
where such set-off is expected to be available; in other cases it is charged to the profit
and loss account.

11 Pensions

Pension costs are recognised on a systematic basis in order to spread the costs of
providing retirement benefits evenly over the service lives of the employees concerned.
Any excess or deficiency of the actuarial value of assets over the actuarial value of
liabilities is allocated over the average remaining service lives of current employees. 

12 Foreign currencies

Assets and liabilities denominated in foreign currencies are translated into sterling at 
the rates of exchange prevailing at the balance sheet date, or the forward rate where
relevant. Exchange rate differences are charged to the profit and loss account.

13 Research and development

Expenditure on research and development is written off as incurred.

14 Employees’ Share Ownership Plan (ESOP)

The shares in the Company held by the Dairy Crest Employees’ Share Ownership Plan
Trust are recorded in the balance sheet and are classified within fixed assets. The expected
net cost of benefits is charged against profits over the performance period during which
the benefits are earned by the employees.

Accounting policies continued
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1 Basis of preparation

The proforma consolidated profit and loss account for the year ended 31 March 1997 has
been prepared for illustrative purposes only, on the basis that the transactions set out
below (including the purchase of the entire issued share capital of Dairy Crest Limited
by Dairy Crest Group plc) had taken place on the date preceding the commencement
of the accounting period.

On 28 June 1996:
(a) Dairy Crest Limited declared and paid a special dividend to its holding company,

the Residuary Milk Marketing Board (“RMMB”), of £30 million;
(b) the Company received a loan of £30 million from the RMMB which subsequently

waived its right to repayment;
(c) the Company made a loan of £30 million to Dairy Crest Limited;
(d) the Company issued 199,992 shares of 25p each to the RMMB for cash at par; and
(e) the Company acquired the entire issued share capital of Dairy Crest Limited for 

a consideration comprising:

• assumption of the obligation to repay the loan from Dairy Crest Limited to 
the RMMB of £27 million;

• an obligation to pay £42.4 million to the RMMB on listing of the shares of the
Company. The payment was made on 28 August 1996; and

• the issue of 109,800,000 ordinary shares of 25p each as directed by the RMMB.

The proforma consolidated profit and loss account for the year ended 31 March 1997
combines the actual results of Dairy Crest Limited for the 3 months ended 28 June
1996 with the consolidated results of Dairy Crest Group plc for the 9 months ended 
31 March 1997. It also includes a proforma 3 month interest charge at 9% per annum
and associated proforma tax credit of £0.9 million and £0.3 million respectively on the
basis that the purchase consideration of £42.4 million was paid on 31 March 1996. 
No interest income or associated tax on the loan of £27 million from Dairy Crest Limited
to the RMMB has been recognised in the proforma consolidated profit and loss account.

The proforma consolidated cash flow statement for the year ended 31 March 1997
represents the combined cash flows of Dairy Crest Limited and Dairy Crest Group plc.

2 Turnover

All turnover originates in the United Kingdom.
Analysis of turnover by destination:

Year ended Year ended Period ended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

United Kingdom 676.0 709.6 529.8
Other EU countries 31.9 17.7 15.0
Rest of the world 49.7 39.6 30.2

Group 757.6 766.9 575.0

Notes to the financial statements
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3 Segmental information

Analysis of turnover, operating profit and net operating assets of continuing operations
by business segment:

Year ended Year ended Period ended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

Turnover

Consumer Foods 474.7 460.2 343.6
Food Services 312.7 327.1 246.5

Group and share of joint ventures 787.4 787.3 590.1
Less: Share of joint ventures (29.8) (20.4) (15.1)

Group 757.6 766.9 575.0

Year ended Year ended Periodended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

Operating profit

Consumer Foods 30.0 26.7 22.5
Food Services 13.3 12.9 9.2

Group and share of joint ventures 43.3 39.6 31.7

Food Services’ turnover and operating profit include £9.7 million and £0.7 million
respectively from acquired operations.

31 March 31 March
1998 1997

Actual Actual
£m £m

Net operating assets

Consumer Foods 150.8 138.9
Food Services 41.0 52.3

Group and share of joint ventures 191.8 191.2

Net operating assets comprise net assets excluding cash, borrowings, tax and dividend
creditors.

4 Operating costs Year ended Year ended Period ended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

Cost of sales 622.6 633.5 474.6
Distribution costs 70.0 70.4 51.0
Administrative expenses 24.5 25.3 19.2

717.1 729.2 544.8

Notes to the financial statements continued
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5 Operating profit Year ended Year ended Period ended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

Operating profit is stated after charging/(crediting):
Depreciation – assets held under finance leases 1.7 2.2 1.6
Depreciation – owned assets 13.5 12.0 9.1
Release of grants (1.5) (1.5) (1.2)
Operating lease rentals – plant and equipment 1.4 1.8 1.4
Operating lease rentals – other operating leases 4.7 3.0 1.9
Research and development expenditure 1.3 1.3 0.9
Restructuring costs relating to acquired undertaking 0.2 – –
Auditors’ remuneration – audit fees 0.2 0.2 0.2

Fees payable to Ernst & Young for non audit services amounted to £0.1 million 
(1997 – £0.1 million).

