JOHN LAING REINFORCED ITS POSITION AS

A MARKET LEADER IN THE UNITED KINGDOM. ..

AS AN ORIGINATOR, INVESTOR AND MANAGER
OF PROJECT INVESTMENTS. ..

THAT GENERATE ATTRACTIVE AND ROBUST
RETURNS OVER THE LONGER TERM,

> Forward-looking statements

Certain statements contained in this document, including those in the
"Operating & Financial Review” constitute statements that are, or may be
deemed to be, “torward-looking statements”. In some cases, these forward:
fooking statements can be identified by the use of forward-looking terminology,
including the terms "believes”, “estimates”, “forecasts”, “plans”, "anticipates”,
“targets”, “aims”, "continues”, “expects”, “intends”, “may"”, “will", “would” or
“should” of, in each case, their negative or other varialions of cornparabie
terminology. These lorward-looking statements involve known and unknown
risks, uncertainties and other factors and include statements regarding the
Group's intentions, beliets or current expectations concerning, among other
things, the Group's resuils of operabions, financial condition, houidity,
prospects, growth, strategies and the industries in which the Group cperates.
By therr nature, forward-looking statements tnvoive risk and uncertainty
because they relate to future events and circumstances. A number of factors
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could cause actual resuits and developments to differ materially from those
expressed or implied by the forward-looking statements including, without
timitation: conditions in the operating margins, anticipated investments and
capital expenditures, changing business or ather market conditions and general
economic conditions. Such risks, uncertainties and other factors are set out
more fully in the “Business and Financial Risks”. These forward-locking
statements pased on past trends or activities should not be taken as a
representation that such trends or activities will continue in the future, Readers
shouid nol place ungue reliance on torward-looking statements, which speak
only as of the date of this document. The Group will not undertake any
obligation te release publicly any revisions or updates to these forward-looking
statements to reflect events, circumstances, ar unanticipated events occurring
alter the date of this document except as required by law or by any appropriate
requiatory authority.




200




our achievements

BUSINESS
HIGHUGHTS

> WE REMAIN COMMITTED TO A STRATEGY
OF DELIVERING SUSTAINABLE
PROJECT EARNINGS TOGETHER WITH
CONTINUING GROWTH IN THE VALUE
OF INFRASTRUCTURE ASSETS

>  INCREASED GROUP PROFIT BEFORE
TAX OF £35.8 MILLICN (2004 - £25.0
MILLION AS RESTATED FOR IFRS}

> SUCCESSFUL RIGHTS {SSUE IN JULY
RAISED £95.5 MILLION AFTER COSTS
TO SUPPORT FUTURE GROWTH

> DISPOSAL OF A 509% INTEREST IN
THREE OPERATIONAL POLICE SECTOR
ASSETS FOR PROFIT OF £13.0 MILLION

> DISPOSAL OF JOHN LAING'S 50%
INTEREST IN THE JOINT SERVICES
COMMAND AND STAFF COLLEGE
FOR A PROFIT OF £7.9 MILLION

> PORTFOLIO OF 48 LONG-TERM
CONCESSIONS AT 31 DECEMBER
2005 (2004 - 42) WITH 27 FULLY
OPERATIONAL

> 20% GROWTH IN PCRTFQLIO
VALUATION TO £330.1 MILLION QOVER
THE DECEMBER 2004 VALUATION,
AFTER INTERVENING TRANSACTIONS
ARE TAKEN INTO ACCOUNT




in 20005. ..

> 44,500 puplls attended our SChools

> WwWe jnvested in more than 430 km of road
in Europe

> 1/7.7 million passenger journeys were made
on our railway services

> |n excess of 567,000 people used our hospitals

> We operated 26 police stations and 2 police
training centres with another 6 stations
under construction

> we installed 15, /13 strest-lights

AND WE ARE RESPONDING TO FURTHER OFPPORTUNITIES. ..
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The business phitasophy underpinning these partnerships is
one that emphasises joint working with strong partners on the
basis of shared values, a commitment to quality delivery and
clearly defined roles.

———




‘continuing to
develop through
strong alllances. ..
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Chairman’s Statement

"John Laing continues to reinforce
ts financial and organisational
capacity to take advantage of
trends related to infrastructure
development and investment.”

INFRASTRUCTURE MARKETS

ARE ATTRACTING SIGNIFICANT
INTEREST AND THERE IS STRONG
EVIDENCE OF A CONTINUING
APPETITE FOR ACQUIRING
OPERATIONAL ASSETS IN THE
SECONDARY MARKET

DEVELOPMENTS IN THE
FINANCIAL MARKETS HAVE
INCREASED THE VALUE OF THE
GROUP'S EXISTING ASSETS AND
OPERATIONS AND ENSURED
SIGNIFICANT INNOVATION AND
A DEPTH OF COMPETITIVE
INTEREST IN THE SECTORS

IN WHICH WE OFERATE




L

W W FORRESTER
CHAIRMAN

Iine.




8

IN 2005 JOHN LAING WAS PRINCIPALLY

FOCUSSED ON EXPANSION OF EXISTING
FPROJECTS AND ORGANIC GROWTH IN
EQUION, LAING ROADS AND LAING RAIL

I am pieased to report thal 2005 was another year of progress
and growth for the Company. We reinforced our position as
a market leader in the UK and continued with our strategy
of selective expansion in growing overseas markets.

Across these markets, the Company acts as an
originator and manager of project investments, a long-lerm
partner of govarnment entities and an investor in Project
Companies which generate attractive and robust returns
over the longer term.

Private financing and delivery of the serviced
infrastructure assets required for improving public services,
and partnerships between the public and private sectors
to meet a wide variety of service needs, are now firmly
established in a growing number of the world's most
advanced economies,

Accelerating change in the financial markets and
the prominence of infrastructure as an asset class have been
of great significance for our operating environment in 2005,
increasing the value of the Group's exisling assets and
operations on the one hand, and. on the other, ensuring
significant innovation and a depth of competitive interest
in the sectors in which we cperate.

Accommodation, Roads and Rafl remain the key
areas in which the Company operates and in each area
further oppertunities became evident during 2005. Fresh
opportunities have arisen in new sectors, and through
additional joint veniures. partnerships ard innovative
structures, we have further developed our competitive
capacity to meet these challenges.

John Laing continues 1o reinforce its financial
and organisational capacity to take advantage of trends
related to infrastructure development and investment: ang
your Board remains committed to a strategy of delivering
sustainable project earnings together with continuing growth
in the value of the infrastructure assets developed and
managed by the Group.

RESULTS
The Group profit before tax on continuing operations for
the year ended 31 December 2008 was £35.8 million,
compared to £25.0 million in the prior year:*

This result reflects underlying growth in the
profitability of the operational investments portfolio
together with profits on disposal of selected assets and
was achieved after allowing for a significant increase
in business development expenditure and costs relating
to an expanded programme of bidding

' All comparative figures have been restated 1o comply wsth Internalional Financial
Reperting Standards,

Chairman's Statement continued. ..

DIVIDENDS

in July 2005, the Campany conducted a weil supported
rights issue to support future growth, raising £95.5 million
after costs. As aresult there were 233,154,341 QOrdinary
Shares in issue as of 31 December 2005 (2004 -
182,836,621}, The 2005 interim dividend of 1.2 pence
per share (2004 - 1.1 pence) was paid on the enlarged
post-righls share capital.

The Board continues 1o adop! a policy of growing
future dividends, provided that they are fully covered by
earnings. The Board is proposing a final dividend of 2.45
pence per Ordinary Share. Taken with the interim dividend,
this increases the proposed full year dividend to 3.65 pence
per share {2004 ~ 3.3 pence), an increase of 10%.

Subject to shareholder approval, the final dividend
for 2005 will be paid on 1 June 2008 to shareholders
registered at the cClose of business on 24 March 2008.

PORTFOLIO REVIEW

At the year end our portfolio included 48 project interests
of which 27 are fully operational and a turther 11 partially
operational. The Group reached financial close on eight new
profect coNcessons during 2005 and a further six projects
are currently at preferred bidder stage.
One disappointment was the decision in late January
2006 of Surrey County Council not to proceed as expected
with their new cffice accommodation project on which we
had been working as preferred idder. We are exarmining
oplions for recovery of cosls incurred under current
government policy, bul as a maller of prudence have written
off £4 6 million of capitalisad bid ¢costs within the 2005 results.
Qur serviced accommodation projects in health,
education, local and central government sectors have
continued to perform well. These are predominantly
governed by availability based payment mechanisms.
The risk management strategies embedded in our approach
to sourcing construction and ongoing servicing have
continued to prove robust,
In the Roads division, new projects in Finland and
Poland reached financial close. Our first Norwegian investment
became fully operational and the traflic volumes across our
operalional "shadow toll” UK roads met aggregate forecasts.
Chiltern Railways' performance was adversely affected
by the collapse of third party building works at Gerrards Cross
which severely interrupted sérvices for a seven week period
in July and August 2005, Liability for costs and lost revenues
flowing from these events has been accepted by the
counterparty to the relevant access agreements.




VALUATION
A valuation of the portfolio has been conducted in line with
the independently validated methodology which the Company
has consistently applied since 2000. The results indicate a
portfolio valuation of £330.1 millien, & 20% growth over the
December 2004 valuation after intervening transactions are
taken into account.

ACQUISITIONS AND DISPOSALS
The Group undertook no major portfclio acquisitions during
2005, being principally focussed on the development of
existing projects and organic growth in Equion, Laing Roads
and Laing Rail.

However, acquisitions from co-investors during the
vear included the purchase of further stakes in Edinburgh
and Glasgow Schocls through a pre-emption oppertunity
and acquisition of the remaining 50% stake in the Walsall
street-lighting project for a combined consideration of
£10.9 million. On 9 March 2008 Equion Limited sold 14.23%
of the Glasgow Scheols project and 21.43% of the Edinburgh
Schools project to the Secondary Market Infrastructure
Fund. The total proceeds were £14.6 million, giving rise to
profits on disposal of £3.4 million. Egquion Limited retains a
20% holding in each of the two assets.

In December 2005 the Company announced the
formation of Laing Capital Management and the conclusion
of an initiating transaction with the Allianz Group, whereby
a 50% interest in three cperational police sector assets was
disposed of to Allianz Specialist Investments with an initial
profit on dispesal of £13.0 million. Post disposal, Laing
Capital Management continues to manage these assets on
behalf of Allianz in a structure which offers continuity to our
public sector clients and increased flexibility for the Group,

One other disposal of an operational interest took
place during the year in a transaction whereby Serco
Investments Limited purchased John Laing's 50% interest
in Defence Management (Holdings) Limited, the project
company for the operational Joint Services Command
and Staff Cellege project. The Group recorded a profit on
disposal of £7.9 million in a transaction which facilitated
integration of the College's operations with those of the
surrounding defence estate also serviced by Serco.

PENSION OBLIGATIONS
The Group retains respensibility for The John Laing Pension
Fund, which is closed to new entrants and has less than 100
contributory active members, but more than 9,000 deferred
members and pensioners.

During 2005 the assumptions used for calculating
the deficit have been reviewed, with the discount rate
utilised to calculate future liabilities reduced in line with
historically low long-term bond rates, current life expectancy
projections incorporated and membership details updated
following the triennial actuarial valuation. As a result of these
changes the net deficit for all post retirement obligations,
net of the related deferred tax asset, stocd at £144.1 million
as at 31 December 2005 (2004 — £135.5 million).

it is the Group's strategy to manage reduction of this
deficit over time, an approach that matches the long- run
nature of the robust cash flows generatad by John Laing’s
project investment activity. The Group has reached an
agreement with the Trustees under which an additional
contribution of £10 millicn is to be made in 2006 (2005 -
£6 million) to address the deficit. The additional contribution
will increase by 3% per annurm, unless agreed otherwise by the
Cormpany and Trustees, until the deficit has been eliminated,

FINANCING STRATEGY

Having successfully refinanced its corporate facilities in
December 2004, the Group raised further resources through
the rights issue which successfully concluded in July 2005.

The subsequent launch of Laing Capital Management
reinforces the Group’s ability to realise cash from part
disposal of interests in operational projects while retaining
the asset management responsibility. 2005 exhibited further
strong evidence of the significant continuing appetite for
acquiring cperational assets in the secondary market.

As a result of these actions, the Group has resources
in hand and the means to support continuing organic growth
and expansicn. As at 31 December 2005, the Group had cash
balances of £108.6 million (2004 - £42.7 million), excluding
non-recourse debt and cash in our PFI Project Companies.

DIRECTORS AND STAFF

2005 presented major challenges and significant opportunities
for John Laing, the Board and its employees. There were no
changes to Board membership during the year and i would
like to thank my Director colleagues for their continued
support and application in overseeing the Company's strategic
direction and corporate governance. | would also once again
like to pay a warm tribute to the enthusiasm and commitment
of the staff who are contributing to exceilent performance
across a wide range of activity.

