QUAKER OATS LIMITED AND SURSIDIARIES /f -
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REPORT OF ‘THE DIRECGTORS

FOR THE YEAR ENDED 30TH JUNE, 1979

The directors have pleasure in presenking their report together with the
aundited accounts for the year ended 30th June, 1979,

PRINCIPAL ACTIVITIES:

The prineipal activities of the Group were the manufacture and sale of
grocery products and toys and the sale of chemlcals.

Contributions to Group profit before taxation were as followsi-

.

Pexr cent of Per cent of
Group sales . Profit before tax
979 78 1979 978
Grocery products 69 71 51 70
Chemicals 9 11 24 25
Toys 2 a8 3 3
100% 100% 100% 100
—— —— S— mst

In the group results it should be noted that the performance of grocery
products was affected by the difficult trading conditions in the United
Kingdom during the year. Over the same peried the sales and profits of
tovs improved.

PRGFYT:
The Group's net profit for the year ended 30th Junz, 197% wag £3,005, 000

(1978 - £%,862,000). No dividend is proposed and consolidated retained
earnings of £13,139,000 will be carried forward.



DIRECTORS;
The directors who served during the yesr werei-

Ry G, Lagden - Chairman

Gs Jv Yapp (U.5.A.) -  Managing Divector from appeintment
on 12th April, 1979

J. B. Felter Jr. (U.8.A.) ue Managing Director until] resigpation
on 30th Mawchk, 1979

F. G. Earwaker

?. W. Gibbs

A, 8. Hart (U.S.A.)

H. W, Hooper

R. D, Jaquith (U.S.A,)

F. J. Morgan (U.S.A.)

Js A, Neloon {U.S.4A.)

R. D» Stuart Jr. {U.5.A.)

Directors retiring by rotation are Mr, ¥. &, Earwaker, Mr. R. D. Jaquith
and Mr, F. J. Morgan who, being éligible, offer themselves for re-
election, Mr., G. J. Yapp was appointed under article 92 of the Articles
of Assoclation and, being eligible, offers himself for re-electiomn.

None of the directors had any beneficial shareholdings in the U.K. Group
of companies during the year.

EMPLOYEES:

The average weekly number of employses was 1,702 (1978 ~ 1,702) and the
aggregate remuneration paid to all employees during the year was £7,399,000
{1978 ~ £6,990,000).

CHARLTABLE DONATIONS:

The Group made donations to charitable organigations during the year
amounting to £1,274 (1978 -~ £1,064). :



EZPORTS

The value of goods exzpprted from the United Ringdom by the Group during
the year wes £5,110,000 (1978 - £3,587,000),

POST BALANCE SHEET EVERT ~ FIRE:

On 26th July 1979 the company suffered a major fire iv which a 48,000
square foot raw materiale warehouse was destroyed, Claims are In the
process of heing made; for Inventory at full replacement cost; for
building, plant and machinery at reinstatement cost snd for consagquential
loases, ‘'The compeny is fully insured for these losses and the Directors
are of the opinion that the fire will not have & material affect on the
groups results for the year ending 30th June, 1980.

AUDITORG:

‘Messrs. Arfhur Andersen & Co. have indicated that they are willing to

contimve as auditors, and accordingly a resolution will be proposed to
reappoint them at the Annual General Meetdng.

ON BEHALF OF THE BOARD,

R. G. Lapden
Chairman



ArTHUR AnneERSEN & Co

1 SyrRREY STREET
LonNDpar WERR 2PS

To the Members of Quaker Oats Limlted:

Ve bavs examined the bhalance sheets of QUAKER 0ATS TIMITED and the
consolidated balence shaets of QUAKER OATS LIMITED AND SURSIDIARIES at
30th June, 1979 and 1978 and the related consolidated statemants of
profit and loss and source and application of funds fer the years ended
on those dates, prepared on ihe historical cost basis.