6 Exceptional items

Capital restructuring costs

Capital restructuring costs in the period and year ended 31 March 1997 comprise the costs
associated with the listing of the shares of Dairy Crest Group plc.

7 Net interest payable (Group) Year ended Year ended Periodended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

Interest receivable from joint ventures 0.4 – –
Interest receivable – 0.7 0.5

0.4 0.7 0.5

Interest payable:
Bank loans (2.7) (1.6) (1.5)
Finance charges on lease obligations (0.2) (0.8) (0.6)
Discount element of purchase consideration – (0.6) (0.6)
Proforma interest – (0.9) –

(2.9) (3.9) (2.7)

(2.5) (3.2) (2.2)

The proforma net interest payable for the year ended 31 March 1997 reflects the
adjustment as explained in Note 1.
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8 Taxation Year ended Year ended Periodended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

The taxation charge comprises:
Corporation tax at 31% (1997 – 33%) 10.5 9.3 6.8
Deferred tax 1.1 2.1 2.1
Share of joint ventures’ tax 0.8 0.6 0.5
Proforma tax adjustment – (0.3) –

12.4 11.7 9.4

The taxation credit in respect of the exceptional item in 1997 amounts to £0.1 million.

The proforma tax adjustment for the year ended 31 March 1997 reflects the
adjustment as explained in Note 1.

9 Dividends Year ended Periodended
31 March 31 March

1998 1997
£m £m

Interim dividend paid of 3.5p (1997 – 3.26p) per share 3.8 3.6
Proposed final dividend of 7.4p (1997 – 6.64p) per share 8.2 7.3

12.0 10.9

The proposed final dividend will be paid on 6 August 1998 to the shareholders on the
register on 12 June 1998.

10 Earnings per ordinary share

Earnings per ordinary share for the year ended 31 March 1998 have been calculated on
the basis of the profit for the year of £28.2 million and the weighted average number of
shares in issue, totalling 109,560,252. The Trustees of the Dairy Crest Employees’ Share
Ownership Plan Trust (“ESOP”) and the Dairy Crest Qualifying Employee Share Ownership
Trust (“QUEST”) have waived their right to receive dividends on the shares held except
for a notional 0.01p per share. Accordingly these shares have been excluded from the
weighted average number of shares in issue used in the calculation of earnings per share.

Proforma earnings per ordinary share for the year ended 31 March 1997 have been
calculated on the basis of the proforma profit for the year of £23.8 million and the
weighted average number of ordinary shares in issue since flotation, totalling 109,801,985. 

Earnings per ordinary share for the period ended 31 March 1997 have been calculated
on the basis of profit for the period of £19.2 million and the weighted average number
of shares in issue (calculated on the basis set out below), totalling 75,471,855.

The weighted average number of shares used in the calculation of the statutory earnings
per share of 25.4p for the period ended 31 March 1997 takes into account the period
prior to flotation when there was only a nominal number of shares in issue and the
Company did not trade. As a result, the earnings per share on a statutory basis are not 
a reflection of trading performance in the period. The proforma earnings per share have
been presented on an annualised basis. 

Notes to the financial statements continued
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10 Earnings per ordinary share (continued)

To show earnings per share on a consistent basis, earnings per ordinary share before
exceptional items have been calculated as follows:

Year ended Year ended Periodended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

Profit for the period 28.2 23.8 19.2
Adjustment for exceptional items (net of taxation) – 0.8 0.8

Earnings before exceptional items 28.2 24.6 20.0

Earnings per ordinary share before exceptional items 25.7p 22.4p 26.5p

Fully diluted earnings per share have been calculated on the basis of earnings for the
year of £28.8 million (proforma year ended 31 March 1997 – £24.4 million) and
average number of shares of 117,585,596 (proforma year ended 31 March 1997 –
117,160,094). The fully diluted earnings per share for the period ended 31 March 
1997 have been calculated on the basis of earnings for the period of £19.5 million 
and average number of shares of 79,355,247. They are not a reflection of trading
performance for the same reasons as noted above for the statutory earnings per share
for the same period.