PROSPECTS

During 2006 John Laing expects toc make substantial
progress in bringing a number of major new projects to
financial close and in further developing activity in new
growth sectors for PFI/PPP investment. The Company
remains satisfied that all the major hospital projects it has
at preferred bidder stage will proceed to financial close and
has received assurances from all the relevant Trusts that
they remain cemmitted to implementing these schemes.
Both the financial strength and the operational skill base of
the Company were augmented during the year with a view
to taking advantage of new fields of cpportunity in new
markets, and our expanded programme cf bidding refiects
the breadth of the relevant opportunities now available.

More broadty, infrastructure markets are attracting
considerable interest as governments seek to address
economic development, social policy and environmental
objectives with enhanced investment programmes, structured
to ensure certainty of delivery and quality of operation,
These trends underpin our ability to create sharehoider value
and this is further reinforced by better recognition of the
attractions of infrastructure investment as an asset class.

The Board believes that John Laing is well placed
to take advantage of emerging opportunities through
innovation in relation to new activities and further optimising
the perfermance of the existing portfolic of activities and
project investments. In line with this outiook, the Company
approaches the coming period confident of the prospects for
sustaining the pattern of profitable growth which has been
established over recent years.

Y/ Y

W W Forrester /
Chairman

13 March 2006
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"the emergence
of infrastructure
nvestment as a
more distinct
asset class. ..’
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Secondary market appetite for acquisition of interests in operational project
assets has increased noticeably as liability matching, encouraged by tightening
pension fund regulation in the UK and elsewhere, has led to a significant and
continuing diversion of funds from equity investment.
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Operating & Financial Review

“The John Laing business
model will continue to adapt to
create turther internal capacity
and additional partnerships
and joint ventures.”

JOHN LAING MAINTAINS AND
REFRESHES A DIVERSE POOL
OF SKILLS AND RECRUITS
EXPERIENCED STAFF FROM A
WIDE RANGE OF DISCIPLINES
AND BACKGROUNDS IN ORDER
TO FULFIL THESE ROLES

STRONG GROWTH IN THE
NUMBER AND VALUE OF PFI/PPP
OPPORTUNITIES COMING TO
THE MARKET WAS EVIDENT IN A
NUMBER OF MARKETS OUTSIDE
THE UK




ANDY FRIEND
CHIEF EXECUTIVE
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THE GROUP SPECIALISES IN ORIGINATING PROJECTS,

INTEGRATING ALL THE FINANCIAL AND TECHNICAL
ELEMENTS REQUIRED FOR THEIR DELIVERY AND
MANAGING THE INVESTMENT PHASE TOGETHER
WITH SUBSEQUENT OFPERATIONAL RISKS

BUSINESS MODEL

John Laing is unigue among UK listed companies in that its
core business is o create shareholder value by acting as an
investing developer of substantial serviced infrastructure
assets utiised in the provision of public services. These
assels are privately financed and in general subject to long-
term concessions with a public authority as the counterparty.

Competiliveness in this market is determined by the
ability to offer the public sector value for money solutions
and, as market sectors develop, increased emphasis is
being placed on the cradibility and track record of sponsors
in delivering high quality operations for the longer term,
post construction.

The Group specialises in enginating projects,
integrating all the financial and technical elements reguired
for their dalivery and managing the investment phase
together with subsequent operational risks. John Laing
maintains and refreshes a diverse pool of skills and recrunts
experienced staff from a wide range of disciplines and
backgrounds in order to fulfil these roles.

Project delivery, from bidding to management of
operation stage concessions, is organised through three
sector focussed subsidiaries — Equion, Laing Roads and
Laing Rail. A reguiated entity, Laing Camtal Management,
manages investment interests in cperational projects on
behalf of co-investment partners.

Within the contractual arrangernents that underpin
projects, John Laing does not generally bear construction
risk, but rather it works with a range of construction partners
with strong track records of delivery and the capaaty to
guarantee construction stage outcomes.

Although such projects are typically highly geared (with
debt to equity ratios of 2:1 in relation to availability fee based
accommodation projects), debt finance raised by special
purpose Project Companies is non-recourse to Jehn Laing.

Returns from project investments are subject to
performance deductions if required service standards are
not met, but service related sub-contracts generally
provide for such deductions to be passed through to
contracted providers.

John Laing employs a team of technical and
operational specialists allowing the Group to manage
operational risks in specific circumstances on some police,
education and local authority projects where Equion
Facilities Management {‘Equion FM'} is the appointed su-
contractor. Eguion FM's capacity and aclivity enables the
Group o price service inputs more broadiy and, by creating
the option of direct provision, contributes 1o cost efficiency
and risk mitigation across the portfolio as a whole,

14 Operating & Financial Review continued. .,

Similarly, the Group is selective in its exposure to
volume based payment mechanisms and concessions with
a significant degree of patronage risk. The principal case
in paint during 2005 was Chiltern Railways.

The Group's business model places emphasis on
rigorous targeting of the most appropriale opportunities
and selective partnering to assemnble the most suitable
response to these opportunities. John Laing adopts active
management of projects and the relationships that underpin
thern in order 1o both enhance the guality of its partnerships
with the public sectar and the community, and 10 preserve
and enhance returns on its project investments.

The John Laing business model has developed
as part of a sector of activity responding to opportunities
created by government needs for efficient and cost effective
delivery of major mvestments which underpin public
services. The market itself is now internationalising rapidly,
even as the demand profile in different public service
aclivities shifts and new organisaticnal combinations emerge
from the compelitive process. As in former years, it is likely
that the John Laing modei will flex to create further internal
capabilities, partnerships and additional jeint ventures in
response to these trends.

SUBSTANTIAL GROWTH IN PRIMARY
MARKETS IN EUROPE AND NORTH AMERICA

IN THE UK, THE TREND OF REGUCTION IN
SCALE OF NHS MAJOR PFI/PPP ACUTE
HOSPITAL PRCCUREMENT OFFSET BY
EXPANDING INVESTMENT IN PRIMARY CARE
FACILITIES THROUGH THE LIFT PROGRAMME



REVIEW OF 2006

MARKET DEVELOPMENTS IN 2005

The year was strongly marked by trends in the financial
markets which acceleraled the emergence of infrastructure
investment as a more distinct asset ciass. Pension funds
and life companies have furthered this development by
placing increased emphasis on matching assets 1o long-term
liabilities. This trend in itself has both been reinforced by,
and contributed to, the decline in long-term gilt and
corporate bond rates. This development has been
particularly proncunced in the UK {where the yield curve
inverted from Cctober 2005), but the demand for longer
term investments - particutarly that giving index-linked
protection against inflation — has been evident in all major
economies, leading to a substantial increase in long-term
bond issuance by governments.

This financial and investment backdrop has in turn
had a variety of consequences for both the primary and
secondary markets that John Laing operates in.

Secondary market appetite for acquisition of
interests in operational project assets has increased
noticeably as liability matching, encouraged by tightening
pension fund regulation in the UK and elsewhere, has led
to a significant and continuing diversion of funds from
equity investment into fixed-interest assets. This flow was
estimated at £40 billion in the UK in the year to mid 2005
by the Investment Managerment Association, and in the
context of the accompanying fail in corporate bond and gilt
yields, appears to have triggered a concomnitant search for
alternatives capable of yielding similarly steady but more
atlractive returns. As a consequence, acquisition prices for
regulated infrastructure assets rose markedly during 2005,
driven by well funded secondary market intermediaries that
either came into beaing during the year or conducted new
fund-raisings International institutional interest in UK
infrastructure assets was noticeably strong.

This broad financial market environment also
impacted on the debt structuring of major projects reaching
financial close and those in compelition. In particular the
relative attraction of bond financing for project investments
increased further by comparison with alternative bank detn
solutions. Analytical evidence increasingly shows that PFI
investments have a low correlation with non-infrastructure
equities and corporate bonds, rendering exposure to the
sector increasingly attractive as a portfolio diversifier. This
in turn led to extremely keen competition for project bonds
issued as part of infrastructure debt financing, whether for
new projeclts or for acquisitions and refinancing of existing
project investments.

While this backdrop has theoretically created more
options for governrments 1o access lang-term funds at
historically attractive rates of interest, the public pclicy tocus
continues to emphasise the value for money benefits inharent
in the risk transfer achievable through PFI/PPP. This has
been the key principle behind UK Government procurement
of privately financed serviced assets underpinning public
services for some time. While financial market developments
have sharpened the competilion between FPFl and conventional
procurement, and policy developments are leading to
differential changes in the volume of new oppertunities
across various public service sectors, current policy plans
suggest that more than 10% of Public Sector Net Investment
will continue to be procured utilising private finance.

Cutside the UK, strong growth in the number and
value of PFI/PPP opportunities coming to the market was
evident in a number of markets, with new PH debt for
projects reaching financial close totalling the equivalent of
£5.7 billion as against £3.6 billion in the UK. Within Europe,
the market for transport projects, particuarly roads, was
strong, but substantial growth was also evident in the social
infrastructure sector with schools, hospitals and prisons
prejects coming 1o market in core EU markets such as
Germany, ltaly, Spain and France. In the accession states,
roads projects continue to figure most prominently, although
countries such as the Czech Republic and Hungary are now
actively prometing accommeodation projects.

The most striking primary market development ot
2005 was the burgeoning of the USA roads pipeling which
grew in scale as many states completed enabling legislation
and substantial transactions were put to the market
attracting significant international interest. These included
privatisalions with improvement okligations of existing
assets (Chicage, Indiana), as well as programmes of primary
development opportunities (Virginia, Texas), During the year
it became clear that a tipping point had been reached
whereby the traditional pattern of municipal-bond financing
and conventional public sector procurement for roads will
now be regularly evaluated against the privately financed
alternative. Increasingly, state and c¢ity authorities will be
looking to realise the latent value of operational infrastructure
assets, especially existing toll roads. The exlent to which this
will lead on to other categories of transport infrastructure and
local facilities being procured through mechanisms similar
to PFI/PPP is as yet unciear. Such a broadening of primary
demand is evident in Canada where pilot programmes are
being either established or significantly expanded in a
number of provinges including Ontaria, British Colurmbia,
Alberta and Quebec,
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2005 was a General Election year in the UK and,
as in 1997 and 2001, some slow down in key procurement
processes was evident prior 1o the calling of the poli. While the
election saw the return of a Government strongly committed
to reinvestment in the asset base underpinning public service
delivery [and all major parties campaigned in support of this
objective), the post election period has seen significant policy
reviews launched in major spending areas such as transport,
education, local government spending and health.

In particular, all major PFl health projecis have been
subject 1o some delay as a variety of change initiatives and
delivery innovations have impacted on the National Health
Service as a whole. Furthermare, previcusly promoted schemes
have been reviewed for affordability in the light of the changing
role of acute, intermediate and primary care provision. Scheme
review processes are generally leading to re-confirmation that
projects already in procurement will proceed to implementation
{often with rnarginally reduced scope), but the Government has
indicated that the future acute hospitals PF: pipgline is kely
to be of the order of £7-9 hilion as opposed to a previously
projected £12 billion. Offsetting this in England and Wales are
initiatives in relation te expanding investment in primary care
facilities through the LIFT programme, cemimunity hospitals,
intermediate treatment centres and the supply of outsourced
support services. In addition, while it is likely that acute hospital
PPFI schemes in England and Wales will tend to be of lower
average size than in the past, and may be fewer in number,

a growing number of health projects are evident in Scotland,
MNarthern Ireland and in the EU oulside the UK. Gther sectors
exhibiting significant growth in primary demand in the UK during
2005 included waste, social housing and regeneration,

THE COMPETITIVE ENVIRONMENT
The financial trends discussed above have had a varigty
of impacts on the compelitive environment in which John
Laing operates.

Broad institutional interest in the infrastruciure sector
has not only reinforced liquidity in the secondary market (and
increased the number of secondary market pariicipants) but has
also led 1o new alliances and approaches 1o bidding for primary
opportunities in PFI/PPP sectors and the related infrastructure
markel. These have included investment banks acling directly
as Sponsors procuring construction and service subcontracts,
contractors forming co-investment parinerships with investment
barks ([some poaling existing project investments and
sponsoring new bids, others for new bids alone); and primary
funds drawing on institutional, local autherity and other pension
fund interest in invesling in assets under construction.

These developments reflect the fact that access to
a steady supply of operational project assets is the major
constraining factor for intermediaries secking to mest the

Operating & Financial Review continued..

extended institutional appetite for investment in such assets.
Under the impact of these influences, pricing for project
equity interests traded in the secondary market has continued
to advance with lower discount rates being applied to future
secured cash flows and a tendency for purchasers {o be
more willing to place value on the potential for future
refinancing, project optimisation and benefits which arise
during projects {ifecycles.

