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Dividend Reinvestment and Share Purchase Plan

As a service to registered shareholders of our common stock, our customers and other
investors, we are pleased to oÅer the Caraustar Industries, Inc. Dividend Reinvestment and
Share Purchase Plan. The Plan is designed to promote long-term ownership in Caraustar
by providing a convenient and inexpensive way:

‚ to purchase Caraustar common stock

‚ to reinvest all or a portion of your cash dividends in additional shares of common
stock

‚ to increase your investment through optional cash payments.

This prospectus covers 3,000,000 shares of Caraustar common stock available for
purchase under the Plan.

Neither the Securities and Exchange Commission nor any state securities commission
has approved any of these securities or determined that this prospectus or any supplement
to it is accurate or complete. Any representation to the contrary is a criminal oÅense.

November 16, 1998



Caraustar Industries, Inc.

Caraustar Industries, Inc.:

‚ Is a major manufacturer of recycled paperboard and converted paperboard products

‚ Manufactures products primarily from recovered Ñber, which is derived from recycled
paper

‚ Produces recycled paperboard for internal use and sale to customers in four principal
markets:

, Tubes, cores and composite containers
, Folding cartons
, Gypsum wallboard facing paper
, Miscellaneous other specialty and converted products

‚ Operates facilities in the U.S., Mexico and the United Kingdom

Where You Can Find More Information; Incorporation by Reference

We Ñle annual, quarterly and special reports, proxy statements and other information
with the Securities and Exchange Commission (the ""SEC''). You may read and copy (upon
the payment of fees prescribed by the SEC) any document that we Ñle with the SEC at its
public reference rooms in Washington, D.C. (450 Fifth Street, N.W. 20549), New York,
New York (7 World Trade Center, Suite 1300 10048) and Chicago, Illinois (500 West
Madison Street, Suite 1400 60661). You may call the SEC at 1-800-SEC-0330 for further
information on the public reference rooms. Our Ñlings are also available to the public on the
internet, through the SEC's EDGAR database. You may access the EDGAR database at
the SEC's web site at http://www.sec.gov.

The SEC allows us to ""incorporate by reference'' into this prospectus the information we
Ñle with them. This means that we can disclose important business and Ñnancial information
in our SEC Ñlings by referring you to the documents containing this information. All
information incorporated by reference is part of this prospectus, unless and until that
information is updated and superseded by the information contained in this prospectus or any
later incorporated information. Any information that we subsequently Ñle with the SEC that
is incorporated by reference will automatically update and supersede any previous informa-
tion that is part of this prospectus. We incorporate by reference the documents listed below
and any future Ñlings made with the SEC under Sections 13(a), 13(c), 14, or 15(d) of the
Securities Exchange Act of 1934 until we sell all the securities we oÅer with this prospectus:

‚ Annual Report on Form 10-K for the year ended December 31, 1997;

‚ Quarterly Reports on Form 10-Q for the quarters ended March 31, 1998, June 30,
1998 and September 30, 1998; and

‚ The description of our common stock contained in our registration statement on
Form 8-A that we Ñled with the SEC on September 17, 1992 to register our common



stock under the Securities Exchange Act of 1934, along with any future update of this
description that we Ñle.

This prospectus is part of a registration statement (on Form S-3) we have Ñled with the
SEC relating to the shares oÅered by this prospectus. As permitted by SEC rules, this
prospectus does not contain all the information contained in the registration statement and
accompanying exhibits and schedules we Ñle with the SEC. You may refer to the registration
statement, the exhibits and schedules for more information about us and our common stock.
The registration statement, exhibits and schedules also are available at the SEC's public
reference rooms or through its EDGAR database on the internet.

You may obtain, at no cost, a copy of the documents incorporated by reference into this
prospectus by writing or telephoning us at the following address:

Caraustar Industries, Inc.
3100 Washington Street
Austell, Georgia 30106
Attn: Corporate Secretary
Telephone: (770) 948-3101

You should rely only on the information provided in this prospectus or incorporated by
reference. We have not authorized anyone else to provide you with diÅerent information. We
are not making an oÅer of these securities in any state where the oÅer is not permitted.
Information is accurate only as of the date of the documents containing the information,
unless the information speciÑcally indicates that another date applies.