11 Emoluments of directors and employees

The emoluments of the directors were as follows:
Year ended Year ended Periodended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

Directors £000 £000 £000

Salaries and benefits 939 882 667
Bonuses 147 333 333
Fees to non-executive directors 67 89 65

1,153 1,304 1,065
Payments to defined contribution pension schemes 272 253 192

1,425 1,557 1,257

Further information relating to directors’ emoluments for the year ended 31 March
1998 is provided in the Report of the Remuneration Committee on page 23. The
emoluments of the Chief Executive, Mr W J Houliston, who is the highest paid
director, were £407,000 for the year ended 31 March 1998 (period ended 31 March
1997 – £325,000) including pension contributions of £100,000 (period ended 31
March 1997 – £70,000) paid to a funded unapproved retirement benefits scheme.

Year ended Year ended Periodended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

Employees Number Number Number

Average number of employees:
Production 2,019 1,942 1,935
Sales, distribution and administration 1,444 1,381 1,372

Total employees 3,463 3,323 3,307
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11 Emoluments of directors and employees (continued)

Year ended Year ended Periodended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

Remuneration of employees, including directors:
Wages and salaries 62.7 59.0 43.8
Social security costs 5.1 5.0 3.7
Other pension costs 1.9 1.7 1.1

69.7 65.7 48.6

12 Tangible assets

Group Assets
in course

Land and Plant and of con-
buildings equipment struction Total

£m £m £m £m

Cost

At 1 April 1997 82.5 172.7 2.6 257.8
Additions 1.2 8.3 7.7 17.2
Acquisitions of businesses – 1.0 – 1.0
Disposals (3.8) (6.8) (10.6)
Transfers and reclassifications – 2.9 (2.9) –

At 31 March 1998 79.9 178.1 7.4 265.4

Depreciation

At 1 April 1997 38.2 114.4 – 152.6
Charge 2.6 12.6 – 15.2
Disposals (1.5) (5.9) – (7.4)

At 31 March 1998 39.3 121.1 – 160.4

Net book value at 31 March 1998 40.6 57.0 7.4 105.0

Net book value at 31 March 1997 44.3 58.3 2.6 105.2

1998 1997
Actual Actual

£m £m

Net book value of land and 
buildings comprises:

Freehold 37.2 41.1
Leasehold – over 50 years 2.9 2.7

– under 50 years 0.5 0.5

40.6 44.3

Capitalised leases included in plant
and equipment comprise:

Cost 45.1 51.2
Depreciation (40.6) (42.0)

Net book value 4.5 9.2

Notes to the financial statements continued
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13 Investments

Group Shares Shares
held by held by
QUEST ESOP Total

£m £m £m

At 1 April 1997 – 1.3 1.3
Additions 6.6 0.9 7.5
Disposals – (0.1) (0.1)

At 31 March 1998 6.6 2.1 8.7

Provision
At 1 April 1997 – (0.3) (0.3)
Charge (2.7) (0.5) (3.2)

At 31 March 1998 (2.7) (0.8) (3.5)

Net book value at 31 March 1998 3.9 1.3 5.2

Net book value at 31 March 1997 – 1.0 1.0

Company Shares Shares Shares in
held by held by subsidiary
QUEST ESOP undertaking Total

£m £m £m £m

At 1 April 1997 – 1.3 96.5 97.8
Additions 6.6 0.9 – 7.5
Disposals – (0.1) – (0.1)

At 31 March 1998 6.6 2.1 96.5 105.2

Provision
At 1 April 1997 – (0.3) – (0.3)
Charge (2.7) (0.5) – (3.2)

At 31 March 1998 (2.7) (0.8) – (3.5)

Net book value at 31 March 1998 3.9 1.3 96.5 101.7

Net book value at 31 March 1997 – 1.0 96.5 97.5

At 31 March 1998 the QUEST held 2,574,155 shares in the Company at a cost of 
£6.6 million. The QUEST was established in November 1997 to meet certain future
obligations of the Group including shares awarded under the Dairy Crest Sharesave
Scheme. The market value of the shares held by the QUEST which are listed on the
London Stock Exchange was £8.9 million at 31 March 1998.

At 31 March 1998 the ESOP held 1,080,119 shares (1997 – 773,094 shares) in the
Company at a cost of £2.1 million (1997 – £1.3 million). The ESOP was established
in August 1996 to purchase shares in the Company in order to hedge certain future
obligations of the Group including shares awarded under the Dairy Crest Long Term
Incentive Share Plan (“LTISP”) and the Dairy Crest Executive Share Option Scheme
(“ESOS”). During the period the Trustee of the ESOP purchased 350,960 shares in
the Company and distributed 43,935 shares to employees. The market value of the
shares in the Company held by the ESOP which are listed on the London Stock Exchange
was £3.7 million at 31 March 1998 (1997 – £1.6 million). All the shares in the ESOP
are set aside to meet future obligations of the LTISP.
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13 Investments (continued)

At 31 March 1998 the principal subsidiary and associated undertakings and joint
ventures were:

Percentage of
ordinary share

Business capital held

Subsidiary undertakings:
Dairy Crest Limited Manufacture of dairy products 100%

Philpot Dairy Products Limited* Trading in dairy products 100%

Dairy Crest Share Trustees Limited* Trustee company 100%

Joint ventures and associated undertaking:
Yoplait Dairy Crest Limited* Marketing and distribution of

fresh dairy products 49%

Raines Dairy Foods Limited** Manufacture of fresh dairy products 49%

The English Butter Promotion of the “Country Life”
Marketing Company Limited* brand of butter 50%

The principal place of operation of all subsidiary and associated undertakings and joint
ventures is England.

