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HORACE SMALL APPAREL PLC

Horace Small Apparel is a leading manufacturer and distributor of
uniforms in the United States and Canada. Its products are supplied to
consumers through its national network of independent distributors,
company owned distributors and its unique national account

distribution system.
Customers now include federal, state and local government agencies,
major private sector commercial, telecommunications and transportation

companies, public safety organisations and security forces.

Horace Small Apparel is committed to developing strong customer

relationships based on a commitment to service, reliability and value.
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CHAIRMAN'S

“"THE YEAR SAW
ENCOURAGING
IMPROVEMENT IN
MARGINS IN OUR
-NATIONAL ACCOUNTS
AND OUR COMPANY-
OWNED DISTRIBUTION
BUSINESS.™

2 HORACE SMALL APPAREL PLC

STATEMENT

The company's results for the year ending 31st December 1996 were in line with

expectations and showed a modest increase in turnover and profitability.

Our main priority during the year was to
continue to identify and implement cost
reduction measures in our manufacturing
and distribution activities. Considerable
progress was made in both areas during
the year, resulting in some benefits in
1996 and with the potential for further

benefits in future years.

RESULTS

Turnover for 1996 was £91.3 million
($142.5 million) compared with £80.2
million ($126.6 million) in 1995 and pre-
tax profits increased from £3.8 million
($6.0 million) before exceptional charges
in 1995, to £4.0 million {$6.3 million). In
US dollar terms, which is the basis on
which substantially all our operating
business is conducted, this represents a
year-on-year increase of 12.6% in
turnover and 5.1% in pre-tax profits,
Earnings per share (adjusted for
exceptional charges of £600,000 in
1995) were unchanged at 12.0p for both
years. The main reason that earnings per
share did not increase in proportion to
profits is that we had a tax credit in 1995
of 0.7p per share which reduced to 0.3p
in 1996. For 1996 the figures were
calculated based on an average exchange
rate of $1.561 t? the pound ($1.579 in
1995).

OPERATING
PERFORMANCE

As we had anticipated, there was a small
decline in our gross margin in 1996
arising from our inability to increase
prices to fully compensate for our cost
increases. This was due entirely to our
wholesale business, which had a
disappointing year both by falling short
of its sales budget and by earning a
lower gross margin in a very competitive
pricing environment. Corrective actions
have been taken including the
introduction of our new line of “Tuff
Gear” law enforcement apparel and as a
result we expect to see increased sales in
1997 and a restoration of margins to

prior levels.

The year saw encouraging improvement
in margins in our national accounts and
our campany-owned distribution
business. There was a significant sales
increase in national accounts. The new
BellSouth account made a good initial
contribution and there were increased
revenues from FedEx and Continental
Airlines. There was a small decline in
sales at our company-owned distributors,
a reflection of the reduced number of
outlets. However, to the great credit of
the new management group responsible
for this business, there was an
improvement in gross margin together
with a reduction in operating expenses.
As a result, the overall profit contribution
from this activity was much better than

in prior years.




Our efforts to identify opportunities for
lower cost manufacturing continued
throughout the year. Our project to re-
engineer our Bassfield facility to flexible
response production techniques was
completed on schedule and within
budget and we will realise the benefits in
1997. We also reached agreement in
January 1997 1o lease a new sewing
facility in Brownsville, Texas, and initial
production is scheduled for April. We
expect that by year end this facility will
be operating at a level which will

produce significant cost savings in 1998.

We are closing our sewing plant in
Guthrie, Kentucky which will cease
operations in May 1997 with all
production being transferred to
Brownsville. We expect to take provisions
and other charges related to the closure
of Guthrie and start-up costs in
Brownsville of an amount anticipated not
to exceed £1.3 million ($2.0 million).

We have also continued to invest
considerable effort and money in
upgrading and expanding our MIS
capabilities. Maintaining a leadership
position in this area is critical to our
having a competitive edge in our national
accounts business as well as improving

the internal control of our business.

| am pleased to report that cash flow
from operations enabled us to reduce
bank debt by approximately $6 million
during the year and further reduction is
expecied by the end of 1997.

FINANCIAL YEAR END
We have decided to change the

company's financial year-end to 30th
September. Accordingly, our next
financial accounting period will be for
the nine months ending 30th September
1997. The principal reason for this
change is that the three monihs ending
December are by far our busiest period
and taking year-end inventory places
considerable strains on our business.
After reviewing the alternatives, we have
concluded that September is the most
efficient time for us to make our physical
inventory count and close our annual
accounts. We will report our resulis for
the six months ending 30th June 1997 in
the normal way and, thereafter, we will
move to September and March reporting

periods.