Use of Proceeds

Caraustar shares needed to meet the requirements of the Plan will, at Caraustar's
discretion, either be purchased in the open market by the Plan Administrator or issued
directly by Caraustar from our authorized but unissued shares. If Caraustar directly issues
shares to fulÑll the Plan requirements, we expect to use the net proceeds for general corporate
purposes. Caraustar will not receive any proceeds from shares purchased on the open market.

Description of the Plan

The following is a question and answer explanation of the Plan and of the terms and
conditions under which participants may purchase and sell Caraustar common stock.

Purpose

1. What is the purpose of the Plan?

The purpose of the Plan is to provide registered shareholders of Caraustar common stock,
customers and other investors a simple, convenient and economical way to accumulate and
increase their investment in Caraustar common stock and to reinvest all or a portion of their
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cash dividends in additional shares of common stock. The Plan also provides participants with
an economical method to sell shares of common stock.

Advantages and Disadvantages

2. What are the Advantages of the Plan?

The advantages of the Plan are as follows:

‚ Direct Purchase of Initial Shares: Persons not presently owning shares of Caraustar
common stock may enroll in the Plan by making an initial investment of at least $250
but not more than $300,000 annually.

‚ Reinvestment of Dividends: Participants may purchase additional shares of common
stock automatically by reinvesting all or a portion of their cash dividends on or after
the applicable dividend payment date. Dividend payments not reinvested will be paid
to participants by check or will be deposited electronically upon written request.

‚ Direct Purchase of Common Stock Through Optional Cash Investments: Partici-
pants may purchase additional shares of common stock on a monthly basis by making
optional cash investments by check or electronic transfer in amounts of at least $50
per investment. The maximum allowable investment through optional cash payments
is $300,000 per year. Participants may elect not to reinvest their cash dividends and
purchase additional shares of common stock through optional cash investments only.

‚ CertiÑcate Safekeeping: The Plan oÅers a ""safekeeping'' service free of charge,
which permits shareholders of record to deposit their common stock certiÑcates with
the Plan Administrator and have these shares credited to their Plan account (see
Question 20). This feature prevents stock certiÑcate loss, theft or destruction. Since
deposited shares become Plan shares, they may be transferred or sold through the
Plan in a convenient and economical manner.

‚ Reduced Fees: Fees charged to the participant are usually less than if the individual
investor purchased or sold shares outside of the Plan through a broker. Participants
pay no investment fees to purchase shares through the Plan and are charged only
brokerage commissions of $0.10 per share purchased. (See ""Summary of Plan
Services and Fees to Participants'').

‚ Transfer of Shares: Participants may request the transfer to another participant of all
or a portion of their Plan shares free of charge. In the absence of any instructions, the
transferee account will be set up for full dividend reinvestment.

‚ Convenient, Inexpensive Sale of Shares: Participants may sell Plan shares by
providing written instructions to the Plan Administrator or by using the automated
telephone sales feature (see Question 21). Participants will be charged a sales fee of
$5.00 for each transaction and a brokerage commission of $0.10 per share sold.

‚ SimpliÑed Recordkeeping: Participants are furnished an acknowledgment after each
purchase and cumulative year-to-date statements of their Plan accounts on a quarterly

3



basis following the reinvestment of dividends, providing a simpliÑed method of
recordkeeping.

3. What are the Disadvantages of the Plan?

The disadvantages of the Plan are as follows:

‚ No Interest Paid on Funds Pending Investment: No interest is paid on dividends or
optional cash investments held by the Plan Administrator pending investment or
reinvestment.

‚ Purchase/Sale Price Determination: Participants have no control over the share
price or the timing of the sale or purchase of Plan shares. Participants cannot designate
a speciÑc price or a speciÑc date at which to sell or purchase common stock. In
addition, participants will not know the exact number of shares purchased until after
the applicable investment date (see Question 15).

Administration

4. Who Administers the Plan?

The Bank of New York, Caraustar's Transfer Agent, or any successor administrator that
Caraustar may designate, is the Plan Administrator. The Plan Administrator administers the
Plan, determines the timing of purchases on the open market, holds shares of common stock
acquired under the Plan, maintains records and sends statements of account activity to
participants. Any open market purchases and sales on behalf of the participants will be made
by the Plan Administrator through BNY ESI & Co., a full-service brokerage Ñrm and wholly
owned subsidiary of The Bank of New York Company, Inc. BNY ESI & Co. receives
brokerage commissions for related open market transactions, paid by the participant. (See
""Summary of Plan Services and Fees to Participants'').