This competitive environment is having some impact
on hurdle rates for project equity investiments, but these
are uneven between sectors and markets. Public authorities,
including the UK Treasury, have observed that the development
of the secondary market should have the effect of reducing
the base case returns reguired by equily investors in the
primary market. However it should be noted that equity
returns are not the key driver of value for meney from the
public sector perspective, given the highly leveraged nature
of project structures, and that returns will be related to the
degree of operational stage risk that is retained by equity
sponsors. Where lower risk, project models are put to the
market in known seclers, compelition is likely to lead 10 a
"commoditisation effect” and a lowering of projected equity
returns. However, barriers to entry continue to exist in relation
to large projects, projects in new sectors and project models
that require management of new risks. Set against the
broader context of growing government demand in an
nternationalising market, and application of private financing
in new sectors, there is no evidence of 2 substantial and
general reduction in equity return expectations.

While signiticant barriers 1o enlry exist in many seclors,
competition is likely to be at its most intense where
government authorities articulate and adeqguately resource
a programme of procurement of substantial size embracing
nurmbers of projects over a protracted period. On this basis,
the UK's Building Schools For The Future Programme,
covering England and Yales, has altracted many bidding
groups. Equally the corporate approach of devolved authorities
in Scotland and Northern Ireland has led 10 substantial market
interast because the need for PFI/PPP procurement has been
sel within & broader context of public sector investmant
planning. Conversely, where large projects are inadeguately
resourced from a procurement persgective, of are subject 1o
repeated delays and uncertain national backing, market
interest will be repelled. This differential effect is now evident
at an international scale and national, regional and city
governments seeking to utilise private finance to accelerate
infrastructure investment are increasingly sutject to pressures
to render themsslves compstitive, particutarly where very
substantial programmaes are envisaged that require
implementation and financial resources only available to major
consorlia and leading companies.




BROAD INSTITUTIONAL INTEREST IN THE INFRASTRUCTURE SECTOR

HAS NOT ONLY REINFORCED LIQUIDITY IN THE SECONDARY MARKET

(AND INCREASED THE NUMBER OF SECONDARY MARKET PARTICIPANTS)
HAS ALSO LED TO NEW ALLIANCES AND APPROACHES TO BIDDING
FOR PRIMARY OFPORTUNITIES IN PH/PPP SECTORS AND THE

RELATED INFRASTRUCTURE MARKET

OUR PROJECT INVESTMENTS

At 31 December 2005, there were 48 investments in our portfolio. These are illustrated in the foliowing chart:
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2005 2004 2005 2004
Financial Highlights £ million E millien Financiat Highlights £ million £ milfion
Profit before taxatian Profit before taxation
- nprmal operatiens 16.1 13.7 - normal operations 6.5 6.9
- profit on sale of interests in - purchase and sale of 50%
PFI/PPP Project Companies 20.9 of MAD road project - 6.4
Net assets 172.3 1080 Net assets 160.1 821
Portfolio valuation 152.9 120.7* Partiotio valyation 917 77.7%

* rebased for intervening transactions

EQUIOn develops serviced accommodation projects for a
wide variety of public service providers. Equion projects include
schools and colleges, local health facilities, pdlice stations, court
and defence facilities and hospitals.

The Newcastle Hospials PFI (capital expenditure
£304 million), the fargest of Equion’s projects currently in the
construction phase, has made good progress since financial
close in May 2005, with initial facilities management services in
operation and overall construction is on programme and budget
acress both the Freeman and the Royal Victeria Infirmary sites.

ExceflGare reached financial close on six further tranches
of local health taciiities during 2005, involving £105 million of
capital expenditure under the LIFT programme. 'n aggregate,
ExceliCare — a joint venture with Bank of Scolland - now has
ten {ocal health centres in operalion and 25 under construction
involving £176 million of capital expenditure. In aggregate
ExcellCare’s six local LIFTCos - the local joint venture bodies
formed in partnership with the public sector — have an additional
15 facilities at detaited design stage, with a further 40
programmed for implermentation over coming years. As these
facilities come inte use, Equion FM maobilises supporting faciities
management and ExcellCare has the opportunity to develop
additional support servicing to faciities that typically deliver a
wide range of primary health services. These include dental care
and rmental health care in addition to improved general practice
medical services, which are supported by co-tocation of other
retail and community services.

Durning 2005 Regenter, Equion's sociat housing and
regeneration joint venture, reached financial close on an mitial
two schemes in Stoke and Newharn both of which are
progressing well in the implementation stage. Regenter has
recently been appeinted provisional preferred bidder by
the London Berough of Lewisham for the refurbishment
of 1,600 housing units with a capital works value in the order
of £70 million,

Equion has interests in 22 operaliona’ and partially
operational projects and a further seven with faciiities still at the
construction phase.

Operating & Financial Review continued. .

* rebased for intervening transactions

Lalng Roads develops and invests in major road
proiects, highways maintenance and renewal projects
including related servicing aclivities, such as investment in
street-lighting renewal for city and regional authorities.

During 2005, two roads completed construction and
entered into operation:

+  Norway’s £140 milion E38 Klett to Bardshaug road,
the first PRI in the country, opened 1o traffic two months
early, and

e the Sirhowy Enterprise Way (£43 miilion total funding)
road project in South ' Wales was successiully opened (o
tratffic on 23 December 2005, three and a halt months
ahead of schedule.

This brings the number of fully operational projects
in the Laing Roads portfolic to nine, seven of which are in
the UK and two in the rest of Europe, During 2005,
aggregate traffic volunes across the portfolio were in line
with overall projections.

In addition, during the second half of the year,
construction commenced in respect of the E18 in Finland
€300 million capital cost) and Phase 1 of the A1 in Poland
€500 million capital cost). Further to these, street-lighting
projects are at the implementation stage in Wakefield and
Manchester.

SIRHCWY ENTERPRISE WAY IN SOUTH WALES AND
E32 tN NORWAY OPENED EARLY TO TRAFFIC

CONSTRUCTION COMMENCED ON E18 IN FINLAND
AND PHASE 1 OF A1 IN POLAND

WAKEFIELD AND MANCHESTER STREET-LIGHTING
PROJECTS AT THE IMPLEMENTATION STAGE




2005 2004
Financial Highlights £ million £ miltion
Profit before taxation
- normal operations 7.3 2.5
- bid casts on new franchise 1.4} o
- sale of development fand 0.2 2.9
Net assets 56.8 54.9
Portfolio valuation T 62.3*

* rgbased for intervening transactians

Lamg Rail operates Chiltern Rallways through a
100% subsidiary (M40 Trains) under a long-term franchise.
Laing Rail delivers enhancement projects for Chiltern
Railways and is a leader in practical application of project
finance techniques in the rail environment. its subsidiary,
Laing Rail Projects Limited, delivers third party enhancement
projects and also specialist rail consullancy services.

After a prolonged period of relatively smooth growth

in patronage sustained by excellent operational performance,

Chiltern Railways had an exceplionally difficult vear, with
seven weeks of major disruplion caused by the collapse of
third party building works at Gerrards Cross resulting in
great inconvenience to the travelling public. Laing Rail is
confident it will obtain full compensation for both the 2005
and longer term revenue and cost impacts of this event
under the relevant legal agreements. Subsequent 1o re-
opening a reliable service was swiftly restored.

Other key initiatives for Laing Ral in 2005 included:

s opverseeing delivery of Evergreen ? — Laing Rail's
innavative £80 million Design, Build, Finance and
Transfer project creating new station capacity, signalling
and line enhancements for the Chiltern roule;

* commissioning the new £20 million Wembley Depot,
designed to support improved rolling stock utilisation
and improve the cost-effectiveness of train maintenance;
and

¢ project development work for new stations at Coleshill,
Aytesbury Vale and West Hampstead.

91.9% OF CHILTERN TRAINS ON TIME
(2004 - 91.8%)

STRONG RECOVERY OF OPERATIONAL
PERFORMANCE FOLLOWING COLLAPSE OF THIRD
PARTY BUILDING WORKS AT GERRARDS CROSS

£20 MILLION WEMBLEY LIGHT MAINTENANCE
DEPOT COMPLETED DURING 2005

EVERGREEN 2, LAING RAIL'S SIGNIFICANT TRACK,
SIGNALLING AND CAPACITY ENHANCEMENT
PROJECT, PROCEEDED TO SCHEDULE

DURING 2005 EQUION,

LAING ROADS AND LAING RAIL
ALL TRADED SUCCESSFULLY
AND MADE GOOD PROGRESS
IN SECURING NEW PROJECTS
AND DEVELOPING NEW LINES
OF BUSINESS

DEVELOPMENT OF KEY RELATIONSHIPS
in order to deliver the most appropriate project solutions to
public authorities, and in order to service and manage an
expanding portfalio of operational investrments, John Laing
warks in alliance with a wide range of different organisations.
The business philosophy underpinning these partnerships is
one that emphasises joint working with strong partners on
the basis of shared values, a commilment to gquality delivery
and clearly defined roles.

During 2005 we continued to work closely with
the Commonwealth Bank of Austraiia progressing a number
of major projects lowards tinancial close. Laing Capital
Management also initiated joint activity with the Alianz
Group, initially through co-investment in existing John
Laing projects but with the intention of exploring wider
infrastructure opportunities. Prominent among other
co-investment relationships is cur equal partnership
with HBOS in ExcellCare - delivering LIFT schemes —
and Excellearn — now bidding on the Bullding Schools
For The Fulure Programme.

During the year our construction partners for projects
in construction phase and at preferred bidder included Laing
O'Rourke, Skanska, Carillion, AMEC, Costain, Mowlem and
Wates amongsl others, while lead service partners included
Amey, Interserve, 188, Serco and Sodexho.

During 2005 we alse initiated new bidding activity
wilh Autostrade, the Macquarie Infrastructure Group and
selected local partners in the US markel, and continued joint
bidding activity with Skanska and Bilfinger Berger in Furope
and Vinci in the UK. Our range of local and regional partners
in the UK market continues to broaden.

VWe have a strong preference for forming ongoing
partnerships and alliances which focus on the oppertunities
in specific sectors or public service activity. By doing this,
bidding efficiencies ars enhanced, best praclice is
transmitted from project to project and working relationships
are deepened.

19




20

PORTFOLIO VALUATION

A valuation of the John Laing portfolio has been carried out
on a consistent basis for each half-year period since June
2000. The exercise does not seek to estimate the changing
market value of the assets in the portfolio in the light of the
development of the secondary market. However, threugh
application of a consistent methodology, the process serves
to illustrate movements in vaiue between periods and the
impact of intervening transactions and its publication
provides shareholders and analysts with information that
can be compared to individual transactions in the broader
markel, where these have been made public,

A significant number of listed players in the European
PFI/PPP market have started to publish valuations of their
own investments. Whilst each company has adopted its own
methodelogy, all are based on similar principles to the method
that John Laing has been using for the last five years.

METHODOLOGY

Fach run of the valuation process is based on using one of

four methods to establish a value tor each of the projects

in the portfolio:

* the principal method is the discounted cash fiow analysis
('DCF'} which is applied o the future forecast cash flows
to which John Laing as shareholder, or holder of
subordinated debt, is entitled.

The exceptions 1o the application of DCF are:

» where investments are listed, the closing price on the
period end date is used ('market value’);

= where a current independent third party value is
available, usually because of a recent transaction
{'third party valuation'}; and

* where there are no long-term financial forecasts
available, or where the asset has been written down
1o zero, a current book value is used {'book value’).

DCF was utilised on all of the 48 investments for

the December 2005 valuation. In this exercise the detailed

financial models, approved and updated at Project Company

level in line with operational experience and lenders’
requirements, are scrutinised to determine forecast future
cash flows to John Laing. A post-tax DCF analysis is then
applied and any cash flows resuiting from interest bearing
loan notes are taxed at a notional 30%. Forecast cash flows
as evidenced in the approved models are never varted
positively, but may be further discounted if John Laing
believes additional uncertainlies have emerged since the

last approved mode! update.

Operating & Financial Review continued

No value is ascribed to any proposed variations
extending or expanding project scope because, whilst the
variation scale may be known and they may be projected
to yield substantial additional future cash flows, they are
not contractually certain. Similarty no vaiue is derived
from projacted refinancings, which although projected
as creating additional value through accelerating cash
release from projects, have yel to reach financial ciose.

No value is ascribed to preferred bidder positions in the
portfolio valuation,

The discount rale utilised is arrived at by adding
risk premia of 6%, 4% of 2% 10 a base discount rate of
7.5% depending on the distribution of project cash flows
petween the construction phase, ramp-up (two years from
the start of operations) and subsequent operations.
Additicnal risk premia wilt be added if the future performance
of the project is subject 1o particular uncertainties in refation
to a payment mechanism incorporating significant volume
risk or other unusual risks.