FUTURE PROSPECTS

I said last year that our future success
depends on our ability to improve our
cost competitiveness, thereby enabling
us to add profitable new business as well
as retaining our existing customer base,
and improving the performance of our
company-owned distributors. The
agenda remains the same. | believe that
we have made considerable progress
towards achieving our goals, with the
most important element being the
decision to establish the Brownsville
operation.

“....WWE HAVE MADE
CONSIDERABLE
PROGRESS TOWARDS
ACHIEVING OUR
GOALS..."
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CHAIRMAN'S

*...WE ANTICIPATE A
SIGNIFICANT
IMPROVEMENT IN
PROFITABILITY IN
FISCAL 1298."

4 HORACE SMALL APPAREL PLC

STATEMENT

Due to the fact that we traditionally earn
approximately sixty per cent of our
operating profits in the three months
ending December, we expect to show no
more than a smalt profit for the nine
month fiscal period ending 30th
September 1997, particularly after taking
into account the one-time charges
related to the closure of Guthrie and
start-up costs in Brownsville,
Nonetheless, prior to such charges we
are hopeful of a modest improvement in
turnover and underlying profits
compared to the corresponding nine
months in 1996, Based on the benefits
we expect from our manufacturing
restructuring programme, we anticipate a
significant improvement in profitability in
fiscal 1998.

Our employees have responded to the
challenges we face with hard work and
enthusiasm and 1 would like to thank

them all for their contribution. | would
also like to thank all shareholders for

their continuing support and to express
my hope and belief that their patience

will be rewarded.

—s b

J Colin Keith
CHAIRMAN




PRESIDENT'S

REPORT

Our performance in 1996 gives us reasonable cause for satisfaction. Whilst not

uniformly good across the board, most sectors of our business did better than

in the previous year: our national accounts produced strong revenue growth, and our

company-cwned distributors produced a turnaround to show a considerable advance

on 1995,

Our one area of disappointment was in
wholesale where sales fell short of
budget and competitive pricing pressures
had a negative impact on margins.
However, we are confident that greater
flexibility in production and a series of
new products will improve this situation
in 1997.

ONE COMPANY

During the year we took steps to
reinforce our ‘one company’ philosophy.
In 1995 we established four strategic
business units - national accounts,
wholesale, manufacturing and company-
owned distributors - which clearly
identified the areas in which we operate.
It was in part a recognition that different
markets demanded separate and clearly
focused attention and a range of
specialist skills. The next stage has been
to strengthen the lines of communication
between each group, utilising common
services wherever possible, bringing
together aspects of manufacturing,
product sourcing, purchasing, financial
reporting and marketing services in order
to maximise the economies of scale that

flow from such unity.

Our identity in the market place is also
being more sharply defined through the
introduction of a new company logo in
which R & R, the name applied to our
company-owned distributors and
national accounts, is directly linked with
Horace Small. This clearly establishes the
connection between the two names
while presenting a more up-to-date

image.

NATIONAL ACCOQUNTS

The national accounts team produced

“THE NATIONAL
ACCOUNTS TEAM
PRODUCED
EXCELLENT RESULTS
WITH A 33%
IMPROVEMENT IN
SALES AND A 55%
ADVANCE IN
OPERATING PROFITS."

excellent results with a 33%
improvement in sales and a 55%
advance in operating profits. These
margins were due to a combination of
increased business through existing
accounts and the addition of one major

new uniform programme.

BellSouth - the new account - is one of
America’s largest telecommunications
companies. A significant factor in the
success of this programme has been the
ability of our Nashville facility to handle
the distribution, enabling us to make
increasingly efficient use of existing
resources. We are focusing on leveraging
the Ft. Worth (American Airlines) and
Montreal {Air Canada) distribution

centres in a simifar manner to Nashville.
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PRESIDENT'S

“THE TURNAROUND IN
PERFORMANCE OF OUR
COMPANY-OWNED
DISTRIBUTORS HAS
BROUGHT GREAT
CREDIT UPON
EVERYONE INVOLVED."