In our opinion, the accompanying accounts give a true and fair vlew, on
the historical cost basis, of the state of affairs of the Company and
the Group at 30th June, 1979 and 1978, and of the profit and source and
application of funds of the Group for the years ended on those dates,
and comply with the Companies Act 1948 and 19467.

(i Hor G ﬂw‘ﬁ;

9th August, 1979
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QUAKER OATS LYNITER AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF PROFIT AND LOSS

FOR THE YEARS ENDED 3Qth JUNE, 1979 AND 1378

Notas 1972 1978
£7000 €7000
WET SALES : 1 67,416 59,371
COBT QF SALES AND EXPENSES 63,218 56, 0B4
Profit before taxation 7 4,198 “§‘287

TAXATION:
Corporation tax, including
deferred taxation of £1,389,000
(1978 - £995,000) 1 2,341 1,425
Exceptional credit {(all relating to
deferred taxation) arising from
the provisions of the Finance
(No. 2) Act., 1979, by which
claims made for stock appreciation
relief in 1973 and 1974 have

become permanent reliefs. - 7 (2,148) -
1,193 1,425
Net Profit 7 3,005 1,862
RETAINED EARNINGS, beginning of year 6 10,134 8,272
RETAINED FARNINGS, end of year 6 13,139 10,134
T8 PO A £ M RS AT T £ AT 2%

The accompanying notes are an integral part of these statements.
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QpAgER OATS LIMITED AND SUBSIDTARIES

BALANCE SHEETS -z 30th JUNZ, 1979 AND 1373

Notes COMPANY CONSOLIDATED |
T Tig79 1978 TIe T 1978
1000 £T000 ET000 EY900

L

CURRENT ASSETS:

fash and short-term deposits 2,799 117 2,964 135
Acenunte recelvable and prepald expenses 4,950 by 335 0y 776 54973
Inventories 12 7,873 7,107 10,93% 10, 504
Due from parent and fellow-subsidiaries 1,333 2,645 395 879

17,005 14,204 21,074 17,491

CURRENT LIABILITIES:

Bank overdrafts and loans 3 316 789 340 894
Accounts payable and accrued expenses 4,857 4,157 5,921 4,859
Taxation 1 1,158 406 1,250 468
Due to parent and fellow-subsidiaries 4,205 3,884 4,502 4,901

10,536 9,236 12,013 11,322

Net current assmets . 6,469 4,968 9,061 6,369
TNVESTMENT IN SUBSIDIARIES 1 1,849 711 - -
GOODWILL 1 © 805 | 860 805 860
PROYERTY, PLANT AND EQUIPMENT, net 16&4 10,259 9,481 10,359 9,575
DEFERRED GOVERNMENT GRANTS 1 (175) - (175) -
DEFERRED TAXATION 185 (5,568) (5,386) (6,411)  (6,170)

Net assets 13,639 10,634 13,633 10,634

Representing - T T o T

SHAREHOLDERS' INVESTMENT:
Share capital - authorised, issued and
fully~paid ~ 500,000 shares of
£1 each 500 500 500 500
Retained earnings 6 13,139 10,134 13,139 10,134

13,639 10,634

bl frmtmimrniy

. F. G, EARWAKER

The accompanying notes are an integral part of these balance sgheets.
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QUAKER OATS LIMITED AND SUBSIJIARIES

CONGOLIDATED STATEMENTS OF SOURCE AND APPLICATION OF FUNDS

FOR TﬂE_?EASS_EEDEDV3ch JUNE, 1979 AND 1978

SOURCES OF FUNDS:
Operations ~
Net Profit
Add or (deduct) items mot inyolving cash
flow during the year -

Depreciation
smortisation of goodwill
Net increase in deferred taxation
Net loss/{gain) on disposal of property,
plant and equipment

Total funds from operations

Proceeds from sale of praperty, plant and
equipment
Effect of other movements on deferred
taxation (mainly relating to prior year
stock appreciation relief)