For those investments valued by DCF the weighted
average annual post-tax discount rate is 10.8% (2004 ~
10.6%). Projected Chiltern equity cash flows are discounted,
as betore, at 15%.

In the case of the Second Severn River Crassing
('SRC") debenture stock, market valuation as at 31 December
2005 has been used for the current exercise. The remaining
SRC equity interest has been valued on a DCF basis. In
addition to the portiolio of 48 investments, there are a
further two projects, Brisbane Airlink in Australia and
Micland Metro. Both of these projects have a net book
value of nil (2004 - nil} and the portiolic valuation ascribes
na value to them. They have therefore been excluded from
the portfalio list. In no cases have third party valuations
been used in the current exercise.

As in previous years, the calculations underpinning
the 2005 valuation have been validated by Ernst & Young
LLP* in line with a brief requiring them to ensure thal the
tinancial analysis used 1o generate the valuation is both
accurate and in accordance with the adopted methadology.

The calcutations that unde: pin the portfolio vatuation have been made by, and are
the sole respansibility of. John Laing. Ernst & Young LLP has perfermed agreed-
upon procedures Lo confim that the aspects of the calculations have been
performed correctly and Ihe methodology set oul by John Laing has been
correctly applieg. Ernst & Young LLF has not given an opinion as to value Ernst
& Young LLP performed the work exciusively for John Laing and has reporled iis
findings ta Joha Lang. Ernst & Young LLP accepts responssbility fer 15 wark
solely te Joha Laing and to no other party. £rnst & Young LLP has not reviewed
eacn of the linancial forecasts approved at Project Company level by the relevant
Project Company enbities



ATy | D

CHANGES IN VALUATION
Movements in the portfolio valuation are s2t out below:

Partfotio Equity and Rebased Partfolio

Yalyation loan note Refinancing Dec 2004 valuation
December Acquisi- subscrip-  and distri- value at Growth on December Growth an
2004 tions Disposals tions butiens Dec 2005 valuatian 2005 valuation
E million € millian £ milkien £ million £ miilien £ million E miflion £ miltion %

Portfolia

Accommodation 152.2 8.2 (29.9} 16.2 {26.0} 1207 322 152.9 27
Roads T&1 Z26 - 28 (3.8) 777 4.0 917 18
Rail 872 - - - (5.8) 62 3 838 Tt 10
Utihties 5.0 - - 43 - 123 £l 14.4 8
Total 301.2 108 {29.9} 27.3 {(35.4) 274.0 56.1 3304 20
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THROUGH APPLICATION OF A CONSISTENT METHODOLOGY, THE

PROCESS SFRVES TO ILLUSTRATE MOVEMENTS IN VALUE BETWEEN

PERIODS AND THE IMPACT OF INTERVENING TRANSACTIONS
AND TS PUBLICATION PROVIDES SHAREHOLDERS AND
ANALYSTS WITH INFORMATION THAT CAN BE COMPARED

TO INDIVIDUAL TRANSACTIONS IN THE BROADER MARKET

>  AFTER REBASING TO TAKE CASH FLOWS
INTO ACCOUNT, THE PORTFQLIO VALUATION
REFLECTS UNDERLYING GROWTH OF 20%
OR £56.1 MILLION ON A REBASED
DECEMBER 2004 VALUATION OF £274.0
MILLION. THIS GROWTH INCLUDES THE
POSITIVE EFFECT OF TAKING PROJECTS
TO FINANCIAL CLOSE, THE EXCESS OVER
PORTFOLIO VALUATION ACHIEVED ON
DISPOSALS, CASH FLOW IMPROVEMENTS
TO THE PROFILE OF DISTRIBUTIONS
FROM OPERATIONAL PROJECTS AND THE
UNWINDING OF ONE YEAR'S DISCOUNT
ON PROJECTED CASH FLOWS

Cperating & Financial Beview contnued

Tha cash movement relating to acguisitions in 2005
reflects the purchase of additional stakes in the Edinburgh
ang Glasgow Schoots projects in Novernber. and the
acruisition of the remaining 50% stake in the Walsall street-
lighting project also in November

The cash movements relating to disposals in 2005
were the sale of a 50% interest in the Joint Services Command
and Statf College project in September. and the cash receipt
from the sale of three police projects in December.

Equity and loan note subscriptions relate to projects
where commitments to invest eguity and lcan nates have
crystallised, or to new investrment in further tranches of
schemes in existing LIFT concessions.

There were no cash receipts from refinancings
in 2005. The proceeds and distributions include investiment
receipts from yisiding projects whether dividend distributions
Ioan repayments or interest received.

At sector level. the Accommodation sector exhibited
a £32.2 million rebased growth in value and accounts for
46% of tha portfolio tatal (2004 — §1%,). This oulturn is the
net effect of a number of factors, including:

« the successful closing of Newcastle Hospital, North
Swindon Schools and further tranches of invesiment
in LIFT schemes;

+ (he purchase of further stakes in Edinburgh and Glasgow
Schools through pre-emption opporlunities: and

+ the disposal of the 50% stakes in the police assets
10 Allianz AG.

Taking these various transactiens into account, the
rebased growth for the Accormnmodation sector was 27%
(2004 - 15%).

The Roads sector showed rebased growth of 18%
and accounts for 28% of the portfolic total {2004 — 25%)
Conlributing factors 1o this growth were the successful
closing of the £18 road project in Finland and the A1 road
project in Poland

The Rail secior exhibited rebased growth of 14%
and accounts for 22% of the portfolio total (2004 -~ 23%).
The Chiltern investment accounts for 73% of the sector total
and increased in valug by 4%

The Utilities sector valuation increased by 8% on a
rebased basis, reflecting the tnvestment made in the London
Underground Connect project. Kinnegar {the small waste
water treatment plant in Northern Ireland) continues 10 be
valuad on a more prudent basis because. although steps
nave been laken to improve pertorrmance levels that
previously reduced client payments, it 1s currently too early
to forecast the tonger term outcome accurately.

DCF valuation underping 88% of the total portfelio
valuation of £330.1 rrullion




ESTIMATED FUTURE JOHN LAING CASHFLOW

The long-term cash flows analysed as part of the DCF analysis are shown below {exciudes cash flows associated with

preferred bidaer projecis):

[ £ million 2006 2007 2008 2009 2010 20 2012 2013 2014 2015 I
Accommodation 1.2 e 136 i3 4.7 16.9 5.8 16.4 14.6 14.3
Roads (0.4) (0.3 2.4 G4 9.7 8.8 91 13.9 19.2 ne
Rail 5.1 37 5.3 2.2 111 15.3 1.2 ne 13.2 14.6
Uilities (21 LA 4.9 21 2.2 2.4 2.5 1.5 23 2.3
Total 15.7 6.4 26.2 320 217 43.4 38.6 43.7 49.3 43.0
€ millian 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Accammodaton 135 15.C 143 157 171 18.2 21.0 213 19.9 210
Roads 12.6 B9 16.0 101 7 4.9 7.4 4.1 20.2 24.2
Rait 161 17.3 18.4 9 139 288 7.3 - . -
Utiities 5.0 a7 37 3.6 - - -

Total 47.2 49.9 471.0 48.5 as.7 519 357 35.4 40.1 452
£ millien 2026 2027 2028 2029 2030 200 2032 2033 2034 2035 l
Accommodation 2B.0 377 359 458.6 28.6 35t 368 145 10.0 93
Roads 343 3.4 6.6 203 6.1 B.4 4.1 29 2.9 27
Rail - . . - . . . . .
Utilities

Total 62.3 69.1 52.5 £9.9 447 43.5 40.9 17.4 12.9 12.0
E millien 2036 2037 2018 2039 2040 2041 2042 2043 I

Accommadation 12,8 81 6.5 4.3 23 13.2 17.8 9.9

Roads 1.5 09 0.8 1 . - . -

Rail - . -

Utilities

Total 21.3 2.0 7.3 5.4 2.3 132 178 29
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FUTURE MARKETS AND OUTLOOK

The private financing of new and modernised assets to
support better public services is a growth activity both in the
UK, John Laing’s home market, and in other major
economies, 20056 saw the Group initiate activity in a number
of new markets and additional sectors and the outlook for
2006 and beyond remains encouraging.

2005 was marked by substantia! growth in the
number of international bidding opportunities end, white the
Group will continue 1o be highly selective, the outlook for
further activity in the enlarged EU is strongly positive over
both the short and medium term. The most significant near
term opportunities within the EU outside the UK are in the
roads sector. Accommodation projects are becoming more
numercus and widespread in the EU outside the UK, and rail
cffers potential project opportunities of significant size.
Beyond Europe, North America as a whole is currently the
international market that is most attractive from a John Laing
perspeclive,

Within the UK, the health sector, followed oy
education and local government are likely to be the sectors
with the most substantial flow of new opportunities in the
near term, with wasite, housing and regeneration all exhibiting
both growth and substantial longer term opportunity.

During 2005 the Group created additional capacity to
pursue opportunities in all of these areas where bidding
opportunities tend te have a long lead time, A limited
number of substantial major project opportunities exist in the
UK transport sector {including the current M25 procurement
initiated by the Highways Agency)* but road maintenance,
street-lighting and rail infrastructure projects will aiso provide
a continuing stream of individual opportunities of an
attractive scale.

The waste sector represents a significant opportunity
in the coming years, driven by the requirements of EU
directives on landfiti reduction during 2005. John Laing
announced a partnership with Viridor to bid for the Greater
Manchester waste management PFl project.

* Laing Roads has been prequalified for the £1.5 biilion M25 Design, Buiid, Finance
and Operate {DBFD) project in consortium with Autgroutes du Sud de )a France,
Carillign, Costain, and Vinci.

The Group has a substantial programme of bidding
under way. A total of 24 projects are currently at shortlist
stage as at 10 March 2008 which, assuming a 40% future
success rate, involve a total projected potential eguity and
lcan investrnent of £82 miliion. £76 million is due to be
invested in primary projects currently at the preferred bidder
stage and £48 million as further equity and loan contributions
to already signed projects. !In order to take full advantage of
the opportunities for further investment the Group secured
additional funds in July 2003 through a rights issue that
raised £95.5 million net of costs.

PPP
TRANSPORT
SUMMIT

In October 2005 John Laing played a lead role in
crganising a PPP Summit as part of the UK Presidency of
the EU. Structured as a high level dialogue between the
private sector, the Member States and EU institutions, this
focussed on the transport investment apportunities arising
from the eccnomic and envirenmental pressures that must
be addressed at the community level and on the potential for
more effective promotion of PPP structures. Further urgency
has been added 1o this dynamic by the cutcome of the EU
Budget process.

fdesfod

A E Friend
13 March 2006

THE COMPANY APPROACHES
THE COMING PERIOD

CONFDENT IN THE PROSPECTS

FOR SUSTAINING THE PATTERN

OF PROFITABLE GROWTH

WHICH HAS BEEN ESTABLISHED

OVER RECENT YEARS
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Financial Review

The Group profit
before tax for the year
to 31 December 2005

was £35.8 million
(2004 - £25.0 million).

ADRIAN EWER
GROUP FINANCE DiRECTCR

PROHTS FROM OPERATIONS IN
PH/PPP PROJECTS IN LINE WITH
MANAGEMENT'S EXPECTATIONS AT
£30.8 MILLION (2004 - £28.7 MILLION)
INCLUDING NET INTEREST INCOME OF

£6.5 MILLION (2004 — NET INTEREST COST
OF £7.4 MILLION)

26 Operating & Financial Review continued. .,




SUMMARY OF RESULTS

The Group profit before tax for the year 10 31 December 2005 was £35.8 million (2004 - £25.0 million). The resulls have, for the

first time, been prepared in accordance with Internationat Financial Reporting Standards ('IFRS') and the comparatives restated
accordingly. Details of the effects of IFRS transition and adoption of 1AS32 ('Financial instruments: Disclosure and Presentation')
and IAS39 ('Financial Instruments: Recognition and Measurement’) as al 1 January 2005 are set out in the note on accounting

policies on page 86

The table below analyses the profit before tax between PFI/PPP projects, central management services including bidding

activities and corporate finance:

SUMMARY GROUP INCOME ANALYSIS

Profit Profit
2005 2004
E millien E millipn

PFI/PPP projects - protit before tax
Accommodation - normal gperations 16.1 137

- profits from disposals 20.9 -
Roads - normal operations 6.5 6.9

- profits from disposals - 6.4
Rail - normal operations 73 a5

- sale ol development land 0.2 29
Utilities 0.9 (1.4)

519 380

Management services, overheads and bid costs

- bid costs, PFI/PPP (6.3) (0.9}

- franchise bid costs, rail (1.4) (0.7}

- overheads (12.3) (11.8)

(20.0) {13.4})

Corperate finance income (net) 37 ol
Non-core actlivities - Octagon Developments 0.2 0.3
Profit before tax 35.8 250
Tax {13.07 (2.3
Discontinued operations {after tax} {1.5) 2.5)
Profit for the period (after tax) 213 15.2

Continuing businesses include the Group's portfolio
of PFI/PPP infrastructure assets, the central bidding
activities and Oclagon Developments. The discontinued
operations include the residual liabilities relating to the
dispesed construction and house building businesses,
inctuding the run off of liabilities in the Group's captive
insurance company.