6 HORACE SAMALL APPAREL PLC

REPORT

FedEx, one of our largest National
Accounts programmes, experienced an
excellent growth year with the
introduction of a new uniform image.
Our Memphis distribution centre with
responsibility for this programme has just
been awarded the international quality
standard certification 1509002, We
intend to bring our other distributicn

centres up to this standard in the future,

The success of our uniform distribution
programmes in air transport, courier
services, and telecommunications,
encourages us to seek further business in

these and other major US industries.

COMPANY-OWNED
DISTRIBUTORS

The turnaround in performance of our
company-owned distributors has brought
great credit upon everyone involved.
Eighteen months ago they were causing
concern with a few outlets performing
well but the majority producing
disappointing results.

in 1996, a senior vice president was
appointed to direct this operation,
followed by continued strengthening of
the management team. Individual
managers were given greater autonomy
in the running of their stores:
empowered to make, decisions,
determine inventory mix within
designated levels, and effectively run
their own businesses. We analysed the
strengths and weaknesses of each outlet;
costs, inventory, locations and the size

and type of display areas. New cost

controls and a cap on administrative
expenses brought significant

improvements in profit levels.

Our Charlotte and Dallas stores both
suffered the twin handicaps of an
unsatisfactory location and business
conducted on multiple floors. Their
subsequent moves to new locations
brought them the advantages of
operation on a single level, a more
favourable location and much improved
prospects. Similar action is to be taken
with the Houston, Philadelphia and

Richmond outlets.

Further savings are being achieved
through our storefront programme. This
concept allows for a store presence in a
smaller community with the major order
processing done in a regional distribution
centre. Our Raleigh store was the first
beneficiary of this plan with total store
area cut from 15,000 square feet to
3,000 square feet and most distribution
moved to the Charlotte store. This has
brought substantial savings, and similar
actions are currently being reviewed in

several of our smaller store locations.

The combination of management
changes, relocation to better sites, and
quicker delivery have boosted rorale,
brought new levels of confidence,
improved efficiency and substantially
advanced the future prospects of our

company-owned distributors.




WHOLESALE

The wholesale business is product and

relationship driven and success depends
on a strong relationship driven sales force

combined with the right merchandise.

In response to market requirements, a
new line of outerwear will be introduced
in 1997. The new outerwear collection
includes a range of easy-care,
lightweight jackets with interchangeable
liners which give exceptional warmth
and protection even in the most extreme
weather conditions. Employing state-of-
the-art materials with unigue insulation
properties, these jackets give full
protection against wind, rain and

temperatures as low as -30°F.

Ancther new line, Tuff Gear, was
introduced in late October at a meeting
of the International Association of Police
Chiefs, the largest exhibition of its kind.
Tuff Gear is a tactical dress uniform
designed to meet the more rigorous
requirements of police work and utilises
a new synthetic fabric that feels like
wool and has the ability to breath like
wool. These wool-like capabilities allow
the fabric to function well in both hot

and cold conditions.

We are confident these new products
developed to meet the requirements of
an ever-changing and competitive
marketplace will bring the wholesale
business back to the strong position of
1994-1995.

MANUFACTURING

Our entire manufacturing processes
required a radical change in our
production methods if we were to meet
our inventory targets and maintain
customer service levels. Team based
quick response was the method we
selected, but this required an intensive
programme of retraining and the

purchase of additional machinery.

Training, which took more than a year,
was completed in our Bassfield shirt plant
in November, and those concerned are
to be congratulated on their success in
carrying this through while, at the same
time, maintaining normal production
schedules. The result is that we now
have a team-based, multi-skilled
workforce capable of handling a range of
production tasks with a throughput time

reduced from six weeks to two weeks.

Our new production unit in Brownsville,
considerably larger than the Bassfield
plant, will add significantly to our
manufacturing capabilities. Under
previous ownership, this unit operated as
a sewing facility for more than 20 years.
it has skilled workers operating in a team
based quick response mode with a
throughput time of less than two weeks.
We have retained some of the
machinery, appointed a supgrvisory staff
and re-employed 150 of the former
workforce which is approximately the
same number we employ in Bassfield.
There is scope for significant expansion
in the future for Brownsville as demand

increases.

*....WWE NOW HAVE A
TEAM-BASED, MULTI-
SKILLED WORKFORCE
CAPABLE OF HANDLING
A RANGE OF
PRODUCTION TASKS...”
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PRESIDENT'S

“THE RESURGENCE OF
COMPANY-OWNED
STORES IS EXPECTED
TO TAKE THEM TO
IMPROVED LEVELS
OF PROFITABILITY."”