5. Who should I contact with questions regarding the Plan and its
administration?

You may contact the Plan Administrator with questions concerning the Plan by calling
its toll free number, 1-800-524-4458 or by writing to:

The Bank of New York
Shareholder Services Department
Church Street Station
P. O. Box 11258
New York, New York 10286-1258

The Plan Administrator's Internet address is: ""http://stock.bankofny.com''. The Plan
Administrator's e-mail address is: ""shareowner-svcs@bankofny.com''.

Please include Caraustar Industries, Inc. on all inquiries/correspondence and provide
your Plan account number and/or social security number.
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6. Where do I send my instructions for transactions such as optional cash
investments, sales, account termination, transfers and certiÑcate issuances
(withdrawals)?

Participants are encouraged to use the bottom tear-oÅ portion of their statements to
provide the Plan Administrator with their instructions. You may send your instructions to:

The Bank of New York
Dividend Reinvestment Department
P. O. Box 1958
Newark, New Jersey 07101-9774

Eligibility

7. Who is eligible to participate in the Plan?

Any person or entity is eligible to join the Plan, provided that (a) such person or entity
fulÑlls the requirements for participation described under ""Enrollment Procedures,'' and
(b) in the case of citizens or residents of a country other than the United States, its territories
and possessions, participation would not violate local laws applicable to Caraustar, the Plan
or the participant.

The Plan Administrator will furnish a Plan prospectus, the appropriate Plan Authoriza-
tion Form and enrollment information at any time upon request.

Enrollment Procedures

8. How does an individual become a Participant?

‚ Caraustar's Common Shareholders of Record need only complete a Plan Authoriza-
tion Form to enroll in the Plan to become a participant. Shareholders of record are not
required to submit a minimum initial investment to enroll in the Plan.

‚ Persons Not Currently Owning Caraustar Common Stock may enroll in the Plan by
completing a Plan Authorization Form and returning the completed Form to the Plan
Administrator, along with payment of an initial investment of at least $250 but not
more than $300,000 annually. The payment must be in the form of a check or money
order, made payable to ""The Bank of New York.'' PLEASE DO NOT SEND
CASH. Third party checks and foreign checks will not be accepted and will be
returned to the sender.

‚ BeneÑcial Owners of Caraustar common stock, whose shares are registered in the
names of brokers or bank nominees (i.e., held in ""street name''), may participate only
in the dividend reinvestment feature of the Plan by making arrangements with their
brokers/banks to participate on their behalf. Please note that such participation is
outside the terms and conditions of the Plan, including any fees the broker/bank
nominee may charge the beneÑcial owner for executing reinvestment transactions. The
investor remains a beneÑcial owner and must rely on the brokers/bank nominees for
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all recordkeeping services. A beneÑcial owner may become a direct Plan participant
by having shares transferred into his or her own name, becoming a shareholder of
record and completing a Plan Authorization Form, or by following the same enroll-
ment procedure for ""Persons Not Currently Owning Caraustar Common Stock.''

9. What Investment Options are available to Participants?

Each participant must elect one of the following investment options on the Plan
Authorization Form:

‚ Full Dividend Reinvestment Ì All cash dividends on all certiÑcated and Plan shares
of Caraustar common stock will be automatically reinvested to purchase additional
shares of common stock. In the absence of any election on the Plan Authorization
Form, a participant will be deemed to have elected full dividend reinvestment.

‚ Partial Dividend Reinvestment Ì Participants will receive cash dividends on a speci-
Ñed number of shares of Caraustar common stock and automatically have the cash
dividends on the remainder of their shares reinvested to purchase additional shares of
common stock. Participants electing partial reinvestment of cash dividends must
designate the number of whole Plan shares and/or certiÑcated shares for which they
choose to receive cash dividends. Cash dividends are sent to participants by check or,
upon request, are deposited electronically into the participant's bank account.

‚ Optional Cash Investments Only Ì Participants will receive cash dividends on all
their certiÑcated and Plan shares of Caraustar common stock, and only optional cash
investments are applied toward the purchase of additional shares of common stock.
Shares purchased with optional cash investments are held in the participant's Plan
account unless otherwise directed, and dividends paid on such shares are paid by
check or, upon written request, are deposited electronically into the participant's bank
account.