* Investments are held by Dairy Crest Limited.
** Investment is held through Yoplait Dairy Crest Limited.

14 Investments in joint ventures Group
£m

At 1 April 1997 0.6
Conversion of loan into share capital 15.3
Share of retained profits –
Share of goodwill on acquisition written off (Note 25) (18.2)
Reclassification to provisions (Note 19) 2.3
At 31 March 1998 –

Group

1998 1997 
Actual Actual

£m £m

Share of fixed assets 11.5 –
Share of current assets 15.8 3.4
Share of gross assets 27.3 3.4
Liabilities due within one year or less (29.6) (2.8)
Reclassification to provisions 2.3 –
Share of net assets – 0.6

15 Stocks Group

1998 1997 
Actual Actual

£m £m

Raw materials and consumable stores 9.7 8.2
Finished goods 111.2 121.3

120.9 129.5

Finished goods include maturing cheese stocks with a value of £84.3 million 
(1997 – £96.6 million).

Notes to the financial statements continued
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16 Debtors Group Company

1998 1997 1998 1997
Actual Actual Actual Actual

£m £m £m £m

Trade debtors 55.7 64.6 – –
Amounts owed by subsidiary undertakings – – – 0.5
Amounts owed by joint ventures 0.6 0.1 – –
Other debtors 3.6 3.9 – –
Pension prepayment – 0.3 – –
Prepayments and accrued income 1.2 1.2 – –

61.1 70.1 – 0.5

17 Creditors: amounts falling due within one year Group Company

1998 1997 1998 1997
Actual Actual Actual Actual

£m £m £m £m

Borrowings

Bank borrowings 20.0 21.0 – –
Obligations under finance leases 1.8 3.4 – –

21.8 24.4 – –

Other creditors

Trade creditors 44.3 61.0 – –
Dividends payable 8.2 7.3 8.2 7.3
Amounts payable to subsidiary undertakings – – 33.2 33.7
Corporation tax 14.7 13.2 – –
Other taxation and social security 1.5 1.3 – –
Grants 1.6 1.5 – –
Other creditors 11.3 11.4 – –
Accruals 18.8 17.2 – –

100.4 112.9 41.4 41.0

18 Creditors: amounts falling due after one year Group

1998 1997
Actual Actual

£m £m

Borrowings

Obligations under finance leases:
Between one and five years 0.9 2.2

Other creditors

Grants 12.0 13.5
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19 Provisions for liabilities and charges Investments Other Deferred
in joint ventures provisions taxation Total

£m £m £m £m

Group

At 1 April 1997 – 9.3 3.2 12.5
Profit and loss account charge – 0.6 1.1 1.7
Utilisation – (1.3) – (1.3)
Reclassification from investments
(Note 14) 2.3 – – 2.3

At 31 March 1998 2.3 8.6 4.3 15.2

1998 1997
Group £m £m

The potential deferred tax liability which is fully 
provided for comprises:

Capital allowances 8.4 8.6
Other timing differences (4.1) (5.4)

4.3 3.2

20 Share capital

The Company has an authorised share capital of 146,400,000 ordinary shares of 
25p each, of which 113,505,676 are issued and fully paid (1997 – 110,575,992).

On 18 November 1997 2,590,000 shares of 25p each were issued to the Dairy Crest
Qualifying Employee Share Ownership Trust (“QUEST”) for an aggregate consideration
of £6,643,350. The shares held by the QUEST do not rank for dividend and are
available to meet the options granted under the Dairy Crest Sharesave Scheme.  

During the year ended 31 March 1998 339,684 shares of 25p each were issued for an
aggregate consideration of £548,171 as a result of the exercise of options under the
Executive Share Option Scheme and the Sharesave Scheme.

Employee share schemes:

Options have been granted under the Dairy Crest Executive Share Option Scheme (“ESOS”)
to subscribe for the Company’s shares which can be exercised from 1999 to 2006.

The Company has also established the Dairy Crest Sharesave Scheme for eligible
employees under which options can be granted at a discount of up to 20% of the
market value of the shares at the date of grant.

The Company has also established a long term incentive scheme, the Dairy Crest
Long Term Incentive Share Plan (“LTISP”). Awards are made to directors and senior
managers consisting of the right to acquire shares for a nominal price after four years
subject to the achievement of financial targets based on total shareholders return over 
a three year period versus comparator companies and growth in earnings per share.