8 HORACE SMALL APPAREL PLC

REPORT

We continue to expand our sourcing
organisation whose task is fo select and
supervise outside contractors capable of
manufacturing products to our
specification. This is an increasingly
important function because there are
many items unsuited to our
manufacturing lines which can be

produced more efficiently elsewhere.

CORPORATE
DEVELOPMENTS

Activity throughout Horace Small is now
permeated by our ‘one company’ vision,
and developments within each
department have been directed towards

promoting this philosophy.

New corporate services have been
introduced and others have been
reorganised. Changes in the finance
department, with all credit functions
reporting to one corporate treasurer,
brought substantial results in accounts
receivable collection in 1996. An
inventory planning group now monitors

stock levels throughout the company

and has developed imventory audit

functions. New management has been
appointed to run information services
and a comprehensive review of all our
information systems is being conducted
by EDS, a world leader in this field, with
the objective of recommending further

improvements.

NEXT YEAR

Qur future plans are now clearly defined,
based on the successful initiatives of the
past year. Our ‘'one company’ philosophy
has brought real, practical benefits which
show up on the balance sheet and will
be pursued wholeheartedly in 1997.
Further cash flow improvements will be
sought through inventory and accounts

receivable management.

A build-up in manufacturing facilities will
take place at both Bassfield and
Brownsville, with particular emphasis on
the latter. We plan to expand our
wholesale business through sales of Tuff
Gear and new outerwear products and
are hopeful of increased police business
resulting from major participation in a
police mail order catalogue. The
resurgence of company-owned stares is
expected to take them to improved
levels of profitability. We are now
pursuing several new opportunities to

expand our national accounts business.

I congratulate everyone on the real
progress made during the past year.
Much has been accomplished, attitudes
are positive, team spirit is improving and
efficiency levels are on the rise. The

stage is set for further advances in 1997.

/@Mu./}@t,y

Robert W. Gates, Jr.
PRESIDENT AND CHIEF OPERATING
OFFICER




FINANCIAL

REVIEW

Since the group conducts substantially all of its operations in the United States

and substantiafly all of its assets, liabilities, revenues and expenses are

denominated in US dollars, all amounts included in this Financial Review are in US

dollars, except for earnings per share, which are denominated in pence sterling.

Also, all amounts are before the impact, where applicable, of exceptional charges of

$0.9 million incurred in 1995 for costs of an aborted merger and final payments due

under a terminated employment contract.

The effects of exchange rate movements
on sterling results were not significant in
relation to the profit and loss account
and cash flow statement as the average
exchange rate of $1.561 in 1996 moved
less than 1% from $1.579 in 1995, The
year end exchange rates in relation to
the group balance sheet showed a more
significant movement of approximately
10% to $1.712 in 1996 from $1.554 in
1995 reflecting the strengthening of the
pound during the latter part of 1996.

RESULTS OF
OPERATIONS

Turnover increased 13% to $142.5
million in the year ended 31st December
1996 from $126.6 million in 1995. A
33% increase in sales to national
accounts contributed virtually all of the
year-to-year growth as wholesale sales
increased only 3% and sales from
company-owned distributors declined
3%. Decreased sales in the company-
owned distributors were primarily the

result of a reduced number of outlets.

First year sales from the new BellSouth
account combined with growth in sales
to FedEx, Continental Airlines and the
federal government agencies accounted
for the increase in the national account

business.

Cross profit increased 12% to $44.6
mitlion in 1996 from $40.0 million in
1995 primarily as a result of the increase
in group turnover and improved gross
margins from company-owned
distributors and national accounts.
However, the group gross profit margin
declined from 31.6% to 31.3% because
of a lower gross margin from wholesale
sales and increased costs in the
company's manufacturing operation.
Competitive pressures prevented the

company from raising prices to fully

- cover the cost increases.

Group operating expenses increased at
the same rate as sales growth which,
when combined with the decrease in the
gross margin, resulted in a decline in the
operating margin to 6.1% in 1996
compared to 6.5% in 1995,

HORACE SMALL APPAREL PLC ©




FINANCIAL
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REVIEW

Company-owned distributors reduced
operating expenses through streamlining
the sales and marketing effort, improving
operating efficiencies and significantly
reducing administrative expenses.
Operating expenses in national accounts
increased at a rate slightly less than the
rate of sales growth reflecting economies
of scale realized from the increased
business handled by the Nashville and
Memphis distribution facilities.