The investment option elected by the Plan participant remains in eÅect until the
participant changes his or her investment option by completing a new Plan Authorization
Form. (See the answer to Question 10 below).

For more information on the electronic deposit of dividends, please contact the Plan
Administrator.

10. May Participants change their Investment Option?

Yes. You may change the investment option by completing a new Plan Authorization
Form and returning it to the Plan Administrator. For the change to be eÅective with respect to
a particular dividend payment, the Plan Administrator must receive the new Plan Authoriza-
tion Form on or before the applicable record date for the dividend payment.
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11. When are Dividends Reinvested?

Cash dividends will be reinvested on or as soon as practicable after the applicable
dividend payment date. If the Plan Administrator receives the completed Plan Authorization
Form prior to the Ñfth business day prior to the dividend distribution date, dividends will be
reinvested according to the participant's instructions on that dividend payment date. If the
Plan Administrator receives the completed Plan Authorization Form after the Ñfth business
day prior to the dividend distribution date, the elected investment option will not be eÅective
until the next dividend record and payment dates. No interest will be paid on any funds held
by the Plan Administrator pending investment.

12. When will shares purchased with Reinvested Dividends be entitled to
receive Dividends?

Shares purchased with reinvested dividends will be entitled to dividends on the dividend
payment date following the purchase of such shares.

Initial Investments and optional cash investments

13. How are Initial Investments made?

To enroll in the Plan and become a participant, persons who do not currently own
Caraustar common stock are required to make an initial investment of at least $250 but not
more than $300,000 annually. Payment must be in the form of a check or money order made
payable to, ""The Bank of New York,'' and must be accompanied by a completed Plan
Authorization Form. No interest will be paid on any funds held by the Plan Administrator
pending investment. Third party checks and foreign checks will not be accepted and will be
returned to the sender.

14. How does the optional cash investment feature work?

All Plan participants may purchase additional shares of common stock by making
optional cash investments. The minimum optional cash investment amount is $50 per
investment, with a maximum amount of $300,000 per year. Optional cash investments must
be in the form of a check or money order made payable to, ""The Bank of New York,'' or
participants may elect to authorize automatic monthly electronic fund transfers from their
bank accounts. To obtain the proper Electronic Fund Transfers Authorization Form, please
contact the Plan Administrator. Checks for optional cash investments should be accompa-
nied by the tear-oÅ stub that is attached to a participant's statement. Third party checks and
foreign checks will not be accepted and will be returned to the sender. No interest will be paid
on any cash balances pending investment by the Plan Administrator.

Optional cash investments through Electronic Fund Transfers are deducted monthly
from the participant's designated bank account on the 25th day of each month, or if such date
is not a business day, the deduction will be made on the preceding business day. The Plan
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Administrator will make the authorized deduction from any Ñnancial institution that
participates in the Automated Clearing House system. Amounts received electronically by
the Plan Administrator will be invested on the next investment date (see Question 15). The
monthly electronic transfer of funds will continue until terminated or changed by the
participant. Any such change should be sent to the Plan Administrator at least 20 days prior
to the 25th of the month.

Brokers or bank nominees participating on behalf of beneÑcial owners may utilize only
the dividend reinvestment feature of the Plan and cannot utilize the optional cash investment
feature. If a beneÑcial owner wishes to participate in the optional cash investment feature of
the Plan, he or she must Ñrst become a shareholder of record or make an initial investment to
directly enroll in the Plan.

In the event that a participant's optional cash investment check is returned unpaid for
any reason or a participant's designated bank account for electronic fund transfers does not
have suÇcient funds for his/her authorized monthly deduction, the Plan Administrator will
immediately remove from the participant's account any shares already purchased upon the
prior credit of such funds. The Plan Administrator will thereupon be entitled to sell any such
shares to satisfy any uncollected amounts. If the net proceeds of the sale of such shares are
insuÇcient to satisfy the balance of the uncollected amounts, the Plan Administrator
reserves the right to sell such additional shares from the participant's account as may be
necessary to satisfy the uncollected balance.

15. When will optional cash investments be invested?

The investment date for voluntary cash payments (as well as initial cash investments
from non-shareholders) is the last business day of each month. The investment date for
dividends is the common stock dividend payment date. If, however, an investment date falls
on a date when the NASDAQ Stock Market is closed, the next succeeding day on which the
NASDAQ Stock Market is open will be the investment date.

