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6 December 2012 
 
 

DS SMITH PLC – 2012/13 HALF YEAR RESULTS 
 
 

Strong strategic and financial momentum 
 

“In the first half of the financial year we have transformed our ability to serve customers on a pan-European basis. 

Though markets remain challenging, we are well placed to create further significant value for our investors through 

the robust performance of our corrugated and plastic packaging businesses, allied to acquisition synergy benefits 

that are ahead of our initial expectations.” 

Highlights 

 Revenue +61.6% to £1,671.8m (H1 2011/2012: £1,034.5m) 

 Adjusted operating profit
(1)

 +57.3% to £123.2m (H1 2011/2012: £78.3m) 

 Profit before tax 
(1)

 + 62.5% to £106.1m (H1 2011/2012: £65.3m) 

 Free cash flow +175.3% to £151.8m (H1 2011/2012: £55.1m) 

 ROACE
(1)

+80bps, to 13.7% (H1 2011/2012: 12.9%) 

 Return on sales
(1)

 -20bps to 7.4% (H1 2011/2012: 7.6%) 

 EPS
(1)

 + 15.8% to 8.8p (H1 2011/2012: 7.6p) 

 Interim dividend per share + 31.6% to 2.5p (H1 2011/2012: 1.9p) 

 Profit after tax £44.2m (H1 2011/2012: £34.8m) 
(1)

 continuing operations, before exceptional items and amortisation 

 

These results include four months’ contribution from the acquisition of SCA Packaging completed on 30 June. As 

previously announced, DS Smith has revised its reporting structure to reflect more fully the significant change in its 

pan-European business going forward.  

Delivering on our strategy 

Over the period we have significantly re-shaped the Group in line with our strategic aim to become the leader in 

recycled packaging for consumer goods. We are pleased with the organic progress made with underlying 

performance in line with expectations, together with the integration of SCA Packaging which continues to run ahead 

of our original plan. We have strengthened our commercial proposition to our major customers from whom we 

continue to receive a positive reaction.  In addition, the new management structures are working well and we have 

been encouraged by the level of employee engagement across the enlarged Group. 

 

Strategic highlights for the first half include: 

 

 Acquisition of SCA Packaging completed on 30 June 2012 

 Integration progressing well and ahead of original expectations 

 Upgraded cost and cash synergy targets 

 Significant reduction in net debt/EBITDA to 2.1x - on track to achieve net debt/EBITDA target of ≤ 2.0x by 
April 2013 
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Delivering on our strategy – financial impact 

These results give us confidence that our medium term targets remain achievable. 

Target 
Delivery in H1 2012/13 
(continuing operations) 

Organic volume growth
(1)

 target of GDP
(2)

 +1% = 0.2% +0.5%
(1)

  

Return on sales
(3)

 of 7% – 9% 7.4%, -20bps to prior period 

Return on average capital employed
(3)

 12% – 15% 13.7%, +80bps period-on-period
(5)

 

Net debt / EBITDA less than 2.0x  2.1x 

Operating cash flow
(4)

 / operating profit
(3)

 >120% 176% 

(1)
Corrugated box 

(2)
Weighted GDP for the countries in which DS Smith operates = (0.8%) 

(3)
Before amortisation and exceptional items 

(4)
Free cash flow before tax, net interest and growth capital expenditure 

(5)
For the 12 months to 31 October 2012 and the 12 months to 31 October 2011 

 

Miles Roberts, Group Chief Executive, said: 

“We are pleased with the strategic, operating and financial progress made in the first half, particularly against a 

challenging economic backdrop. We have seen underlying performance in line with expectations, whilst the 
integration of the SCA Packaging business is going very well. We continue to focus on strengthening our position 
across a significantly enlarged geographic footprint having transformed our ability to serve customers on a pan-
European basis. At the same time we are developing and investing in group-wide capabilities for innovation, design, 
sales and marketing. With these factors working together, we are starting to see growth in customers across the 
enlarged business. 