Increased wholesale operating expenses
disproportionate to sales growth are
indicative of the efforts required in
response to the competitive

environment.

The group's pre-tax profit increased 5%
to $6.3 million in 1996 from $6.0 million
before exceptional charges in 1995. As a
percentage of sales, pre-tax profits
declined to 4.4% in 1996 from 4.7% in
1995 which was in line with the decline
in the operating margin. Interest expense
increased 12% in 1996 compared to the
prior year as average bank borrowings
were higher in the year to finance
working capital requirements in the start-
up of the new national accounts.
However, by year-end 1996, bank debt
was $5.9 million less than the prior year-
end.

The group recorded a $0.1 million US tax
credit in 1996 compared to a $0.4
million credit in 1995. Tax losses
available for offset against future profits
subject to United States Federal taxation
now stand at approximately

$13.7 million.

Profits after tax were virtually unchanged
in 1996 from 1995 and adjusted earnings
per share were 12.0p in both years,

RESTRUCTURING
PROGRAMME

In 1996, utilization of the accrual for
restructuring costs was almost entirely
the result of expenditures for the project
to re-engineer the Bassfield
manufacturing facility to flexible
response production techniques. At
31st December 1996, the remaining
accrual balance was $0.6 compared to
$1.6 million at year-end 1995 and an
original total of $6.6 million. It is
expected that this balance will be utilized
in 1997 in the continuing effort to
implement the manufacturing cost

reduction and i’estructuring strategy.

CASH FLOW AND
FINANCING

Net cash provided by operating activities
was $10.5 million compared to cash used
of $9.0 million in 1995. Reduction of
working capital requirements for new
national accounts was the primary
reason for this significant improvement in

cash flow.




Trade debtors decreased $3.8 million in

1996 compared to an $8.8 million
increase in 1995 primarily as a result of a
$6.0 million decrease in balances due
from national account programmes
begun in 1995 compared to a $7.7
million increase in the same account
balances during 1995. Stock balances
increased $3.1 million in 1996 compared
to a $7.0 million increase in 1995. The
increase in both years was primarily for
new national account contracts and sales
growth of existing programmes serviced

by the national account business.

During 1996, the company reduced its
bank borrowing by $5.2 million.
Internally generated funds and
availability under bank credit facilities at
cutrent levels will provide necessary
capital for the start-up of the Brownsville
manufacturing facility, seasonal working
capital requirements and the group's
capital expenditure programme in 1997.

Richard B Vacek, Jr.
FINANCE DIRECTOR
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DIRECTORS'™ REPORT

The directors have pleasure in submitting their report together with the audited accounts for the year ended 31ist December 1996.

Activities

The company's principal operating subsidiary undertaking, Horace Small Manufacturing Company ("Horace Small”), and its
subsidiary undertakings together are integrated manufacturers and distributors of fitted uniforms and corparate clothing as
well as being distributors of accessories and equipment. Horace Small currently serves US Federal (non-military), State and
Local Government agencies, a number of safety and security work forces and a range of large and small corporations.

A detailed review of the business and future prospects is contained in the Chairman’s Statement, the President's Report and
the Financial Review on pages 2 to 11.

Results

The results for the year are set out in the profit and loss account. The profit on ordinary activities after taxation amounted to
£4,112,000 {1995 - £3,414,000).

Dividends and transfers to reserves
The directors are not recommending the payment of a dividend (1995 - nil).

Substantial interests
At the date of this report the company has been notified of the following substantial interests in the shares of the company:

No. of shares %
North Atlantic Smaller Companies Investment Trust PLC 4,400,000 12.8
Secondcc,nso]!datedﬁust e 4.1. 033110 ......................................... 1 19
Seaway Lid 4,081,100 - 119
B 1977573 ............................................ 53
Schroder Unit Trusts Limited™ | 1,975,000 58
CremtswsseSma”ercompamESFund .................................................................................................. 1 ’710000 ........................................... 50
Cumberland Partners 1115000 33

*Schroder Unit Trusts Limited is a wholly owned subsidiary of Schroder investment Management Limited. The company has
been informed that in total Schroder Investment Management Limited in its capacity as discretionary portfolio manager has
an interest in 4,587,600 shares representing 13.4% of the issued share capital.
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Directors
The directors who held office during the year were as follows:

J. Colin Keith (Chairman), Richard B. Vacek, Jr., Robert W. Gates Jr., The Hon. William D.Eberle, Christopher H. B. Mills,
R. James P. Morton, Irvin L. Small, Paul G. Dumond (appointed 8th May 1996) and Douglas A. Small (retired 8th May 1996).