The significant events that have influenced the
results for 2005 are noted below:

CONTINUING OFERATIONS

+  profit of £20.9 million from sale of interests in PH
infrastructure projects (2004 - £6.4 million);

= prohts from operations in PFIYPPP projects, excluding
disposal profits, were in lne with Directors’ expectations
at £30.8 million {2004 - £28 7million) including net interest

ncome of £6.5 million (2004 - net interest cost of £1.4 milion):

DISCONTINUED OPERATIONS
Great Eastern Hotel claim settled within existing provisions,
at a cash cost to the Group of £19.8 million, Residual
insurance issues could result in further cash flows either

1o or from the Company and have become the subject of

a dispute between the Company and its insurers; and

run off liabilities in the caplive insurance company increased
by £1.7 million following an increase in number and value of
disease claims related to former construction activities

increased bid activity and write-off of bid costs on the Surrey
County Council project, where in late January 2006 the
Council's Execulive decided not to proceed with the project.
This resulted in a charge of £4.6 million to the income
statement and explains the significant increase to bid cosls
as set out in note 1 to the accounts; and
increase in corporate finance income {c £3.7miliion

12004 - £0.1 million) following the rights issue, which raised
£95.5 million net of issue expenses.
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THE BOARD REVIEWED THE FUTURE FUNDING
OPTIONG, IN LIGHT OF AN EXPANDING PIPELINE
OF BIDDING OPPORTUNITIES, AND CONCLUDED
THAT THE CAPITAL BASE OF THE GROUP SHOULD
BE INCREASED BY WAY OF A RIGHTS ISSUE

The consclidated balance sheet includes the Group’s share of the assets and liabilities of PFI/PPP Project Companies,
including the non-recourse project debt. The financial assets and Habilities of PFI/PPP Project Companies have been included
al fair values in accordance with IAS32 and IAS309, resulting in an increase to net assets of £58.5 million after accounting for
deferred tax. Since it is only the financial instruments that are included at fair value, and not the value of future service margins,
there will be little, if any, correlation between the net assets included in the consclidated balance sheet and the portfclio valuation
that is set out on pages 20 to 24 of the Operating & Financial Review.

The following table re-analyses the balance sheet and shows the recourse assets and liabilities separately from non-

recourse assets and liabilities as at 31 December 2005;

BALANCE SHEET ANALYSIS

2005 2004
Recourse Non-recourse
Amortised  Fair vafue Total Amortised Fair value Total non-
cost adjustments recourse cest adjustments recourse Total Total
£ million £ million £ million £ miltion £ millien £ million £ mitlien £ miltien

PFI/PFP investments 1849 - 184.9 - 184.9 176.3

Homes assels 153 15.3 - - - 15.3 159

Fixed assels and working capital balances 14.8 - 14.8 14616 2497 1,702.3 L7117 1443 3*
Discontinued businesses 5.5 - 5.5 - - - 55 {20.4)
Current tax 5.2) - (5.2} (07} (0.7} (5.9 (71
Deferred tax (77 (1.7} {56.4) (24.5) {B81.3) (89.Q) (58.8)
Post retirement obhgations

(net of tax asset) (135.9) - {135.9) (8.2) (8.2) 144.1) (135.5)
Net cash/{debt) 1086 - 108.6 (1,396.3) (1,396.3) (1,287.7) (1,326.0)
Derivatives and commodity swaps - - - 0157.3} {157.3) {157.3} -
Net assets 180.2 - 180.3 - 58.5 58.5 238.8 a1

* In geccordance with the transitional arrangements for implementation of RS, the comparalive balance shecet as at 31 December 2004 does not include 2n IAS 39 [air value
adjustment wn respect of financial assets and liabilities. The effective dake for impiementation of the IAS39 fair valuation of financial instrumen!s was  January 2005.

CAPITAL STRUCTURE AND RESERVES

The Group's financial resources are primarily sourced from
squity and internally generated funds, while debt facilities are
mainly used for the issue of ietters of credit 1o support the
Group's forward commiiments 1o provide equity and loan
capital to special purpose PFI/PPP infrastruclure companies

During the second quarter of 2005, the Board
reviewed the future funding options, in light of an expanding
pipetine of bidding opportunities, and concluded that the
capital base of the Group should be increased by way

of a rights issue in preference 1o eilher accelerated asset
disposals or increased deb! facilittes. This culminated in a

'SPCY). SPCs are funded by a mix of shareholder equity,
shareholder loans and third party debt.

The Board operates a policy of maintaining adequate
financial resources o fund fulure equily and lcan capital
commitments to SPCs on PFI/PPP projects that have
reached financial close, plus anlicipated future commitments
on projects at the preferred hidder stage. When considering
the adequacy of financial resources, the Board also takes
into account the likely future commitments to projects
for which the Group has been short-listed during the
competitive bid process.

Operating & Financial Review conlinued. ..

rights issue that raised £95.5 million net of expenses in July
2005 through the issue of 50,049,585 new Ordinary Shares
at 200 pence each. The exercise of share oplions yielded a
further £G.3 million, resulting in 1otal proceeds from share
issue of £95.8 millien

As a conseguence of funding the retained
construction contract labilities, for which accounting
provision was made an the sale of Laing Construction in
2001, and of increased contributions to The John Laing
Pension Fund, the Company was facing a potential deficit
in disirbutable reserves. In order to address this issue the
shareholders approved a £50 million capital reduction
which was approved by the courts in June 2005,



CAPITAL AND RESERVES

Graup* Company**

2005 2004 2005 2004
Share Capital
Ordinary Share capital 58.3 457 $8.3 457
Preference Share capital 39.4 394 39.4 394
Share premium account 121.0 87.4 121.0 874

218.7 172.5 218.7 172.5
Reserves
Deficit relating to post retirement obligalions (144.1) {135.5) - :
COther profit and loss reserves 104.6 469 a46.0 8.0
Non-distributable reserves ai 2.3 - -
Hedqing, revaluation and translation reserves 26.5 09

201 (85.4) 46.0 8.0
238.8 871 264.7 180.5

Total equity

based on IFRS accounting policies
** based on UK GAAP accounting poticies

RECEIPTS FROM AND RETURNS TO SHAREHOLDERS
With the exception of the rights issue referred to above,
there were no other capital raisng exercises in 2005,

The Board continues to adopt a policy of growing
future dividends, provided 1hat they are fully covered by
earnings. To this end the fuil year dividend on the Ordinary
Shares, on the assumption that shareholders approve the
Board's proposed final dividend, will increase from 3.3 pence
for 2004 to 3.65 pence for 2005, an increase of 10%. The
interim dividend for 2005 was paid on the enlarged share
capital following the rights issue, resulting in full year
dividends paid on Ordinary Shares of £6.8 milion.

In addition to the dividend on the Ordinary Shares,
the Company also paid dividends of £2.5 million on the
39.4 million 6.4% Convertible Cumulative Preference Shares
in issue,

Following the sale of Laing Construction in 2001 and
LLaing Homes in 2002, shareholder returns have principally
been derived from the increase in the valug of the portfolio
and only 10 a limied degree from dividend vield. While the
Group continues to expand its business focussed on PFVPRP
nvestment and operations, it is unlikely that shareholder
returns will be driven primarily by dividend vield.

TREASURY POLICIES AND INTEREST COS5T

Interest rates

The Group is not a significant borrower at the corporate level
and does not, therefore, seek 1o hedge exposure {0 interest
rate movements. However, there are significant levels of
non-recourse borrowing within the PFI/PPF Project
Companies in which the Group invests. In aimost all
sircumstances the prgject financing agreements of the
PFI/PPP Project Companies require the debt to be on a
tixed interest rale basis or, where variable rate debt has
been arranged, to be swapped to fixed rate for the full
value and term of the loan. Under our accounting policies,
the income of a Project Company is a combination of
interast received on the financial assets and the turnover
from the provisicn of services Expenditure comprises
interast paid oh monies borrowed to finance the project
and expenditure associated with the provision of services.
The net of investment income less finance costs
resulted in a credit of £10.2 million for the year ended
31 December 2005 (2004 - credil £3.9 million), of which
£3.7 million related to corporate financing and £86.5 million
ralated to PFI/PPP Project Companies. Corporate finance
income includes the net finance incorne on the pension
funds. The following analysis sets out the significant
elements of the net credit:
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INVESTMENT INCOME AND FINANCE COSTS

2005 2004
Nan- Non-
Recourse recoyrse Recourse TeCQuUrse
funds tunds Total funds funds Total
E milfion £ mitlien £ miffion £ million E miilion £ million
PFI/PFP Project Companies
Receivable on finance debtors and deposits - n7re 117.0 - 75.6 75.6
Payable on project finance and shareholder loans - {106.9) 106.9} - (75.0) (75.0)
Deblissue costs amortised - (2.9) (2.9 - 1.9} (1.9}
Debt issue costs written off on refinancing - {0.6} (0.6) - (0N on
Ineffectiveness of derivatives - (e.n . - - -
TAS19 tinancing income on pension funds 2.0 - 2.0 11 - 1
Corporate funds
Payable on corperate lpans 0.8} - (0.8) (1.9} - 19)
Receivable on deposits and teans Lo PFI/PPP Project Companies 2.8 - 2.8 8.4 - 8.4
Arnortisation of debt issue costs (0.3} - {0.3) 16) - .8y
Fayable on unpaid tax - - - (0.7 - t07)
3.7 6.5 10.2 53 (1.4} 39

Net credit/(charge)
Interest income in PFI/PPP Project Companies
mainly represents the interest receivable on financial asset
balances. John Laing accounting policy is to set the financial
assatl inferest rate for the term of the project agreement at
or scon after financial close. This rate is normaily higher than
the average cost of senior project debt, up to @ maximum
of 300 basis points ('bps') above the long-term gilt rate.
The interest rate on the debt of PFI/PPP Projact
Companies is, in almaost alf circurnstances, fixed on financial
close, either through the issue of a long dated bond or
through the purchase of an interest rate swap where the
project has been financed using variabie rale bank debt,
Since the interest rate on PFI/PPP Project Company
debt has been largely fixed, the impact of changes to
inerest rates on 1he finance cost is minimal. There is,
however, an impact on the investment Income on monies
held on deposit both at Group level and in PFI/PPP Project
Companies. Such an effect has not been, and is unlikely to
be, significant in the context of the Group income staterment.
Interest on corporate debl was charged at 175 tps
above LIBOR pricr te arranging new debt faciities in December
2004, from which date the margin on new facilities was
reduced to 100 bps. Debt issue costs of £1.2 million brought
torward in respect of the cancelled facilities were written off in
2004 and debt issue costs of £0.9 million on the new facilities
were capitalised. The Group has operated with net deposit
balances throughout 2005 such that the primary interest rale
exposurg 15 1o changes in deposit rates. Use of facilities has
been largely restricted to the issue of fetters of cradit in
support of torward funding commitments on PEKPRP
projects. These are charged at the relevart debt margin,
iz 175 bps until December 2004 and 100 bps thereafter.
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DEBT FACILITIES
The Group's treasury funclion seeks to ensure that the
Group has access to funds and committed bank facilities
that cover, as a minimum, 1he forward investment
commitments on both signed PFIPPP projects and the
potential commitments estimated in respect of projects
where the Group has been confirmed as preferred or sole
bidder. Detailed medium-term cash flow forecasts are
prepared and reviewed on a regular basis.

FOREIGN CURRENCY
The Group has a refatively small balance sheel exposure
to foreign currency fluctuations and no currency hedges
were in piace at 31 December 2005. However, the Board
has an agreed policy of hedging foreign currency
investments with a Sterling equivalent valug in excess
ot £5.0 million. The Board intends to draw foreign
currency borrowings to match significant foreign currency
mvestments as and when such investments are made,
normally upen completion of the construction phase on
PFIFPPP projects.

As the Group increases the scale of its overseas
investrment aclivity it is likely that the value of foreign
currancy investments and the matching foreign currency
borrowings will increase

The Group seeks 1o cover significant fransactional
expostres arising from réceipts and payments in foreign
currencies, where appropriate and cost effective. The
value of such exposures and the corresponding hedges
has been refatively low and is expected to continue as
such. No forelgn currency transaction hedges were in
place as at 31 December 2005




CASH FLOWS

The Beard monitors the cash flows relevant to the Group’s
recourse funds for the purpose of assessing the adequacy
of finarcial resources. In particular the Board pays close
attention 1o the surns committed to and invested in PFI/PPP
Project Companies and the cash distributions thereor.