Total fundsg provide&
USES OF FUNDS:
Purchases of property, plant and equipment,

net of grants of £175,000 (1978 - NIL)
Repayment of long-term debt

Total funds used

Increase (dectrease) in net current
assets :

Refiecting =

.INCREASES (DECREASES) IN NET CURRENT ASSEIS:

Net liquid funds -
Cash and short~term deposits
Bank overdrafts and loans

Accounts receivable and prepaid expenses
Inventories

Due from parent and fellow~subgldiaries
Accounts payable and acérded expenses

Taxation o
Due to parent and fellow-subsidiaries

The accompanying notes are an integral part of these statements,

19749
£'000

3,005

75),
53
241

117

4y 169

113

2,692

589
54
993

(26)

PP

3,474

105

102

3,681

3,489
1,750

95239

(1,558)

112
1,848

1,960
(560)
(191)

495
(712)
(353)

(2,257)

S ———

(1,558}

AT
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Q?AKERlQA?S_L;MITED AND SUBSIDIARTES

HOTES 'O ACCOUNTS - 30th JUNE, 1979 AWD 1973

1, SUMMARY OF ACCOUNTING POLICIES;

a)

b)

e)

d)

e)

Bagls of presentation and consolidation =

The accompanying consolidated accounts have been prepared on

the historical cost basis and include the accounts of the
Company and its five wholly-ouned subsidiaries, Sutheriands
Foods Limited, Yelix Catfood Limited, Felix Pet Foods Limited,
Fleher-Price Toys Limited, and Merchandising and Sales Services
Limited. Only the last two subsidliaries are nperating companies,

The effect of all significant intercompany transactiona has
heen eliminated,

Translation of foreign currencies -

Purchases transacted in foreign currencles are recorded iIn
sterling at the exchange rates prevalling at the dates of the
transactions.

Foreign currency balances at year~end are translated into
sterling at the approximate rates ruling at that date. Any
resultant gains or losses (immaterial in 1979 and 1978) are
reported in the statement of profit and loss.

Inventories (Note 2) -

Inventories of grocery and chemical products (£7,177,000;

1978 - £6,973,000) are stated at the lower of quartexly average
cogt and net realisable value, Inventories of toys {£3,762,000;
1978 - £3,531,000) are stated at the lower of first-inm, first-

out cost and net realisable value.

Investment in subsidiavies - ‘
1nvestment in subsidiaries is gtated at the Company s‘equity
in the net assets of the aubsidiaries, less advances from non-~

trading subsidiaries.

Goodwi{ll —~

Goodwill represents the excess of the cost of investment in

i ver the net tangible assets at the d;te of
iﬁzﬁigiiioisaﬁd {5 stated at cost, less accumtlated amoyrtisation,
amounting to £841,000 at 30th Juns, 1979 (1978 ~ £786,000).

6 which arose on the acquigition of one
tiged on a straight-line basis over
1983, ‘'The goodwill which arose on
amortised until 1970, but has not been

The goodwill of £544,02
subsidiary ig being awor
ten years to 30th June,
other acquisitions was
amortised since.
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sozijzmiﬁmpi2320§2§ gﬁfleent are gtated at cost fnet of
depreciation, The Gre&elopment grants) less accumulated
of¢ the cost of the roup has provided depreciation to write
on & straighe-lin assets over their estimated useful lives
on & straight-line basis at the following annual, composite

rates -

Land and construction-in-progre -

Buildings Progress - g;% to 20%
Plant and machinery -~ 5 to 1247
0ffice furniture and equipment -~ 10%
Motor vehigles ~  25%
Moulds and testing equipment ~

25% to 33 1/3%

g) Government grauts =
Reglional developmant grants are netted off agsinst the cogt of
the assats conceined, and so are released to income, as a
raductiun_of the depreclation charge, over the estimated
useful life of the agsets attracting the grani,

Interest relief grants are clapsified ae deferred government
grants when received, and are amortised by varylng amounts
each year, calculated as the notional amnual cost of funding
the new operations for which the grants were made.

h) Net sales =
Net sales represent the invoiced value of shipments to customers,
1esa returns, allowances and VAT,

1)  Taxation (Note 5) - '
The charge for corporation tax has been based on the profit
before taxation adjusted for expenses not allowable for tax
and in 1978 and 1979 is stated after a write~back of under-
provisions in prior years. The rate of corporation tax in

1978 and 1979 was 52%.