The Company has also established the Dairy Crest Employees’ Share Ownership Plan
Trust (“ESOP”). The shares held by the ESOP set out in Note 13 are available for awards
under the employee share schemes.

In aggregate the Company has granted options over the unissued share capital at prices
between 151.2p and 221.6p as follows:

ESOS Sharesave Scheme
Number Number

Options granted during the year 101,247 416,018
Options outstanding at the end of year 3,987,193 2,878,918

Notes to the financial statements continued
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21 Equity reserves Share Merger Profit and
premium reserve loss account

£m £m £m

Group

At 1 April 1997 0.8 79.0 38.3
Retained profit for the year – – 16.2
Issue of shares to the QUEST 6.0 – –
Issue of shares for cash 0.4 – –
Writedown in value of shares issued to the QUEST – – (2.7)
Goodwill arising on aquisition of milk businesses – (4.9) –
Share of goodwill arising on acquisition 

by joint venture – (18.2) –

At 31 March 1998 7.2 55.9 51.8

The cumulative amount of goodwill deducted from reserves is £86.8 million 
(1997 – £63.7 million).

Share Profit and
premium loss account

£m £m

Company

At 1 April 1997 0.8 28.6
Issue of shares to the QUEST 6.0 –
Issue of shares for cash 0.4 –
Writedown in value of shares issued to the QUEST – (2.7)
Loss for the period after dividends – (1.2)

At 31 March 1998 7.2 24.7

As permitted by section 230 of the Companies Act 1985, no separate profit and loss
account is presented for the Company. The profit for the year dealt with in the accounts
of the Company is £10.8 million (1997 – £9.5 million) (including dividends received
from subsidiary undertakings of £13.1million (1997 – £11.0 million)).

22 Reconciliation of movements in Group shareholders’ funds Year ended Period ended
31 March 31 March

1998 1997
£m £m

Profit for the period 28.2 19.2
Dividends (12.0) (10.9)

Retained profit for the period 16.2 8.3
Waiver of loan from the RMMB – 30.0
Shares issued to the QUEST 6.6 –
Shares issued for cash 0.6 0.9
Writedown in value of shares issued to the QUEST (2.7) –
Issue of shares for acquisition of Dairy Crest Limited – 170.2
Goodwill arising on acquisition of Dairy Crest Limited – (63.7)
Goodwill arising on acquisition of milk businesses (4.9) –
Share of goodwill arising on acquisition by joint venture (18.2) –

Movement in period (2.4) 145.7
At beginning of period 145.7 –

At end of period 143.3 145.7
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23 Cash flow statement Year ended Year ended Periodended
31 March 31 March 31 March

1998 1997 1997
Actual Proforma Actual

£m £m £m

(a) Reconciliation of operating profit to net cash inflow

from operating activities

Operating profit for Group and share of joint ventures 43.3 39.6 31.7
Non cash items:

Depreciation 15.2 14.2 10.7
Release of grants (1.5) (1.5) (1.2)
Increase in pension provision 1.3 1.0 0.7
Share of profits of joint ventures (2.8) (1.9) (1.5)
Increase in provision against shares held by ESOP 0.5 0.3 0.3

Decrease/(increase) in stocks 8.8 (18.7) (14.2)
Decrease in debtors 9.9 7.0 6.3
(Decrease)/increase in creditors and provisions (19.1) (1.4) 1.7
Expenditure against exceptional items (0.3) (0.8) (0.4)

Net cash inflow from operating activities 55.3 37.8 34.1

At At
31 March 31 March

1997 Cash flow 1998
£m £m £m

(b) Analysis of net debt

Cash at bank and in hand 4.8 (3.4) 1.4
Bank borrowings (21.0) 1.0 (20.0)
Finance leases (5.6) 2.9 (2.7)

Total (21.8) 0.5 (21.3)

24 Purchase of Dairy Crest Limited from the RMMB Period ended
31 March

1997
£m

Cash paid 42.0
Cash balances assumed (14.7)
Loan from Dairy Crest Group plc to

Dairy Crest Limited assumed on acquisition 30.0

Cash outflow on aquisition 57.3

Notes to the financial statements continued
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25 Purchase of Raines Dairy Foods business

The consideration in respect of the acquisition of the Raines business is as follows:
£m

Share of net assets acquired 16.1
Share of goodwill on acquisition 18.2

34.3

Represented by
Cash paid by the Group (including share of fees) 30.5
Share of cash paid by joint venture 2.4
Share of deferred consideration payable by joint venture 1.4

34.3

The share of the net assets of the Raines Dairy Foods business at the date of acquisition
is based on the net assets of Raines as per its management accounts at 4 February 1998
as follows:

Fair value at
acquisition

£m

Fixed assets 23.1
Net current operating assets 6.1
Long term creditors and provisions (1.3)

27.9
Cash 5.0
Total net assets 32.9

Raines Dairy Foods’ accounting policies are substantially in line with those of the
Company and the assets acquired are stated at fair value. Accordingly no accounting
policy alignment or fair value adjustment is necessary.