Divisional managerment menitors the cash flows
within PFI/PPP Project Companiegs, since this provides a
good indication of the operating perlormance at Project
Company level.

Buring 2005 the Group received distripulions and
capital repayments of £35.4 million from PFI/PPP Project
Cormpanies {2004 — £18.2 million), incleding a special
dividend. Such a special dividend is unlikely to be repeated
at the same leval in the future.

CASH FLOW ANALYSIS

The Group also realised significant cash on the sale
of PFI/PPP assels to the now well developed secondary
market. The Board expects there to be a continuation of
asset sales to the secondary market. it is probable that
the flow of future asset sales will be irregular, giving rnse to
some volatility in terms of both cash flow and profits across
different accounting petiods

The following table analyses cash flows affecting
ihe recourse funds separately from those affecling nen-
recourse funds.

A surnmarnsed presentation of the projections of
future running yields from the existing portfolio of PFI/PPP
assels is set oul on page 23,

Cash generated from the portfolio of PFYPPP assets
will primarily be re-employed in the business through further

bid development

Non-
Recourse Fecourse
funds/ funds/
‘ N Tatal Tatal
,ﬁmﬁ_ﬁ __.M_ Group Group
2005 2004 2005 2004 2008 2004
£ million £ milligo £ millien £ millicn £ million £ milhon
Net funds at t January 42.7 67.4 (1,368.6) (1168.7) {1.325.9) (1,101.3)
Continuing aperations - Parttalio cash flow
PFY/FPP investment {27.3) (38.8} {27.3) (38.8)
Distriputions from PFI/PPP Project Comparies 35.4 18.2 35.4 182
Purcnase of PFt Project Companies (10.9) - 109 -
Sale of PFi Project Companies and investments 29.8 10.4 29.8 10.4
Purchase and sale of 50% interest in M40 road project - 6.4 - 6.4
Purchase of fixed assels {3.0» (o {3.0) G0
Rail projects - on balance sheet 2.4 1.8) 2.4 1.8}
Distributions from rail jeint venture - 2.4 - 2.4
Equion FM net cash fHows {2.1) 21 (2.1 2.1
24.3 (1.2) {1,368.6} (1,16B.7} 24.3 (1.2)
Cash flows of PFI project subsidiaries 27.7) {199.9) {27.7} {1995}
Bidding activity and Group overheads
Bid costs and overheads net of recaveries on tinancial close 114.1) (13.3} (4. (13.3}
Pension contributions towards the deficit {6.1) (4.0} {6.1} (4.0)
Discantinued gperatians {27.5) (5.6} {27.5) (5.6)
Other non-operating movements
Met interest received 3.6 {02} 3.6 G.2)
Taxation (0.8} 1.5 {0.8) 15
Group dividends paid (9.3) (8.1} (9.3) (81)
Share issues 95.8 61 95.8 61
Exchange rate mavements - [¢B] - a1
Net funds at 31 December 108.6 427 (1.396.3) (1.368.6) (1,287.7) {1.325.%}
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THE CORPORATE DEBT FACILITIES CONTAIN FINANCIAL

COVENANTS THAT SET MINIMUM INTEREST COVER, MINIMUM

ADJUSTED TANGIBLE NET WORTH AND MAXIMUM LEVELS
OF GEARING, THE CURRENT CASH FLOW FORECASTS
INDICATE THAT THE GROUP WiLL COMPLY WITH THESE
COVENANTS FOR THE FORESEEABLE FUTURE

LIQUIDITY
The Board intends to maintain sufficient financial resources to fund its commitments to invest in the existing portfolio of PFIVPPP
projects and the pipeline of projects on which the Group has been appointed preferred or sole bidder.
The syndicated facilities as at 31 December 2005 reach maturity on 31 March 2010 and the bilateraf facilities and
overdraft are set to mature between Cctober and Decernber 2006,

ANALYSIS OF FINANCIAL RESQURCES

31 December 2005 31 December 2004
Non- Non-
Recourse recourse Recourse Fecourse
funds funds Total funds funds Total
€ milllen £ million £ millien £ mitlion £ million £ million
Consolidated net funds
Cash and bank deposits 108,6 278.3 386.9 442 146.8 191.0
Bank and other loans - amortised cost - 11,674.6) {1,674.6) {1.%) {1,51%.4) 11,516.9)
Net finds 108.6 (1,396.3) {1,287.7) 427 (1,368.6) {1,325.9)
Corporate bank facilities
Syndicated 1s.c Hs.0
Bilateral 25.0 25.0
Overdraft 5.0 5.0
145.0 145.0
Less: tetters of credit drawn (49.2) (39.5)
Unarawn corporate lacilities 95.8 1055
Net financial resources 204.4 148.2

There is no particular seasonality {o the Group's cash
flow profile. Cash flows will depend largely upon the timing
and quantum of new investments and asset disposals, both
of which are likely to follow an irregular pattern.

There are no restiictions on the transferability of
cash balances. The Group bas free access to draw on its
corporate bank facilities providing certain covenant tests are
being met. The corporate debt facilities contain financial
covenants that set minimum interest cover, minimum
adjusted tangible net worth and maximum levels of gearing.
The current cash flow forecasts indicate that the Group will
comply with these covenants for the foreseeable future.

Within the £49.2 million of letters of credit drawn,
£44.4 mithon is in support of forward investment

POTENTIAL FUTURE INVESTMENT COMMITMENTS

commitmants (2G04 - £33 .4 million) and £4.8 million is 10
counter-indemnify performance bends (2004 - £6.1 miflion}).

In addition to the letters of credit issued in support
of existing investment commitments, the Board monitors the
likely equity and loan requirements on projects for which the
Group has been appointed preferred or sole bidder andg on
the potential investment that will be required on projects
where the Group has been shortlisted. in the case of
prejects at the preferred or sole bidder stage, the Board
assurmes a 100% future success rate and in the case of
shortlisted projects the Board assumes a 40% success rale
by reference to potential investmeant value. The following
table shows the potential future investments associated with
the bid pipeline as at 31 December.

2005 2004

£ million £ million

Preferred bids 75.0 90.0
Shortl sted bids (40% by value} 69.0 470
Totai 144.0 137.0

Operating & Financial Review continued.




TAXATION

The Group’s tax charge on continuing businesses for 2005 was £13.0 miliion, representing an effective tax rate of 36%

12004 charge of £7.3 million - effective rate of 29%;.

For same of the earlier PFY/PPP Project Companies, no tax deduction is available for the cost of buildings and civil
engineering works, other than for the plant element on which capital allowances can be claimed. Since these assets have little or
no residual value the depreciation charge can far outweigh the capital allowances, resulting in a high effective tax rate on reported
profits over the whole asset life. Where this is likely to oceur, the high tax rate is reflected fully in our financial appraisal ahead of
commitment to invest in the project and our required return is calculated after allowing for the high level of taxes to be paid

An increasing number of projects are taxed using a "Composite Trade” basis for taxation. These projects are taxed al
30% on booked profits after allowance far a relatively small level of disallowed expendilure. These assets do not generate
the high effective tax rate referred 1o above. For certain assets, application of 1AS12 results in a relalively low tax charge in
the earlier years of operation and a higher tax charge towards the end of the concession. This partly explains the increase in
the effective tax rate in 2005,

Capital gains from the disposal of PFI/PPP investments have been sheltered by current year losses and losses
brought forward in the parent company.

TAXATION ANALYSIS

o 2005 2004 N
Profit Effective Profit Effective
before tax Tax charge tax rate peforetax Tex charge tax rate
E millian £ million % E millien £ million Y

Centinuing Businesses

PFI/PPP Project Companies Na (10.8) 34 243 {5.4) 22
Capital gains on sale of investments 209 - - 66 - -
Holding companies, big ¢cosls and overheads {16.35) 2.2} 03} (5.9} g} (32)
Total 35.8 {13.0) 36 250 (7.3) 29

The consolidated balance sheet incorporales a
daferred tax asset of ©98.7 million {2004 - £58.1 miiiion)
on the 1AS 19 deficit relating to post retirement obligations
This refiects the tax deduction that the Board believes will be
available on future pension contributions and post retirement
redical insurance premiums.

The consolidated balance sheet aiso includes a
deferred tax liability of £24.9 milion on the net fair value
adjustment to financial instruments of £83.4 million
(2004 - £nil).

CRITICAL ACCOUNTING PGLICIES
International Financial Reporting Standards ({FRS’)

The financial statements for the year ended 31 December
2004 and the preceding years were prepared in accordance
with UK Accounting Standards. The Group has complied
with International Accounting Standards {'1AS") and IFRS,
insofar as they have been adopied by the EU, for the year
commencing 1 January 2005 and the 2004 comparatives
have been restated. In order to assist with understanding the
impact of the transition we prepared a separate pubiication
“John Laing - Implementation of International Accounting
and Financial Reporting Standards". This includes a

reconctliation of the 2004 key financial statements on the
two bases of UK GAAP and IAS. A copy of the separate
publication was posted to shareholders and is available on
he website, www.laing.com.

The Group has had concerns about the application
of 1AS39 in relation to service concessions and raised these
concerns, along with cther industry participants, with IFRIC
early in 2005. {FRIC took these concerns into consideration
when issuing, for comment, draft interpretation guidelines
on accounting for service concessions in May 2006, The
guidetines partiatty assisled in that they placed an
interpretation on service concessions that rernoved them
from the leasing standard. However, the draft guidelines
attempted to set an accounting model for service
concassions within the existing framework of IAS39 and
this received considerable criticism. The draft guidelines
have not been codified. The Groug beheves that a new IFRS
is tequired 1o deal specifically with accounting for service
concessions and that it should, in specific circumstances,
override |IAS39, Until such a standard is developed, the
implementation of existing IFRS must continue and this wifl
lead to continued volatility in the balance sheet fair values of
financia! instruments that may not refiect commarcial reality.
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Accounting for the results of PFI/PPP Project Companies

The Group accounts are compiled using consistent accounting pelicies for all of our PFI/PPP projects. in many instances this
requires the restatement of Project Company accounts to comply with John Laing policias for asset and revenue recognition.
These restatements are principally concerned with ensuring that assels in PFI/PPP Project Companies are recognised as financial
assets where there is limited volume or property value risk to the revenues of the Project Company, and to ensure that major
maintenance costs are buiit into the financial asset on a systernatic basis to spread the related costs over the life of the
concession. Where financial asset accounting is employed, the Group's income is generated from interest receivable on the asset
and from a profit margin on the services provided by the Proiject Company to the public sector cliept.

if Project Companies are exposed to significant revenue risk, e.g. if revenues are derived from reai tolls, or if the project
relurns are dependent upon significant residual preperty values, the assets are generally recognised as fixed assets, which are

fully depreciated over the concession length.

The following table sets out the basis of revenue and asset recognition for the Group’s 48 PFI/PPP projects and the net

book value of assets employed in each of our key sub-sectors;

ANALYSIS OF REVENUE AND ASSET RECOGNITION POLICIES

Net capital empioyed*

Project type Number Revenue basis Asset recegnition £ miilion
Accommodation 23 Availability fee Financial asset 725
6 Availahility feg and property revenues Fixed asset 6.3

Roads 9 Shadow toll/availability Financial asset 49.0
Eridge 1 Real tolt Financial asset 5.4
Heavy rail 3 Farebox Fixed asset 223
Light rail t Availability fee Financial asset 1z
Streei-tighting 3 Performance Long-term contract 35
Utilities 1 Qutput Fixed asset 14.5
1 Availability feefoutput Financial asset 0.2

48 1849

* Met assets employed are shown after deducting the Group's share of projecl
specilic net gebt

Accounting Jor joint ventures

1AS31 {'Financial Reporting of Interests in Joint Ventures')
provides a choice in the presentation of accounting for joint
ventures: equity accounting or proportional consolidation.
The nature of John Laing's investment business is
the facihtation of oné or more venturers to form a consortium
to design, build, finance and subseguently to operate
PFI/PPP infrastructure projects. Thus much of the Group’s
business is carried oLt as a member of a number of joint
ventures. In order 10 present primary financial staterments
which provide a high degree of transparency on the scale
of the Group's operations, the Group has opted to use
propoviional consolidation of the resulis of joint ventures,
Within both the income statement and the balance sheet
a columnar presentation is given from which the reader can
see the total values consolidated on a proportional basis in
raspect af joint ventures.
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Pension and other post retirement liabilities accounting

The Group has adopted 1AS19 [Employee Benefits') in 2005
and has elected to use the option of including actuarial gains
and losses in full in the balance shéet. This has resulted in a
gross deficit of £202.8 milion {2004 - £184.0 mithon) being
recognised in the Group balance sheet. Against this the
Group has recognised a deferred tax asset of £58.7 million
(2004 — £58 1 millicn) to reflect the tax deduction that
should be obtained as the deficit is funded. The value of the
deficit is highly dependent upon some critical assumptians
and is likely to vary significantly from year to year. The
impact of possible future changes to some of those
assumplions is shown on page 25.