Deferred taxation has been fully provided at historical rates
and represents mainly corporation tax deferred due to-

- The difference between book and tax depreciation, and
- gtock appreciation relief.

INVENTORIES:

Inventories comprise - Company comsolidated

Finished product 4,314 4,599 Zo330 7,996

Raw materials 3,559 2,508 3,559 ., 2,508
7,813 7,107 10,539 710,504

e mmm MR it fns oimszom e

BANK OVERDRAFTS AND LOANS!

At 30th June, 1976 and 1978 the Company and‘the GKEQP had overdraft
facilities o% £5, 430,000 and £6,750,000 respectively.

' ez tes of £4,000,000 for
L np 1so has itrevocable 1gan facilit -
p2§i§§§pigyu§l§§ sii years. At 30¢h June, 1979 thege faciiifieg .
were unuged (1978 -~ £500,000 drawm dowa apd classified as 4 cutren
1{ability} .
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4.  PRUPERTI, PLANT AND EQUIPMENT:

Movement on these accownts for I
&l : the Conpany and the Gp during the yeaw
ended 30th June, 1979, was as forizee o o LT CFOuR during the yea

a} Company =

Plant,
wachingry Construgtion
Free%?ld and wi e
Total 'Laﬁd' “Buildings wehlecles propress
fost T'060 ¥T000 TET000  TUE'000° T 2000
Balamce, st July, 1978 12,333 N4 2,513 7,800 %, 306
Additicns 1,720 = ' "507 1,213
Refiﬁgmentﬁ (410) (&) a9) (387) v
Tranafers - - 261 1,206 (1, 557)
Balance, 30th June, 1979 13,643 710 2,755 9,214 962
Accumulated depreciation =~ m— m——
Balance, 1st July, 1978 2,852 - 562 2,290 -
Provision 719 - 71 648 -
Retirements (187) - (16) (171) -
Balance, 30th June, 1979 3,384 - 617 2,767 -
 Net ~ - e
1679 10,259 710 2,138 6,449 262
1978 ' 9,481 714 1,951 5,510 1,306
b)  Group - Plant,
machinery Construction
Freehold and ~in-
Total Land Bulldings Vehicles propress
£7000 £'000 £7000 £1000 £'000
Cogt ~
Balance, 1st July, 1878 12,559 714 2,513 8,026 1,306
Additions 1,768 - -~ 355 1,213
Retirements (425) (4 (19) (402) -
Transfers -~ - 261 1,296 (1,557
Balance, 30th June, 1979 13,902 710 2,755 9,475 962
Accumulated depreciation ~
" Balance, lst July, 1978 2,984 - 56% 2,432 -
Provigion 751 - Z6) 5723 =
Retirements (192) - ( ( -
Balance, 30th June, 1979 3,543 - 617 2,926 -
Neig;g 10,359 710 2,138 6,549 962
1978 9,575 714 1,951 5,604 1,306

sy ae seny E— b STty po 2ot Iprgas e e
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TAXATION:

Deferred t &
reiztin; ﬁZXifion at 30th Jupe, 1979 and 1978 comprises ampunts

Campany Congolidated
19791978 1879 1978
£'000 31000 £7000 £1000
Differences hetween hook and
tax depreciation 4,071 3,563 4,097 3,592
Stock appreciation relief 1,497 1,823 2,359 3,482
Tax effect of losses carried
forwvard - - (45) (904)
5,568 5,386 - 6,411 6,170
BT NCEE FR MRS M DY FL L L g W T

RESTRICTION ON DIVIDENDS:

Retalned earnings of £900,000 at 30th June, 1979 and 1973 are
regtricted as to payment of dividends, under Bank of England
(Exchange Control) approval of Company borrowings.