“As expected, markets and the paper cycle in particular, remain challenging. However we believe we are well 
placed to create further significant value for our investors through the robust performance of our corrugated and 
plastic packaging businesses, where we continue to see good growth prospects, allied to acquisition synergy 
benefits that are ahead of our initial expectations. We are delivering on our medium term financial targets, and with 
our strong and consistent cash flow, net debt is set to fall below 2.0x EBITDA by the year end. The company is 
trading in line with our expectations for substantial year-on-year EPS growth. The Board views the remainder of the 
year with confidence, as shown by the Board's decision to increase the interim dividend by 32%.” 

Enquiries 

 

DS Smith Plc         +44 (0)1628 583 400 

Miles Roberts, Group Chief Executive 

Steve Dryden, Group Finance Director 

Simon Craven, Group Communications Director  

Louise Richardson, Interim Head of Investor Relations 

 

Tulchan         +44 (0)20 7353 4200 

John Sunnucks, David Allchurch 

Presentation and Dial-in details 
A presentation to investors and analysts will be held at 9:30a.m. today at Holborn Bars 138-142 Holborn, London 
EC1N 2HG. The slides accompanying the presentation will be available on our website shortly before the start. 
Dial-in access for the presentation is available, with details as follows:  
UK / International +44 (0) 20 3003 2666, Password DS Smith 
 
A play-back facility of this call will be available until 13 December 2012. The dial-in number is: +44 (0) 20 8196 
1998, access pin 1592867. A recording and transcript of the call will also be available through the Investor 
Relations section of our website: www.dssmith.uk.com  
 



 

3 

Forthcoming dates 
Q3 IMS                 7 March 2013.  
 
Glossary of terms  

 Return on sales: earnings before interest, tax, amortisation and exceptional items as a percentage of 

revenue 

 Return on average capital employed: earnings before interest, tax, amortisation and exceptional items as a 

percentage of the average monthly capital employed over the previous 12 month period. Average capital 

employed includes property, plant and equipment, intangible assets (including goodwill), working capital, 

provisions, capital debtors/creditors and assets/liabilities held for sale 

 Free cash flow: cash generated from operations, after capital expenditure, tax and interest, please refer to 

note 13 of the financial statements attached 
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Overview 

 
In the first six months, we have completed the acquisition of SCA Packaging and made considerable progress in 

integrating the two businesses. Over the period we have faced challenging market conditions, particularly in paper 

where both pricing and volumes have been under pressure as a result of weak demand and continuing over-

capacity in the European paper sector. Long-term we are evaluating our options to reduce the impact that this 

cyclicality has upon our business with a view to further improving the overall return on capital. Our corrugated and 

plastic packaging businesses have delivered strong performances and continue to demonstrate the relative 

resilience of these markets, with our strong focus on the robust FMCG sector. 

Volume growth of 0.5% in the period is slightly ahead of our group GDP +1% target. This is a combination of a 

growing DS Smith business, a flat SCA Packaging business and our previously announced policy of exiting 

business that does not deliver attractive returns to shareholders.  

Whilst the poor performance in paper has impacted the overall Group operating margin, underlying margins in both 

the corrugated and plastic packaging businesses have shown good increases, reflecting an improving business mix 

together with lower input costs. Against a challenging economic and market backdrop, some of the weaker trading 

conditions have been offset with synergy benefits arising from the integration of the two businesses, with £10.5m of 

cost synergies and £47.9m of cash synergies being delivered in the first half.  

As previously announced, DS Smith has revised its reporting structure to more fully reflect the pan-European 

business going forward (though Northern Europe and Central Europe have subsequently been merged into DACH 

and Northern Europe to better reflect the similar way these countries support their customers). The performance in 

each of the new operating divisions is shown below. 