CRITICAL PENSION ASSUMPTIONS

Impact on gross pension deficit

increase in Detrease in
assumption assumption

£ million E million
0.25% on discount rate 3r4 (40.9)
0.25% on inflation (39.9) 37.4
1 year post retirement longevity (30.5) ne

During 2005 the assumptions used for calculating the deficit have been reviewed. The assumed long-term rate of inflation
has been left unchanged at 2.75%. However, the discount rate that is applied to future liabilities has been reduced from 5.3% to
4.8% to reflect the movement in AA corporate bond rates. This has had the effect of increasing the deficit. The pension deficit
has been calculated using the Institute and Faculty of Actuaries” current mortality tables for lifle expectancy. These were updated
during 2005 to reflect the latest statistics on longevity. The membership details underlying the caiculation of the IAS19 deficit
have been updated following the 31 March 2005 triennial actuarial valuation.

Recognition and measurement of financial instruments
The Group has adopted IAS38. While clear guidance on
interpretation has been given for the valuation of financial
liabilities and derivatives, there is a range of possible
interpretations in respect of valuing the financial assets
of PFI/PPP Project Companies,

Group policy is 1o include financial assets available
for sale in the balance sheet at fair value, The fair value is
estimated by discounting the anticipated future cash flows
at an appropriate discount rate, which is set by adding an

appropriate risk premium for the asset class to the long-term

gilt rate. The discount rates that have begn applied to
financial assets at 31 December 2005 were in the range
of 4.33% to 6.10%.

To the extent that lang-term gilt rates either increase
or raduce, the fair value of financial assets will either fall
or rise. During 2005 the reference gilt rates fell by
approximately 50 bps and this reduction had the effect of
increasing the fair value of financial assets.

The marking to market of derivatives and fair value
adjustment on financial assets has been implemented with
effect from 1 January 2005, as permitted under the
transitional arrangements for implementation of IFRS, and
is not therefore reflected in the 2004 comparative balance
sheet. The impact of valuing financial instruments for the
first time has been summarised in the accounting policy
notes accompanying these accounts on page 86.

A J H Ewer
13 March 2006
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BUSINESS AND FINANCIAL RISKS

This section of the Operating & Financial Review sats oul the
Directors’ apinion of the principal risks related to the business
of the Group and to the PFIVPPP markets mn general.
Additional risks and uncertainties not presently known to the
Directors, or that the Directors currently consider to be
immaterial, may alsc have an adverse effect on the Group.

1 RISKS RELATING TO THE BUSINESS OF THE GROUP

Availabitity of investments
The success of the Group depends upon its ability o
identity, select and execute investments which ofter the
potential for satisfactory returns and the continuing
avaltabiity of cost effective firance to SPCs. The availability
of such investment cpportunities will depend, in part, upon
conditions in the PFYPPP market. There can be no
assurance that the Group will be able to identify and execute
a syifficient number of cpportunitias ta parmit the Group to
continue with the historic rate of expansion of its portfolic of
PFI/PPP development projects.

The Directors’ approach to this risk is to moniter

all potential bidding cpportunities and to track new market
developments both in the UK and overseas.

Capacity of sub-contractors

The Group is dependent upon construction and service sub-
contractors for the delivery of PFY/PPP projects, The Group's
ability to invest in, develop and operate PFI/PPP projects
could be adversely aftected it the constructhion and service
sub-contractors with whom the Group wishes to work do
nol have sufficiert capacity 1o work with the Group onits
chosen projects. In addition, if a sub-contractor's work was
not of the requisite quality or a sub-contraclor became
insolvent, this could have a material effect on projecis
rmanaged by the Group and might not only reduce financiat
returns but could adversely affect the Group's reputation and
reciuce its ability to win business in the future. To the extent
that John Laing uses a single sub-contractor on a number
of projects, these risks would be increased.

The Directors' approach to this risk is to monitor
the Group’s exposure to individual contractors and to
work in partnership with a range of contractors.

Retained construction liabilities
nder the terms of the disposal of Laing Construction in
2001, John Laing agreed 1o indemmfy Laing Construciion
in respect of certain liabilities (including contract losses and
latent defect liabilityl on 13 specific canstruction projects
Al the time of the disposal, provisions were made for the
potential habilities. To the extent thal these provisions
prove to be inadequate. John Laing will incur losses
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With regard to all other Laing Gonstruction projects,
John Laing has been indemnified by the purchaser of Laing
Construction in respact of latent defects arising post-sale.
Ta the extent that John Laing is primarily able for these
defects and the purchaser of Laing Construction is unable
to meet its obligations under this indemnity, losses will have
to be met by John Laing.

Tha Directors have received regular and detailed
reports on each of the retained construction liabilities and
review the level of provisioning against each significant
potential liability on a quarterly basis.

Self insurance
John Laing &stablished a caplive insurance company which
underwrote certain Group risks between 1987 and 2001.
The Group has made provisions for unpaid claims and
related expenses in respect of reported claims and incurred
but not reparied claims. In assessing the level of provsions
required, the Group has taken into account independent
actuarial assessment of historical trends in reserving
patterns and loss payments and funding levets of unpaid
claims and awards. However, there can be no assurance
that the ultimate losses will not matenatly exceed the
provisions made by the Group which could have an adverse
effect on the Group's financial posilion.

The Directors have commissioned an independent
actuarial review of insurance reserves in each of the last
three years and have based the resetving pelicy on the
reported findings.

Pension deficit and other post retirement Habilities
As at 31 December 2005, the Group had a gross deficit of
£144.1 million in relation 1o the Group's pension schemes and
post retirement berefit cbligations, comprising a £197.3 miflion
gross deficit on its pension schemes, a deficit of £0.5 million in
the pension scheme of a joint venture and & £5.0 million gross
deficit on its post retirement medical ingurance scherne. The
value of the pension deficit is highly dependent upon the
assumptions used to calculale the pension liability and is likely
to vary significantly from year to year. These assumptions
include assumptions of long-term future inflation rates, of
AA-rated corporate bond yields and of mortality rates of the
scherne’s beneficiaries. Should these assumptions prove to
be invalid, there 1s a risk That this deficit could increase.

The level of contribution Towards funding the deficit
which the Company has agreed with the Trustees of the
Group’s pension fund for the 2006 financial year is £10.0
million, The Gompany proposes 1o increase 1his contribution
rale by 3.0% per annum, subject to regular review, to address
the deficit over time. There is 2 risk that this increased funding
rate may prove insufficient to addréss the deficit and/or that




the Trustees or the Pensions Regulator may require the deficit
to be addressed over a different lime pericd 10 that currently
agreed by the Company and the Trustees, in which case there
may be a maternal impact on the Group's financial position.

The Directors have appointed independent
actuaties 10 advise the Company an a funding strategy
that is designed to address the deficit over a reasonable
period and to comply with the Regulator's draft guidance.
The Company has reached agreement with the Truslees
on the funding strategy.

Deferred tax asset

Rail

The Group recognises a deferred tax asset in respect of
future pension contributions, including the contributions
towards funding s pension deficit. The Group makes the
following key assumptions in this respect:
+ that group reliel will remain available;
+ that the Group wil earn sufficient taxable profits against
which ta claim a tax deduction for pension contributions, and
* 1hat HM Revenue & Customs appiicalion of tax
legislation refating to pension contributions remains
unchanged in practice.
There is a risk that the deferred tax asset. relating
to the pension deficit, which stoed at £68 7 million as at
31 December 2008, may be overstated if the assumptions
made by the Group prove to be invalid
The Directors review the forecasts of future taxable
profit on a regutar basis so as 1o safisfy themselves that
the deferred tax asset reflects future contributions on
which tax deduction should be achieved.

franchise

The Group has a 20-year frain operating franchise on the
Chiltern Line under which poor perfoermance could fead to
increased costs. Furthermaore, failure to meet certain franchise
cbligations could fead to a raduction in the franchise term.
Should either of these risks prove to be the case, they could
have an adverse effect on the Group's financial results. Curing
2005 the Chiltern Line operations were adversely atfected by
the collapse of third party development works at Gerrards
Cross. The Group s indernnified against additional cosis and
loss of past and future revenues in relation to the development
works. While the developer has admitted liability there is a risk
that the regotiations on guantum might lead to a dispute that
has to be htigated. If such litigation does not result in full
compensation for lost revenues, the Group's future results
rnight be adversely affected.

The Directors manitor operating performance on a
regular basis, incfuding performance relating to franchise
obligations, The Group has appointed legal and tforensic
accounting advisers to assist with assessment of the
guarium of the compengation claim.

Reputation

John Laing’s projects often involve activities in the public
sector, providing facilities and services that are used by
mermbers of the pubhc. To the extent that the Group failed 1o
provide a facility or service to the appropriate standard, or
there occurred a major health and safely incident, this could
generate adverse publicity and have an adverse effect on
the Group's reputation and its ability to win new business.
The Directors have implemented health and safety
policigs that help to mitigate against any such major health
and safety incident. The Board receives regular reports on
heaith and safety issues and monitors trends very closely.

Future funding

The existing financial resources available 1o John Laing,
inciuding bank facilities, are sufficient for the Group's
foresgeable requirements, that is, until al lsast June 2007,
After that time, the Group's funding requirements wili depend
an many factors and, to the exterd that available financial
resources in the future are insufficient to fund its activities,
John Laing may need 1o raise additional funds or facilities.
No assurance can be given that additional financing will be
availatle or that, if available. the terms of such financing will
be faveurable 1o John Laing. If adequate funds are not
available to salisly its requirements, John Laing may be
required 1o curtail its operations, refinance its outstanding
obligations, forego investment and acquisition gpportunities
or sell assels.,

The Board monitors actual and forecast cash flows
each quarter, it operates a policy of ensuring that financial
rescurces are maintained to satisfy committed and hkely
future investment requirements on PFI/PPP projects that
have achieved financial close or are at the preferred
bidder stage.

Liquidity

The majority of investments made by the Group comprise
unquoted interests in PFI/PPP Project Companies which are
not publicly fraded and are often subject to restrictions on
transfer and may, therefore, be difficull to realise at the value
allribuled 1o such invesiments by the Direclors, or at all

The Company’s planning assumes that a market for
realising value from these investments hag developed and will
be sustained and the valuations alttributed to such
investrments will increase. Should this not be the case, this
could adversely impact the value expecled to be realised over
time from the current portfolio and consequently the ability of
the Group to participate in new investment cpporiunities.

The Board monitors trends in secondary market
values and sales are transacted when the conditions are
considered to be optimal.
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THE BOARD HAS APPROVED A STRATEGY THAT LIMITS
DEPENDENCE UPON ANY SINGLE SUB-SECTOR OF THE
UK PRI/PPP MARKET AND WHICH INCREASINGLY
TARGETS OVERSEAS MARKETS, PROVIDED THE RISK

PROFILE AND RETURNS ARE ACCEPTABLE

Failure of information systems

The Group is dependent on the efficient and uninterrupted
operalion of its information technolegy and computer
systems, which are vulnerable to damage ot interruption
from power loss, telecommunications failure, sabotage,
vandalism or similar misconduct, Any such damage or
intarruption could have a malerial adverse effect on the
Group's business.

The Directors ensure that an [T disaster recovery
plan is maintained,

2 RISKS ASSOCIATED WITH PFI/PPP PROJECTS

Competition
The Group competes against oiher PRYPPP investors 1o win
PFIFPPP contracts from public authorities. Competition for
appropriate investrnent opportunities may increase, thus
reciucing the number of opportunities available and adversaly
affecting the terms upon which invesiments can be made by
the Group.

The Group operates in a diversity of sectors and
geographical areas in order {o prevent an over-
dependence on one sub-sector where competitive
pressures might he concentrated.

Failure of contracting parties
The performance of PFI/PPP investments can be adversely
affected by the failure of parties with which the SPCs have
contracied (o fulfi their contractual obligations. The failure
of a single sub-contractor could adversely affect a number
ot 5PGs in which the Group has invested.

The performance and financial stability of the

SPC's sub-contractors is regularly monitcred. The Group
works with a number of such sub-contractors 50 as to
limit the dependence on any one.

Defects in contractual documentation
The contraciual arrangements for PFI/PPP projects are
structured so as to minimise the risks nherent 1o projects
which are retained by the SPC. However, the contractual
docurnentation may be ineffective in distributing of mitigating
risks to the degree expected at signing of the documentation
relating ‘o the project, resuting in unexpecied costs or
reductions in revenues which couid impact adversely on
investment returns, Due to commonalities in the drafling of
such contraciual documentation, such issues could affect a
number of SPCs in which the Group has invested,

The Greup has standard procedures for the
appointment of legal advisors to SPCs, Through these
procedures the Board is sausfied that the SPCs appoin
competent legal advisors with the retevant skills.
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Costs overrun, construction delay

During the construction period of a project, there are risks
that either the works are not compléled within the agreed
time-frame or construction costs overrun. To the extent that
such risks are not borne by sub-coniractors, or that sub-
contractors fail to meet their commitments, delays or cost
overruns may adverssly affect the return on the investmant
i the BPC.