SUPPLEMENTARY INFORMATION:

a) The net profit dealt with in the accounts of the Company
before reflecting the Company's equity in the profits of its
suhaidiaries amounted to £1,871,000 (1978 -~ £1,648,000).

b) Profit bafore taxation has been determined after aceounting
for the following itews ~

. 1979 1978
£7000 £7000
Income -~
Interest income 184 13
Amortisation of Interest relief grant 185 -
Expense - ’
Directors! emoluments for management
services 146 123
Amortisation of goodwill S? §4
Depreciation 751 559
Auditors! remuneration _ﬁ{ 31
Hire of equipment i7id 143
Interest on bank loans /4nd overdrafts 49 792
i —1-4—-F-1 e e g o

c The emoluments, excluding pension contributions, of the Cha%rman
) amourited to £6:292 (1978 - £6,274), The emoluments, excluding
pension contributions, of the highest~paid director amounted

to £45,552 (1978 - £44,511).



The emoluments of the directors fell inta the following brackets

Number of Directors

192789 7 197H
£ NI~ e 2,500
£ 5,001 ~ £ 7,500 i . i
£10,001 - 112,500 . 1
£20,001 ~ £22, 500 1 :
£22,501 ~  £25 000 2 "
£42,50L  ~  £45,000 - 1
£45,001 -  £47,500 1 -

The remuneration of employees recelving over £10,000, exeluding
pension contributions, fell into the following brackets =

1979 1978
£10,001 -  £12,500 39 12
£12,50L ~  £15,000 4 3
£15,001 -  £17,500 3 3
17,50l -  £20,000 3 -
£22,50L «  £25,000 - 1
£27,50L ~  £30,000 1 ~

d)  Wet profit of £3,005,000 (1978 - £1,862,000} includes an exceptional
credit of £1,148,000 (1978 = NIL} against the years taxation
charge, This credit relateaz to etgck appreciation relief for
1973 and 1974, Excluding this credit, net profit
derived from Group operations was £1,857,000 (1978 ~ £1,862,000).

PENSION PLAN:

The Company has established pension plans which cover substantially
all full-time employees of the Group.

Contributions by the Group for the year were £354,509 (1978 -
£251,651). The last actuarial valuation of the plan was made at
lst April, 1976 and disclosed that there were no unfunded past
service liabilities at that date, Certain benefits provided by the
plans have been made subgequently snd a vgluation of the plan 1s to

be made as of 5th April, 1979,

CAPITAL COMMITMENTS:

Capital commitments at 30th June, 1979 and 1978 for the Company and
the Group were as follows -~

1979 1978
£1000 TT000
Contracts for capltal expenditure 267 199
Capital expenditure authorised by
tors but not
the Board of Direc 451 260

contracted for
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SUBSEQUENT LVENT:

On Z6th July, 1979, the company suffered a fire at irs wain ray

material varehousn and 15 14 the process of submitting insurance
elaims to cover - .

2)  7he anticipated re-instatement cost of the freehoild building
and plant and‘machinery deatroyed which had a net book value
at 30th Juna, 1979 of approximately £89,000,

B)  “he anticipated veplacement cost of the inventories destroyed

which had a historical ¢ost of approximately £620,000 at 30th
June, 1979,

a) the consequential loss of profits,

The directors are of the opinion that these olaims will he received
in full and that the firs will not significantly affect the Groups
Dperaﬁyﬁg results for the year ending 30th June, 1980,

ULTIMATE PARENT COMPANY:

The ultimate pérent company is The Quakey Qats Company; incorporated
in the State of New Jersey, U.S8.A. ,