Operating review 

UK 

 Half-year ended 

31 October 2012 

Half-year ended 

31 October 2011 

Revenue £490.3m £514.4m 

Operating profit * £26.0m £39.9m 

Return on sales * 5.3% 7.8% 

   

* Before amortisation and exceptional items   

 

In the UK, total revenues are down 4.7% at £490.3m (H1 2011/2012: £514.4m), with adjusted operating profit down 

34.9% to £26.0m (H1 2011/2012: £39.9m).  Revenues have been significantly reduced by continuing weakness in 

the paper market, as a result of which prices and demand have remained subdued.  As expected financial returns 

in paper have been disappointing, adversely affecting the overall UK operating result. However the performance in 

our core UK corrugated packaging business has been much stronger, and reflects the on-going focus on driving 

higher margin, value added business together with lower costs. 

Western Europe 

 Half-year ended 

31 October 2012 

Half-year ended 

31 October 2011 

Revenue £444.6m £296.3m 

Operating profit * £37.6m £19.2m 

Return on sales * 8.5% 6.5% 

   

* Before amortisation and exceptional items   

 

Western Europe has delivered a strong performance with revenue up 50.0% and operating profit up 95.8%, driven 

by a strong first time contribution from SCA Packaging, particularly from the operations in Benelux. 



 

5 

DACH (Germany, Austria, Switzerland) and Northern Europe 

 Half-year ended 

31 October 2012 

Half-year ended 

31 October 2011 

Revenue £327.7m £3.4m 

Operating profit * £26.1m £0.2m 

Return on sales * 8.0% 5.4% 

   

* Before amortisation and exceptional items   

 

This region is newly formed with nearly all of the revenues and operating profit being delivered through the 

acquisition of SCA Packaging. Overall, the region has delivered a good result, with a decline in the German paper 

business being offset by a more resilient performance in our packaging businesses, particularly in the Nordics.  The 

increase in return on sales of 260bps reflects an improving sales mix, where we have seen continued business 

wins in the Display sector with our FMCG customers, together with synergies arising from the integration. 

Central Europe and Italy 

 Half-year ended 

31 October 2012 

Half-year ended 

31 October 2011 

Revenue £257.1m £86.5m 

Operating profit * £19.9m £8.6m 

Return on sales * 7.7% 9.9% 

   

* Before amortisation and exceptional items   

 

As a newly formed region, revenue and operating growth has been driven predominantly by the inclusion of SCA 

Packaging together with strong performances in our packaging businesses in Poland, Hungary and the Baltics. This 

strong growth has been partially offset by weakness in the Italian Paper and Sheet businesses, where in Sheet we 

have made the strategic decision to exit low margin business. As in the UK, financial returns in paper have been 

disappointing, affecting the overall Central Europe and Italy operating result, with return on sales declining by 

220bps. 

Plastic Packaging 

 Half-year ended 

31 October 2012 

Half-year ended 

31 October 2011 

Revenue £152.1m £133.9m 

Operating profit * £13.6m £10.4m 

Return on sales * 9.0% 7.8% 

 

* Before amortisation and exceptional items 

 

  

The plastic packaging business has delivered strong growth with revenue up 13.6% and operating profit up 31.0%. 

The liquid packaging and dispensing business performed particularly strongly in North America with the continued 

strong performance of our bag-in-box businesses where we continue to take market share and introduce new 

products. We have also opened a new plant in Thailand which will not only improve the efficiency and service 

offering to our customers, but will also enable further growth in the region. Operating performance, with return on 

sales up by 120bps, has benefited from improvements in business mix and lower operating costs as a result of the 

restructuring and rationalisation of the operational structure in Europe. 
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Summary and outlook 

We are pleased with the progress made in the first half where we have seen good performances across the Group 

and also in our plastic packaging business, and we are particularly pleased with the integration of the two 

businesses.  

We remain confident in the outlook for DS Smith for the remainder of this financial year despite the uncertain 

macro-economic and market environment. Whilst we face headwinds in Europe and in the paper cycle, we expect 

these to be offset by continued growth in both our corrugated and plastic packaging businesses together with the 

delivery of synergy benefits which are ahead of our original plans from the on-going integration of SCA Packaging. 