26 Purchase of milk businesses

On 3 August 1997 the Group acquired the business and assets of Anglia Dairies, a division
of Anglia Regional Co-operative Society Limited, for an aggregate consideration of
£4.5 million. The fair value of the net assets acquired was £0.3 million and the goodwill
on acquisition amounting to £4.2 million has been charged to reserves. Adjustments 
of £1.1 million have been made to reduce the book value of assets acquired to align the
accounting policies of the vendor with those of the Group and to revalue the net assets
to fair value. During the year the Group acquired the goodwill of eight milk businesses
for an aggregate consideration of £0.7 million.

27 Contingent liabilities

Trading guarantees

The Group has provided guarantees and counter-indemnities which totalled 
£18.7 million at 31 March 1998 (1997 – £5.9 million). The Company has provided
guarantees to its bankers and those of its joint venture which totalled £35.9 million at
31 March 1998 (1997 – £21.0 million).

Dairy disposals

Normal warranties and indemnities were given in respect of the disposal of five dairies
by Dairy Crest Limited during 1993. These warranties and indemnities expire at
various dates extending up to 24 May 1999.
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28 Capital commitments Group

1998 1997
Actual Actual

£m £m

The following future capital expenditure
had been authorised at 31 March:
Contracted 2.0 1.5

29 Operating lease rentals Land and Land and
buildings Other buildings Other

1998 1998 1997 1997
Actual Actual Actual Actual

£m £m £m £m

Rentals payable by the Group during following
year which relate to commitments expiring:

Within one year – 0.8 – 0.6
Between one and five years 0.1 3.1 0.3 1.5
After five years 0.9 1.0 0.6 1.5

1.0 4.9 0.9 3.6

30 Pensions

At 31 March 1998 permanent staff of Dairy Crest Group plc and its subsidiary
undertakings were eligible for membership of the Dairy Crest Group Pension Fund
(“the Dairy Crest Fund”).

The Dairy Crest Fund, which is of the defined benefits type, is open to permanent 
staff of the Group and is funded by contributions from employees and the Group.

The latest actuarial valuations of the Dairy Crest Fund and the Dairy Crest Scheme C
Pension Fund, which merged with the Dairy Crest Fund on 30 January 1996, were
made by a qualified actuary using the projected unit method as at 30 June 1995. The
principal actuarial assumptions adopted for the valuations were that, over the long term,
the annual rate of return on the investments would be 2% higher than the annual
increase in pensionable pay, 4% higher than the annual increase in present and future
pensions in payment and 4.5% higher than the annual increase in dividends receivable.

At the date of the valuations the market value of the merged Dairy Crest Fund’s assets
amounted to £259 million. The actuarial value of the assets was sufficient to cover
111% of the value of the members’ accrued benefits.

The next actuarial valuation of the Dairy Crest Fund will be carried out as at 
31 March 1998.

31 Related party transactions

Yoplait Dairy Crest Limited, a joint venture of Dairy Crest Group plc, incurred fees 
of £3.0 million (period ended 31 March 1997 – £2.3 million) from the Group for sales 
and distribution activities carried out on its behalf. It also incurred interest expense of
£0.4 million on its loan of £30.5 million from the Group for the period from 4 February
1998 to 30 March 1998. During the year ended 31 March 1998, in accordance with
contractual arrangements made as part of the acquisition of Mendip Foods Limited in
November 1995, Ashton Associates, a partnership between Mr and Mrs S M D Oliver,
received from the Group consultancy fees of £148,000, rent of £95,000 and
reimbursement of other costs of £3,000.

Notes to the financial statements continued
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The directors are required by the Companies Act 1985 to prepare financial statements
for each financial year which give a true and fair view of the state of affairs of the
Company and of the Group as at the end of the financial year and of the profit 
or loss of the Group for the financial year.

The directors consider that, in preparing the financial statements on pages 28 to 46, 
the Company has used the going concern concept and appropriate accounting policies,
consistently applied and supported by reasonable and prudent judgements and
estimates, and that all accounting standards which they consider to be applicable 
have been followed.

The directors have responsibility for ensuring that the Company keeps accounting
records which disclose with reasonable accuracy the financial position of the Company
and which enable them to ensure that the financial statements comply with the
Companies Act 1985.

The directors have general responsibility for taking such steps as are reasonably open
to them to safeguard the assets of the Group and to prevent and detect fraud and 
other irregularities.