Common Stock Purchases

16. What is the source of Common Stock purchased under the Plan?

Shares of common stock will be purchased either on the open market or directly from the
Company, from newly issued shares.

17. How is the purchase price of the Common Stock determined?

The purchase price of common stock purchased on the open market will be 100% of the
weighted average price of all shares purchased during the applicable investment period,
adjusted to include brokerage commissions. Open market purchases are expected to be made
through BNY ESI & Co. A Plan participant will have the applicable commissions deducted
from the funds used to purchase shares acquired under the Plan (see ""Summary of Plan
Services and Fees to Participants'').
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The purchase price of common stock purchased directly from the Company will be 100%
of the average of the high and low prices of the common stock reported on the NASDAQ
Stock Market on the relevant dividend or optional cash investment date.

18. How many shares of Common Stock will be purchased for Participants?

The number of shares purchased for a participant will be equal to the amount of the
participant's optional cash investments, if any, plus dividends available for reinvestment, or
the initial investment received by the Plan Administrator during the investment period,
divided by the purchase price of the shares. The participant's account will be credited with the
number of shares, including fractional shares computed to four decimal places, equal to the
total amount invested.

A participant cannot request the purchase of a speciÑc number of shares nor can he or
she request that the purchase be made at a speciÑc price nor on a speciÑc date.

Stock CertiÑcates and Safekeeping

19. Will certiÑcates be issued for shares of Common Stock purchased through
the Plan?

No. Normally, certiÑcates for shares of common stock purchased through the Plan will
not be issued to participants, but will be held by the Plan Administrator or its nominee on
behalf of the participant. The number of shares of common stock credited to a participant's
Plan account will be shown on the participant's account statement.

A participant may request the issuance of a certiÑcate for all or a portion of Plan shares
in his or her account. To request a certiÑcate, the participant should Ñll out and sign the
request form located on the bottom of his or her account statement, or call the Plan
Administrator for instructions. CertiÑcates can be issued only in whole share amounts and not
in fractional shares.

There is no fee charged to the participant for this service.

CertiÑcate issuance of Plan shares will not constitute termination of Plan participation,
unless otherwise requested by the participant. However, if the participant withdraws all of his
or her Plan shares, the account will automatically be terminated. The account may also be
terminated by the Plan Administrator upon written notice to the participant if there is less
than one share remaining in the participant's Plan account and the participant is not a
registered shareholder of any other shares of Caraustar common stock for which dividends
have been designated for Plan reinvestment.

20. What is the Safekeeping feature of the Plan and how does it work?

At the time of enrollment in the Plan, or any time thereafter, participants may elect to
use the Plan's Safekeeping service to deposit with the Plan Administrator certiÑcates
representing shares of common stock registered in the name of the participant. The shares

9



represented by such certiÑcates will be deposited or credited to the Plan account of the
participant and will be treated in the same manner as shares purchased through the Plan.

By using the Plan's Safekeeping service, participants no longer bear the risk associated
with loss, theft or destruction of stock certiÑcates. Also, because shares deposited with the
Plan Administrator are treated in the same manner as shares purchased through the Plan,
they may be transferred or sold through the Plan in a convenient and economical manner.

Participants who wish to deposit their common stock certiÑcates with the Plan Adminis-
trator should send them via registered mail, or certiÑed mail with return receipt requested.
The stock certiÑcates should not be endorsed. There is no fee for this service.

Sale of Shares

21. How may Participants sell their Plan shares?

Participants may instruct the Plan Administrator to sell any or all of their Plan shares at
any time by completing and signing the appropriate instruction form. The instruction form is
a tear-oÅ stub located at the bottom of the participant's account statement. The participant
should indicate on the form the number of shares to be sold. The form must be signed by all
account owners. The completed form must then be mailed back to the Plan Administrator
for processing.

Participants selling or withdrawing all of their shares from the Plan automatically
terminate their participation in the Plan. To re-enroll in the Plan, the person must fulÑll the
prerequisites for participation described under ""Enrollment Procedures'' and submit a new
Plan Authorization Form.

Shares held outside the Plan may not be sold through the Plan.