Financial Results 

Group revenue from continuing operations for the half-year to 31 October 2012 was up 61.6% to £1,671.8 million 

(H1 2011/2012: £1,034.5 million), with that increase largely driven by the inclusion of SCA Packaging for four 

months of the period. Falling prices and volumes in the paper markets led to a significant revenue decline in our 

paper business.  

Adjusted operating profit from continuing operations was up 57.3% to £123.2 million (H1 2011/2012: £78.3 million). 

Return on sales from continuing operations was marginally down at 7.4% (H1 2011/2012: 7.6%), affected by the 

poor performance of the paper business, together with some modest margin dilution from SCA Packaging where 

operating margins have historically been lower than in the legacy DS Smith business. 

Free cash flow was 175.3% ahead of the prior year at £151.8 million (H1 2011/2012: £55.1 million), reflecting the 

increase in operating profits from the business (in part due to the inclusion of SCA Packaging) and focused working 

capital management. Net capital expenditure has been higher in the period, at £65.4 million (H1 2011/2012: £37.3 

million) reflecting investments in performance packaging and high quality printing. The cash cost of interest has 

increased slightly period-on-period, reflecting the funding cost of the SCA Packaging acquisition. Cash tax has 

increased by £11.8 million to £23.2 million, reflecting increased profitability. 

The charge for amortisation has risen to £18.2 million (H1 2011/2012: £4.5 million) reflecting the amortisation on 

the intangible assets arising on the acquisition of SCA Packaging. Depreciation has increased to £53.3 million (H1 

2011/2012: £33.5 million) following the inclusion of SCA Packaging. Given that the SCA Packaging acquisition was 

completed on 30 June, all balance sheet fair values and certain income statement items have been determined on 

a provisional basis. The consideration paid for SCA Packaging of £1.28 billion is subject to customary completion 

accounts adjustments. 

Return on average capital employed for continuing operations (for the 12 months to 31 October 2012) has 

increased 80 basis points to 13.7% (12 months to 31 October 2011: 12.9%), despite the dilutive impact from the 

acquisition of SCA Packaging, reflecting continued strong capital discipline. 

On 30 June, we completed the acquisition of SCA Packaging for £1.28 billion (net of cash and external debt), 

funded through a combination of proceeds from the rights issue in February 2012, which raised £466.2 million and 

from new and existing debt facilities. 

The Group has signed sale and purchase agreements for two remedy disposals and has entered into an exclusive 

position for another, fulfilling our obligations to meet the requirements of the European Competition authorities, 

following the acquisition of SCA Packaging. Together these property and business disposals form an important 

contribution to achieving the previously announced asset disposals target of €100m. 

Exceptional costs of £30.9 million (H1 2011/2012: £18.0 million) were principally attributable to acquisition and 

integration costs relating to SCA Packaging. There is an associated tax credit of £7.3 million and the cash cost of 

the exceptional items is £47.0 million (partly attributable to costs provided last year). 

Net interest expense has increased to £17.1 million (H1 2011/2012: £13.0 million) due to an increase in finance 

costs, driven predominantly by the cost of additional debt to fund the SCA Packaging acquisition, partially offset by 

the funding benefit of lower working capital and a lower (non-cash) employment benefit charge of £2.3 million (H1 

2011/2012: £2.5 million).   
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Tax on profits has been charged at a rate on continuing operations before exceptional items of 24.0% (H1 

2011/2012: 28.3%, year to 30 April 2012: 27.6%), and as previously indicated in the 100-day update in October, we 

expect the group tax rate for 2012/2013 to fall to 24%, reflecting the varying tax rates and profits of the regions in 

which the enlarged Group operates. 

Profit after tax for continuing operations after exceptional items increased 52.9% to £44.2 million (H1 2011/2012: 

£28.9 million) while profit after tax from continuing operations before amortisation and exceptional items, increased 

76.7% to £85.0 million (H1 2011/2012: £48.1 million). Earnings per share for continuing operations before 

amortisation and exceptional items increased 15.8% to 8.8p (H1 2011/2012: 7.6p)* as a result of strong profit 

growth, offset by the increased average number of shares in issue. 