Statement of Directors’ responsibilities
for the financial statements
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We have audited the financial statements on pages 28 to 46 which have been prepared under the historical cost convention and on
the basis of the accounting policies set out on pages 31 and 32. We have also examined the amounts disclosed relating to the
emoluments, pension entitlements, share options and long-term incentive scheme interests of the directors which form part of the
Report of the Remuneration Committee on pages 21 to 25.

Respective responsibilities of directors and auditors

As described on page 47 the Company’s directors are responsible for the preparation of financial statements. It is our responsibility
to form an independent opinion, based on our audit, on those statements and to report our opinion to you.

Basis of opinion

We conducted our audit in accordance with Auditing Standards 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. It also includes an assessment of the
significant estimates and judgements made by the directors in the preparation of the financial statements, and of whether the accounting
policies are appropriate to the circumstances of the Company and the Group, 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 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.

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of the Company and of the Group as at 
31 March 1998 and of the profit of the Group for the year then ended and have been properly prepared in accordance with the
Companies Act 1985.

Corporate Governance matters

In addition to our audit of the financial statements we have reviewed the directors’ statements on page 20 on the Company’s compliance
with the paragraphs of the Code of Best Practice specified for our review by the London Stock Exchange and their adoption of the
going concern basis in preparing the financial statements. The objective of our review is to draw attention to any non-compliance
with Listing Rules 12.43(j) and 12.43(v).

We carried out our review in accordance with guidance issued by the Auditing Practices Board, and assessed whether the directors’
statements on going concern and internal financial control are consistent with the information of which we are aware from our
audit. That guidance does not require us to perform the additional work necessary to, and we do not, express any opinion on the
effectiveness of either the Group’s system of internal financial control or its corporate governance procedures nor on the ability of
the Group to continue in operational existence.

Opinion

With respect to the directors’ statements on internal financial control and going concern on page 20, in our opinion the directors have
provided the disclosures required by the Listing Rules referred to above and such statements are consistent with the information of
which we are aware from our audit work on the financial statements.

Based on enquiry of certain directors and officers of the Company, and examination of relevant documents, in our opinion the
directors’ statement on page 20 appropriately reflects the Company’s compliance with the other paragraphs of the Code specified
for our review by Listing Rule 12.43(j).

Ernst & Young 

Chartered Accountants 
Registered Auditor 
London 
1 June 1998

Auditors’report to the members of 
Dairy Crest Group plc
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Dairy Crest Limited Proforma Actual

1994 1995 1996 1997 1998
Profit and loss account summary £m £m £m £m £m

Turnover by segment:

Consumer Foods 386 392 432 460 475
Food Services 492 426 364 327 313

Continuing operations 878 818 796 787 788
Discontinued operations 193 75 11 – –

Group including share of joint ventures 1,071 893 807 787 788
Share of joint ventures’ turnover (73) (70) (56) (20) (30)
Group 998 823 751 767 758

Operating profit by segment:

Consumer Foods 15 16 19 27 30
Food Services 15 12 15 13 13
Continuing operations 30 28 34 40 43
Discontinued operations 10 4 1 – –

Total operating profit 40 32 35 40 43

Exceptional items – (1) –
Interest (4) (3) (2)
Profit before tax 31 36 41

Balance sheet summary

Operating assets:

Consumer Foods 81 97 123 139 151
Food Services 105 62 59 52 41

Continuing operations 186 159 182 191 192
Discontinued operations – (1) – – –

Total operating assets 186 158 182 191 192

Tax and dividend creditors (13) (23) (28)
Net borrowings (39) (22) (21)
Shareholders’ funds 130 146 143

Cash flow summary

Generated from operating
activities 58 53 33 38 55

Dividends from joint ventures 1 1 – 1 2
Fixed asset investment (net of grants) (24) (18) (10) (11) (17)

35 36 23 28 40

Interest received/(paid) 2 (2) (3)
Taxation paid (1) (8) (9)
Dividends paid – (4) (11)
Purchase of Mendip Foods/

other milk businesses (25) – (5)
Investment in 

Yoplait Dairy Crest Limited – – (15)
Other investing activities

(principally asset disposals) 10 6 4

9 20 1
Transactions with the RMMB (4) (45) –

Net cash inflow/(outflow) 5 (25) 1

Group financial history
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Registrar

If you have an enquiry concerning your shareholding in Dairy Crest Group plc,
please contact the Company’s Registrar, Lloyds Bank Registrars, The Causeway,
Worthing, West Sussex BN99 6DA. Telephone: 01903 502541.

Shareholder enquiries

For general shareholder enquiries please contact the Company Secretary’s department,
Dairy Crest Group plc, Dairy Crest House, Portsmouth Road, Surbiton, Surrey KT6 5QL.
Telephone: 0181 910 4000.