22. How is the sale price of Plan shares determined?

The Plan Administrator aggregates all requests to sell shares and then sells the total
share amount on the open market through BNY ESI & Co. Shares are sold at least weekly,
and depending on volume, as frequently as daily. BNY ESI & Co. will make every reasonable
eÅort to process all sales orders on the day the orders are received, provided that instructions
are received before 1:00 p.m. eastern standard time on a business day during which BNY ESI
& Co. and the NASDAQ Stock Market are open. The sales price will not be known until the
sale is completed and is based on the weighted average of all shares sold during the selling
period, adjusted to exclude brokerage commissions. Following the sale and allowing for the
settlement of the trade under SEC rules, typically three business days, a check will be issued
payable to the account owner(s) for the net cash proceeds of the sale after a service fee of
$5.00 and brokerage commissions are deducted. (See ""Summary of Plan Services and Fees
to Participants''). The Plan Administrator has full discretion in all matters related to the sale,
including the time of sale and sales price. Participants cannot specify a price or a time at
which to sell their Plan shares.
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Participants should be aware that the common stock price may rise or fall during the
period between a request for sale, its receipt by the Plan Administrator and the ultimate sale
on the open market. Instructions sent to the Plan Administrator to sell shares are irrevocable
and may not be rescinded.

Transfer of Shares

23. May Participants assign or transfer all or a part of their Plan shares to
another person?

Participants may change ownership of all or part of their Plan shares through a gift, sale
or otherwise at any time. The participant must contact the Plan Administrator to obtain the
proper instructions to enact the transfer. Requests for transfer are subject to the same
requirements as for the transfer of common stock certiÑcates, including the requirement of a
Medallion Signature Guarantee.

24. If Plan shares are transferred to another person, will the Plan Administrator
issue a stock certiÑcate to the transferee?

Transfers can be made from Plan account to Plan account (book-to-book transfers) or if
the participant so requests, a stock certiÑcate can be issued to the transferee. The current
participant should contact the Plan Administrator for full details on how to make the transfer.

For book-to-book transfers that involve the establishment of a new Plan account, a new
Plan Authorization Form must be completed by the transferee. The completed Form must be
returned to the Plan Administrator, along with written instructions signed by the current
participant, indicating the number of shares to be transferred to the new participant. The
current participant's signature must be guaranteed by a bank, broker or Ñnancial institution
that is a member of the Medallion Signature Guarantee Plan. The new account will be set up
for full dividend reinvestment unless otherwise instructed by the previous or new shareholder.

Termination of Plan Participation

25. How may a Participant terminate participation in the Plan?

Participants may terminate participation in the Plan either by selling all the shares in
their Plan account or by having a certiÑcate issued for a speciÑc number of whole shares in
their Plan account and selling the fractional share balance. CertiÑcates cannot be issued in
fractional share amounts.

To terminate Plan participation, participants should complete and sign the appropriate
instruction form. The instruction form is a tear-oÅ stub located at the bottom of the
participant's account statement. Participants should indicate on the form that they are
terminating their account and indicate whether they wish to receive a stock certiÑcate or sell
all their shares. The form must be signed by all account owners and returned to the Plan
Administrator for processing.
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A Plan account may also be terminated by the Plan Administrator upon written notice to
the participant if there is less than one whole share remaining in the participant's Plan
account and the participant is not a registered shareholder of any other shares of Caraustar
common stock for which dividends have been designated for Plan reinvestment.

26. Are there any Fees Charged to Plan Participants?

If Plan shares are purchased on the open market, participants will be charged a brokerage
commission of $0.10 per share purchased. If Plan shares are purchased directly from
Caraustar, there is no fee charged to the participant for the purchase of common stock. There
is also a $5.00 service fee charged to the participant for the selling of Plan shares and/or
terminating participation in the Plan, plus a brokerage commission of $0.10 per share sold.
(See ""Summary of Plan Services and Fees to Participants'').

Reports to Participants

27. What reports are sent to Participants?

An acknowledgment will be sent to participants as soon as practicable following each
optional cash investment or sale of shares made by the Plan Administrator on behalf of the
participant. On a quarterly basis, in conjunction with the reinvestment of Caraustar
dividends, each participant will receive a statement showing all year-to-date transaction
activity. BeneÑcial owners who participate through a broker or bank nominee should contact
their broker/bank nominee for a statement detailing reinvestment activity. Participants
should retain these statements for tax purposes.