In accordance with the Articles of Association, Mr ). Colin Keith and The Hon. William D. Eberie retire by rotation at the
forthcoming Annual General Meeting and, being eligible, offer themselves for re-election.

Supplier payment policy
It is Horace Small's policy to negotiate payment terms with its suppliers and to ensure that they know the terms on which
payment will take place when business is agreed. It is Horace Small's policy to abide by these terms.

Close company status
So far as is known the company is not, and has not been, a close company as defined by the Income and Corporation Taxes
Act 1988,

Auditors
A resolution to reappoint Arthur Andersen as auditors will be proposed at the forthcoming Annual General Meeting.

Masters House order of the Board
107 Hammersmith Road Paul G. Dumond
London W14 0QH Secretary
7th April 1997
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CORPORATE GOVERNANCE

Directors” Statement on Corporate Governance Matters

Following the publication in December 1992 of the Code of Best Practice by the Committee on the Financial Aspects of
Corporate Governance, the Board has reviewed the company's compliance during the year ended 31st December, 1996. The
Code covers four broad areas, namely the composition and procedures of the Board of Directors, the appoiniment and role
of non-executive directors, the service contracts and pay of executive directors and the directors’ responsibilities with respect
to financial reporting and controls. The Code contains nineteen specific provisions in respect of these four areas.

The comnpany has complied throughout the year with the Code except that non-executive directors are not appointed for
specific terms. However, the board periodically reviews their performance and effectiveness.

Internal financial control

The Board of Directors has overall responsibility for ensuring that the group maintains a system of internal financial control to
provide them with reasonable assurance regarding the reliability of financial information used within the business and for
publication and that assets are safeguarded. There are inherent limitations in any system of internal financial controf and
accordingly even the most effective system can provide only reasonable, and not absolute, assurance with respect to the
preparation of financial information and the safeguarding of assets.

The key features of the internal financial control system that operated throughout the period covered by the accounts are
described under the following headings:

Management information systems Incorporating planning, budgeting and forecasting systems and a monthly review
of actual results compared with budget.

Group controls Commeoen accounting systems and controls are in place throughout the group and
are monitored on a regular on-going basis.

Organisation There are well structured financial and administrative functions at both head
office and operational level staffed by appropriately qualified personnel. The key
functions include:

Group accounting

Corporate planning and group treasury
Legal and company secretarial

Group taxation

All functions report to the Board of Directors on a regular basis to provide
assurance that their respective areas of responsibility are adequately controlled.

Monitoring procedures ' All aspects of internal financial control are considered and monitored regularly by
the Board of Directors and the Audit Committee.

Going concern

After making enquiries, the directors have a reasonable expectation that the company and the group have adequate resources
to continue in operational existence for the foreseeable future. For this reason, they continue to adopt the going concern basis
in preparing the accounts.

Directors’ responsibilities

Company law requires the directors to prepare accounts for each financial year which give a true and fair view of the state of
affairs of the company and group and of the profit or loss of the group for that period. In preparing those accounts, the
directors are required to:

* sefect suitable accounting policies and then apply them consistently;
* make judgements and estimates that are reasonable and prudent;

» state whether applicable accounting standards have been followed, subject to any material departures disclosed and
explained in the accounts; and

* prepare the accounts on the going concern basis unless it is inappropriate to presume that the group will continue in
business,

T4 HORACE SMALL APPAREL PLC




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

Auditors’ responsibilities
Company law requires auditors to form an independent opinion on the accounts presented by the directors based on their

audit and to report their opinion to the shareholders. The Companies Act 1985 also requires auditors to report 1o the
shareholders if the following requirements are not met:

» that the companies in the group have maintained proper accounting records;
» that the accounts are in agreement with the accounting records;
= that directors’ emoluments and other transactions with directors are properly disclosed in the accounts; and

+ that the auditors have obfained all the information and explanations which, to the best of their knowledge and belief, are
necessary for the purpose of their audit.

The auditors’ opinion does not encompass the directors’ report on pages 12 and 13. However, the Companies Act 1985
requires auditors to report to the shareholders if the matters contained in the directors’ report are inconsistent with the
accounts,

Remuneration committee report
The members of the remuneration committee during the year were The Hon. William D. Eberle (Chairman),
Christopher H. B. Mills and Irvin L. Small.

The group's policy on the granting of share options is to motivat