Share dealing service

If you do not have share dealing arrangements in place, Dairy Crest has a low 
cost share dealing service arranged by Hoare Govett Limited. Shareholders wishing to
use the service should contact Hoare Govett at 4 Broadgate, London EC2M 7LE.
Telephone: 0171 601 0101.

Personal Equity Plans (PEPs)

The Dairy Crest Group plc Single and General Company PEPs are arranged through
Bank of Scotland. These enable UK residents to invest in the Company’s ordinary
shares and benefit from certain tax advantages. Further details may be requested from
the Company Secretary’s department or Bank of Scotland, Personal Equity Plans, 
PO Box No 41, 101 George Street, Edinburgh EH2 3JH. Telephone: 0131 243 8053.

Analysis of ordinary shareholders 

at 15 May 1998

Holders Shares
Number Number

% (000) %

Category

Individuals and other holders 21,962 97.09 56,441 49.72
Insurance companies, pension funds,

banks, nominees and 
limited companies 658 2.91 57,065 50.28

22,620 100.00 113,506 100.00

Size of holdings

Up to 5,000 shares 19,640 86.83 36,925 32.53
5,001 – 20,000 shares 2,790 12.33 20,850 18.37
20,001 – 100,000 shares 102 0.45 4,207 3.71
Over 100,000 shares 88 0.39 51,524 45.39

22,620 100.00 113,506 100.00

Shareholders’ information
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NOTICE IS HEREBY GIVEN that the SECOND ANNUAL GENERAL MEETING
of the Company will be held at the Chartered Accountants’ Hall, Moorgate Place,
London EC2P 2BJ on Friday 17 July 1998 at 9.30 a.m. for the following purposes:

Ordinary Business

1 To receive and adopt the Company’s annual accounts for the financial year ended 
31 March 1998, together with the directors’ report and auditors’ report on 
those accounts.

2 To declare a final dividend for the year ended 31 March 1998 of 7.4 pence per
ordinary share payable to shareholders on the register at the close of business on 
12 June 1998.

3 To re-appoint Mr S M D Oliver as a director.
4 To re-appoint Mr T H Jones as a director.
5 To re-appoint Ernst & Young as auditors to hold office from the conclusion of this

meeting until the conclusion of the next general meeting of the Company at which
accounts are laid and to authorise the directors to fix their remuneration.

Special Business

To consider and, if thought fit, pass the following resolutions of which resolution 
6 will be proposed as an Ordinary Resolution and resolution 7 will be proposed as a
Special Resolution:

6 Ordinary Resolution

That, in substitution for all existing authorities, the power conferred on the directors
pursuant to article 4(B) of the Company’s Articles of Association be renewed for the
period expiring fifteen months after the date of the passing of this resolution and for
that period the “section 80 amount” is £8,223,500.

7 Special Resolution

That, subject to the passing of Ordinary Resolution 6 and in substitution for all existing
authorities, the authority conferred on the directors pursuant to article 4(C) of the
Company’s Articles of Association be renewed for the period expiring fifteen months
after the date of the passing of this resolution and for that period the “section 89
amount” is £1,418,000.

By order of the Board
R J Newton
Secretary
10 June 1998
Registered Office: Dairy Crest House, Portsmouth Road, Surbiton, Surrey, KT6 5QL.

Notes

1 A member entitled to attend and vote at the meeting is also entitled to appoint one
or more proxies to attend and, on a poll, vote instead of him. The proxy need not be
a member of the Company. 

2 To be effective, the instrument appointing a proxy and any authority under which it
is executed (or a notarially certified copy of such authority) must be deposited at the
Registrars of the Company, Lloyds Bank Registrars, The Causeway, Worthing, West
Sussex BN99 6DA, not less than 48 hours before the time for holding the meeting. 

Notice of Second Annual General Meeting
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Notes continued

A form of proxy is enclosed with this notice. Completion and return of the form of
proxy will not preclude shareholders from attending and voting in person at the meeting.

3 A partnership the name of which is entered in the register of members may, by any
two persons purporting to be partners in the partnership, authorise a person to act 
as its representative at the meeting. Such a representative shall be entitled to exercise
the same rights as an individual member in respect of the shares to which the
authorisation relates.

4 The register of directors’ interests kept by the Company under section 325 of the
Companies Act 1985 will be produced at the commencement of the meeting and
remain open and accessible during the continuance of the meeting to any person
attending the meeting.

5 In accordance with Regulation 34 of the Uncertificated Securities Regulations 1995,
only those shareholders registered in the register of members of the Company as at
6.00pm on 15 July 1998 (being the time hereby specified by the Company) shall be
entitled to attend or vote at the meeting in respect of the number of shares registered in
their name at that time. Changes to entries on the register of members after 6.00pm
on 15 July 1998 shall be disregarded in determining the rights of any person to attend 
or vote at the meeting.

Notice of Second Annual General Meeting continued
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