All statements have tear-oÅ instruction forms which should be used to notify the Plan
Administrator of any certiÑcate issuance, optional cash investments, sales of Plan shares,
termination of Plan participation or instructions to deposit certiÑcates for safekeeping.

Each participant will also be sent copies of the communications sent to other sharehold-
ers, including Caraustar's annual reports, notices of annual meeting and proxy statements and
income tax information for reporting dividends paid and proceeds from the sale of Plan
shares.

Federal Income Taxes

28. What are some of the tax consequences of participation in the Plan?

In general, dividends which are reinvested in accordance with the Plan will be taxed as
cash dividends for federal income tax purposes under the provisions of the applicable tax
laws.

The selling of shares by a participant under the Plan will give rise to capital gain or loss,
provided such shares are held as a capital asset by the participant. The amount of any such
gain or loss will be the diÅerence between the proceeds received by the participant (net of
commissions and fees) and the participant's tax basis. The tax basis of shares acquired

12



through the Plan is equal to the purchase price of such shares (including brokerage
commissions and fees, if any). (See the answer to Question 17 for how the purchase price is
determined). Any capital gain or loss will be long-term if the participant's holding period for
the shares sold is more than one year or short-term if the holding period is less than or equal
to one year.

The discussion above is only a general discussion of certain federal income tax aspects of
an investment in the Plan. Because tax consequences may vary, depending on each
participant's own tax situation, participants or persons considering participation in the Plan
are advised to consult their own tax advisors regarding the tax eÅect of participation in the
Plan, including the application of current and proposed federal, state, local, foreign and other
tax laws.

Other Information

29. What happens if Caraustar issues a stock dividend, declares a stock split
or has a rights oÅering?

All stock dividends or split shares distributed by Caraustar on shares held in a
participant's Plan account will be credited directly into the participant's Plan account. In the
case of a rights oÅering, any rights or shares to be distributed as a result of any rights
agreement would be distributed in a like manner. Transaction processing may be temporarily
suspended during such distributions. Accounts coded for partial reinvestment will have their
proportional entitlement credited to the Plan.

30. How will a Participant's shares be voted?

For any meeting of shareholders, each participant will receive proxy materials in order to
vote Plan account shares as well as any common stock held of record that is registered in the
name of the participant. All shares will be voted as designated by the participant or may be
voted in person at the meeting of shareholders.

31. What are the responsibilities of Caraustar and the Plan Administrator under
the Plan?

Caraustar and the Plan Administrator in administering the Plan will not be liable for
claims arising from any act done in good faith or for any good faith omission to act. This
includes, but is not limited to: (a) any claim of liability relating to a deceased participant's
shares prior to the Plan Administrator's receipt of written instructions regarding the
disposition of such shares; (b) any claim relating to the prices at which shares are purchased
or sold for a participant's account and the times when such purchases or sales are made; or
(c) any claim based on any Öuctuation in the market value of shares before or after any
purchase or sale of shares.

As an investor, you must make independent investment decisions based upon your own
judgment and research. Your investment in shares acquired under the Plan is no diÅerent
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from an investment in any equity security purchased and held directly. You bear the risk of
loss and realize the beneÑts of any gain from market price changes with respect to all such
shares held by you in the Plan or otherwise. However, because the prices for shares purchased
or sold under the Plan are established based on the date the Plan Administrator (or the
Company, in the case of original issued shares) purchases or sells shares, you lose any
advantage otherwise available from being able to select the timing of share purchases and
sales.

32. May the Plan be changed or discontinued?

Caraustar reserves the right to amend, suspend, terminate or modify the Plan at any time
without the approval of participants. Notice of Caraustar's determination to suspend,
terminate or modify the Plan will be given to all Plan participants as soon as practicable after
such determination is made.

Description of Caraustar Common Stock

Dividends: Any dividends paid on shares of common stock will be paid in each
quarterly period in January, April, July and October.

Although Caraustar contemplates the payment of dividends, the payment of future
dividends is dependent upon, among other factors, action by Caraustar's board of directors,
Caraustar's Ñnancial condition, future earnings and the availability of cash.

Voting Rights: Ordinarily, the holders of Caraustar's common stock have sole voting
power to elect the Caraustar's directors.

Preemptive Rights:  Holders of the common stock do not have preemptive rights to
purchase additional shares of common stock or securities convertible into such shares.