* Earnings per share restated in the prior year to adjust for rights issue 

Financial position 

Net debt at 31 October 2012 was £857.2 million (30 April 2012: net cash £321.7 million). The change from net cash 

to net debt during the period reflects the acquisition of SCA Packaging for £1.28 billion (net of cash and external 

debt). However the Group has already made significant progress on reducing its level of net debt and remains on 

track to achieve its net debt/EBITDA target of ≤2.0x by April 2013. 

During the period the Group refinanced a €300 million bank term loan (due to mature in 2015) with the proceeds 

from a private placement of debt to US institutions, where $400 million was issued with an average maturity of 9 

years. At 31 October 2012, total committed borrowing facilities available were £1,515 million with headroom of £575 

million. Post the period end, private placement debt of £108 million was repaid (on 14 November). 

Dividend 

The Board considers the dividend to be an important component of shareholder returns. In considering dividends, 

the Board will be mindful of the Group’s leverage, earnings growth potential and future expansion plans. As first set 

out in December 2010, our policy is that dividends will be progressive and, in the medium term, dividend cover 

should be, on average, 2.0x to 2.5x through the cycle.  

The Board recommends an interim dividend for this half-year of 2.5 pence per share (H1 2011/2012: 1.9p)*. This 

represents an increase of 31.6%, demonstrating our commitment to a progressive dividend and the directors’ 

confidence in the outlook for the business. The dividend will be paid on 1 May 2013 to ordinary shareholders on the 

register at the close of business on 5 April 2013. 

* Interim dividend in the prior year restated to adjust for rights issue. 
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Risks and uncertainties 

The Board has considered the principal risks and uncertainties affecting the Group in the second half of the year. 

The principal risks and uncertainties discussed in the Business Review on pages 29 to 33 of the 2012 Annual 

Report, available on the Group’s website at www.dssmith.uk.com, remain relevant. 

In summary, the Group’s key risks and uncertainties are: 

 Dependence on UK, Continental European and other global economic conditions; 

 Volatility of pricing and availability of globally traded raw materials, including the pricing and availability of 
paper; 

 Strategy implementation, failure to identify suitable acquisition targets and failure to integrate the acquired 
businesses effectively to deliver the targeted savings; 

 The continuing availability of borrowing facilities, including compliance with borrowing covenants; 

 The funding position of the Group’s UK defined benefit pension scheme; and 

 The risk of a material environmental incident. 

Going concern 

The Group’s recent trading and forecasts, after taking account of reasonably foreseeable changes in trading 

performance, show that the Group is able to operate within its current debt facilities. In August 2012 the Group 

issued $400 million of private placement debt to US institutions with an average maturity of 9 years, with the 

proceeds of the new private placement used to repay in full the €300 million bank term loan which was due to 

mature in 2015. At 31 October 2012 there was significant headroom on the Group’s committed debt facilities of 

£575 million with the next significant maturity not due until 2016. As a consequence, the Directors believe that the 

Group is well placed to manage its business risks (as summarised above) successfully despite the uncertainties 

inherent in the current economic outlook. After making enquiries, the Directors have formed a judgment that there is 

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 interim financial 

statements. 

Responsibility statement  

We confirm that to the best of our knowledge: 

(a) the condensed set of financial statements has been prepared in accordance with IAS 34 ‘Interim Financial 
Reporting’ as adopted by the EU; 

(b) the interim management report includes a fair review of the information required by DTR 4.2.7R (indication 
on important events during the first six months and description of principal risks and uncertainties for the 
remaining six months of the year); and 

(c) the interim management report includes a fair review of the information required by DTR4.2.8R (disclosure of 
related parties’ transactions and changes therein). 

 

Miles Roberts 

Group Chief Executive 

Steve Dryden 

Group Finance Director 

 

5 December 2012 

http://www.dssmith.uk.com/
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