Other Rights: In the event of liquidation, the holders of common stock are entitled to
all assets that remain after satisfaction of creditors and the liquidation preferences of any
outstanding preferred stock, if any. The outstanding shares of common stock are, and the
additional shares of common stock which may be oÅered hereby upon issuance will be, fully
paid and nonassessable.

Potential Deterrents to Takeovers: Certain provisions of Caraustar's articles of incor-
poration and bylaws, as well as a shareholder rights plan, could make it more diÇcult for a
third party to acquire, or discourage a third party from acquiring, a controlling interest in
Caraustar's outstanding voting stock. As a result, these provisions could discourage bids for
Caraustar's common stock at a premium and might adversely aÅect the market price of
Caraustar's common stock.

Caraustar's articles of incorporation authorize 5,000,000 shares of preferred stock, which
may be issued in the future without further shareholder approval with such terms and rights
as the board of directors may determine. The rights of the holders of common stock may be
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adversely aÅected by the rights of the holders of any preferred stock that may be issued in the
future. Currently, there is no preferred stock issued and outstanding.

Caraustar's board of directors is divided into three classes with staggered terms. This
means that, as a general matter, only one-third of the board of directors must stand for re-
election at any annual meeting of shareholders. Caraustar's articles of incorporation provide
that directors may be removed only for cause. These provisions make it more diÇcult and
time consuming for a potential acquiror of Caraustar to replace the board of directors.

Caraustar's shareholder rights plan generally provides the board of directors and
shareholders the right to act to substantially dilute the share ownership position of any person
who acquires 20% or more of the common stock.

Listing: The outstanding shares of common stock and the additional common stock
oÅered hereby are quoted on the NASDAQ stock market under the trading symbol ""CSAR.''

Transfer Agent and Registrar: The transfer agent and registrar for Caraustar's common
stock is The Bank of New York, Shareholder Services Dept., Church Street Station,
P.O. Box 11258, New York, New York 10286-1258.

Summary of Plan Services and Fees to Participants

In most cases, Caraustar has determined to pay the fees and expenses to administer the
Plan. However, certain administrative service fees and brokerage commissions will be
charged directly to the participant. Set forth below is a summary of these fees and
commissions and the party responsible for their payment:

Service/Transaction Cost to Participant

Initial Enrollment Fee ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ None (Fee paid by Caraustar)
Optional Cash Investment Transaction FeeÏÏÏÏ None (Fee paid by Caraustar)
Reinvestment of Dividends Service FeeÏÏÏÏÏÏÏ None (Fee paid by Caraustar)
Brokerage Commissions on Open Market

PurchasesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $0.10 per share
Sale of Shares Transaction and/or Account

Termination Fee ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5.00
Brokerage Commissions on Sale of Shares ÏÏÏÏ $0.10 per share
Issuance of CertiÑcates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ None
Deposit of CertiÑcates for Safekeeping ÏÏÏÏÏÏÏ None
Book-to-Book Transfers of Shares ÏÏÏÏÏÏÏÏÏÏÏ None
Minimum and Maximum Cash Investments

are as follows:
Initial Minimum Investments for Persons not

Currently Owning Caraustar StockÏÏÏÏÏÏÏ $250
Minimum Optional Cash Investment for

Participants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $50 per investment
Maximum Optional Cash Investment Per Year $300,000
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Legal Matters

Robinson, Bradshaw & Hinson, P.A., Charlotte, North Carolina, will issue an opinion for
us regarding the validity of the Caraustar common stock oÅered by this prospectus and
certain other legal matters. Russell M. Robinson, II, a shareholder in the Ñrm of Robinson,
Bradshaw & Hinson, P.A., is Chairman of our Board of Directors. Robinson, Bradshaw &
Hinson, P.A. is Caraustar's principal outside legal counsel. Certain members of such Ñrm
beneÑcially owned approximately 113,680 shares of Caraustar common stock as of the date
of this prospectus.

Experts

The Ñnancial statements and schedules incorporated by reference in this prospectus and
elsewhere in the registration statement have been audited by Arthur Andersen LLP,
independent public accountants, as indicated in their reports with respect to such Ñnancial
statements and schedules, and are incorporated by reference in reliance upon the authority of
such Ñrm as experts in giving such reports.

Plan of Distribution

The shares of common stock oÅered through the Plan will be oÅered directly to Plan
participants without underwriters as described in this prospectus.
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