The Group has procedures in place to ensure that
SPCs appcint competent sub-contractors with relevant
experience and financial stability.

SPC performance dependent on long-term forecasting
Investment decisions are based upon assumplions as to
timing and cost of mayor asset mainteranca and other
ongoing SPC costs over the term of the PFI/PPP contract
{typically up to 30 vears). To the extent that the actuai costs
incurred differ from the forecast costs and cannot be passed
on to sub-contractors, the expecled investment returns may
be adversely affected.

The Board receives reports en major maintenance
and life cycle costs from divisional management on a six
manthly basis. Through this process, the Directors are
able 1o satisfy themselves that such costs are heing
monitored and potential exposures are identified.

Termination

PFIZPPP contractual agreements give the relevant public
authority and the SPC righis of termination. The cornpensation
which the SPC receives on termination will depend on the
reason for termination. In some cases., notably default by the
SPC, the compensation will not include amounts specifically
to repay the equity investment and is likely only io cover a
portion of the debt in the relevant SPC. In other cases (e.g.
termination for force majeure events) only the nominal value of
e equity is compensated and, in such crcurnstances, the
Group would be unfikefy 1o recover either the expected returns
o its investment or the arnount invested,

The risk management processes operated by
the Group should identify any possibilities of future SPC
default to the Direclors such that corrective actions could
be taken.

Service performance and availability

Following completion or construction, each service provided
by the SPC to the project will be rmonitored against agreed
service performance criteria. Deficient performance can lead
to deductions from payments reGeivable by the SPC which
are only recoverable from a sut-contractor up to the liability
limit agreed with thal sub-contractor. In certain circurmstances,
poor performance may lead (o termination of the concession




or to the relevant public authority requiring the SPGC to
terminate the contract with the sub-contractor and retender
the contract, which may result in a higher cost to the SPC
and have an adverse effect on the investment returns.
Through Equion FM, the Group has in-house
facility management capability which provides the
opportunity 1o step into the services sub-contractor
position on accommodation projects should the
need arise.

Provision of facilities management services
Cn certain projects, John Laing is responsible for providing
facility management services 1o the SPC. In the event that
operating margins are over-estimated when bidding to
provide these services, this will have an adverse effect
on the Group's expected financial performance,

The Group only takes on this responsibility

in projects where the service specification is within the
core-competence of the Group. All facilities management
contracts are reviewed by senior management prior to
contract signature.

Financing terms
When structuring a PFYPPP investment, the terms of the
senior debt generally impose financial ratio tests on the
3PC. Adverse financial performance by the SPC may resuit
in the SPC being unable to make distributions to John Laing
if ratio tests are not met.

Prior to financial close, all proposed PFI/PPP
investments are scrutinised by the Investment Committee
and by the Executive Committee. This scrutiny includes
the review of sensitivities to adverse performance on
investment returns and financial ratio tests.

Revenue risk
In the circumstances where the revenue derived by an SPC
is related to patronage (i.e. customer usage) or pricing risk,
the revenue may vary from that forecast by the Group at the
time the relevant contractual documentation was entered
into. To the extent that revenues fall short of the forecasts
on which the investment decisions are based, the expected
investment returng on the SPG may be adverssly affected.

Group strategy is to restrict the value of

investments on which the SPC's revenue is exposed 1o
patronage risk. Where such risk is taken, the Directors
review the assumptions and sensitivities to patronage
shortfall prior to commitment.

LUL Connect PFI Project

This praject was acquirad as part of the portfalio purchase
from Hyder ple in 2001. The project is running over two
years late due to delayed completion of enabling works,
There is a dispute between the relevant SPC and the client
over the cause for the delay which is the subject of a formal
arbitraticn process. The Group's investment returns may
be adversely impacted if 2 reasonable extension of time
to complete the project is not agreed between the SPC and
the client or if the construction sub-contractor fails to pay
liguidated damages to the SPC in respect of delays.
Further infermation on this dispute is set out in note 22
1o the accounts.

The Board receives regular updates on the status
and progress of the claim for the extension ot time.

Government policy
PFI/PPP is not the oniy way of funding government projects,
Governments may in future decide to favour alternative
funding mechanisms. In addition, governments may reduce
the overall level of funding allocated to major capital
projects. Both of these factors may reduce the number
of investment opportunities for the Company and/or reduce
the returns from available investments.

The Greup capitalises bid costs on PFI/PPF projects
on which it has been appointed as preferred bidder. If, due
to a change in government policy, the projects do not
proceed to financial close, there is a risk that capitalised
bid costs may not be receverable.

Governments may in future decide to change the
basis upon which project SPCs and government
counterparties share any gains arising either on refinancing
or on ihe sale of project equity, in which case the returns
available to the Group from PFI/PPP project investments
may be reduced.

The Board has approved a strategy that limits
dependence upon any single sub-sector of the UK
PFI/PPP market and which increasingly targets overseas
markets, provided the risk profile and returns are
acceptable. Divisiohal management seeks, where
necessary, to limit the levels of bid cost that are
speculated. Gurrent processes also seek to ensure that
costs incurred after selection as preferred bidder are
either expressly covered by compensation arrangements
or covered by government policy proncuncements in the
event that the public sector body decides to abandon the
project for reasons of policy change.

Ny

A JH Ewer
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Corporate Social Responsibility

WITH OVER 150 YEARS HISTORY OF

WORKING IN THE BUILT ENVIRONMENT

AND AS A SIGNIFICANT EMPLOYER,
JOHN LAING HAS ALWAYS ACKNOWLEDGED
[TS RESPONSIBILITIES TO COMMUNITIES,
STAFF AND THE ENVIRONMENT

This is even more important in today's world when we have
all the acvantages of modern transport systems,
commurications technotogy and global markets, and yet
there are continuing sharp divides belween those who are
fortunate and those who are not. The impact of global
warming fs all too evident and the stresses at the modern
workplace continually threalen a healthy and balanced
lifestyle. John Laing recognises its corparate social
responsibilities ('{CSR" and 18 seiting high standards
so that the Group can make a positive contribution to
sustainability and social welfare.

Ower the last five years John Laing has restructured
itself and this has resulted in a significant change to its
operations. The Group is heavily invalved in the planning,
procurement and operation of social infrastructure and
transport systems including schools, hospitals, police
stations, roads, bridges and rail systems. Our GSRs are
just as important as they ever were and we am to further
develop the culture of social responsibility that has been
instilled in the Group over many decades.

CSR WORKING GROUP AND CHAMPIONS

We have recently re-examined our processes for ensuring
that TSR is a high priority n everything we do. We have
been doing a huge amount of good work in this area but,
as in all organisations, we could do more. We have formed
a C8R working group which comprises 12 managers
repregsenting the four operating divisions of the Group and
the centralised functions. This includes three executive
Directors of John Laing.

The CSR working group has identified the key
efements of CSR on which we will strive to improve on
current practice. For each key element we are identifying a
CSR Champion whose mission will be to focus on a specific
aspect of CSR and make a difference. Each Champion will
bring a degree of personal commitment and enthusiasm to
his or her specified field. The Champions will focus on key
chjaclives within their respective business units but through
the CSR working group their knowledge and experience will
be pooled so as to encourage the spreading of besl practice
across afl Group operalions,

The CSR working group is conscigus that it is not
possible to run a large number of initigtives at any one time.
The task has therefore been broken down inte a manageable
number of initiatives on which we can identify easily
measurable targels. The benchmarks will be agreed early
in 2008 and we wilt be reporting our achievemenls against
the targets in the 2006 CSR review.

Each CSR Champion will report to the CSR working
group on a six monthly basis. A summary report will te
presented to and considered by the Board twice a year.




The key etements of CSR for which CSR Champions are

being appoeinted, and on which targets are now being set

are as follows:

* improve energy efficiency;

= reduce wasle at siles under construction;

+ optirmise use of recycled materials at sites under
canstruction;

« optimise use of renewable materiais at sites under
construction;

» raduce paper consumplion in all activities;

= formalise suppiy chain policies and menitor compliance;

* every business aclivity office employing more than
three staff o identify a local charity to suppert on an
annual basis;

e all new PFI/PPP bid teams to include a CSR Champion
and investiment proposals 1o inciude a CSR report;

¢ through the Laing Charitable Trust, the Company will
operale a fund matching policy,

* adopt the government childcare voucher initiative for
staff, and

» offer a staff training programme that encourages all staff
to develop the depth and range of their skills.

In the important areas of Health and Safely,
Communily Support and Staff Weilare, the Group has well
established procedures and arrangements. A Group Health
and Safety Commiltee has been in place for a number of
years and witt continue 1o oversee the operation of the Group
Health and Safety policies across all business activities.

REVIEW OF 2005

THE LAING CHARITABLE TRUST

The Laing Charitable Trust was established over 40 years
ago te make donations 1o individuals and charities. The
Comgpany 1$ an active member of Business in the
Community {'BitC'} and is also a member of BitC's Per Cent
Club, which recognises companies that donate at least 1%
of pre-tax profits to charitable organisalions.

2005
0

LAING IN THE COMMUNITY

In 2005, the Laing Charitable Trust donated £535 600 to
charitable crganisations, with particular locus given to those
working with the homeless, young disadvantaged peopfe,
and education and environmental projects.

Further donations were made though a variety of
schemes in which the Laing Charitable Trust participates,
inchuding:

> MATCHED FUNDING FOR EMPLOYEE
FUNDRAISING

> MAKE A DIFFERENCE, WHEREBY £250 1S
DONATED TO VOLUNTARY OR CHARITABLE
PROJECTS THAT STAFF AND/OR THEIR
FAMILIES ARE ACTIVELY INVOLVED WITH

> A E'00,000 DONATION TO THE NATIONAL
TENANTS RESOURCE CENTRE TO ASSIST
THEIR PURCHASE OF THEIR BUILDING'S
FREEHOLD

> A THREE YEAR PARTNERSHIP WITH CRIME
CONCERN WHEREBY THE LAING CHARITABLE
TRUST HAS PLEDGED £25,000 A YEAR IN A
PROJECT TO HELP YOUNG PEQPLE TAKE
ACTION ON COMMUNITY SAFETY

> ANOTHER THREE YEAR PARTNERSHIP WITH
EDUCATION CHARITY CONTINYOU WITH A
PLEDGE OF £25,000 A YEAR TO SUPPORT
THE INVOLVEMENT OF PARENTS WITH
THEIR EDUCATICN AT FOUNDATION LEVEL

> THE PROVISION OF BUSINESS AND
FINANCIAL SUPPORT TC HERTFORDSHIRE
GROUNDWORK TRUST FOR ITS SERVICES
TO SCHOOLS

> CONTINUING FINANCIAL SUPPORT FOR
SCHOOL GOVERNORS ONE-STOP-SHOP, A
CHARITY SET UP BY THE DfES TO PROMOTE
AND ENCOURAGE PECPLE TO BECOME
SCHOOL GOVERNORS
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Through the Laing Charitable Trust, financial support is
available to over 750 former Jobn Laing employees.

As part of Chiltern Railways’ ongoing involvement in
the local community, Chiltern Railways driver David Newell,
along with retired colleague, Mick Benson, conduct regular
visits 1o schools along the route.

The purpose of the visits is to help increase
awareness of lhe dangers associated with trespass and the
safety implications of anti-social behaviour on or around
the railway.

The teaching is varied to suit the various group sizes
and age groups, which range, for example, from St Mary's
School at Haddenham, where small groups ©f 5-11 year olds
are taught, through to larger schools such as Misbourne
School, Great Missenden, where 1,200 students aged
between 11 and 18 years old recentiy attended the talks.

At Upper Heyford, in Oxfordshire, David and Mick
work in conjunction with other Tocal organisations, helping
lead the Junior Citizen Scheme encouraging local youngsters
to be responsible members of the local community.

HUMAN RESOURCES AND STAFF WELFARE
The Company is thoroughly commitied to the welflare of its
employees, both current and former. Staff members have
access to support from a welfare team and 1o a free,
confidential counselling service.

Retired empioyees
Contact with former employees is maintained through a
network of retirement clubs, a quarterly magazine and
through the Laing Charitable Trust's wettare staff who make
home visits, as required. Financial assistance is direcled,
as necessary, towards former staff in need.

Training
Going forward, it is vital that the Group is able to atlract,
develop and retain highly skilled, experienced and talented
people. To that end, we have an ongoing commitment o
encouraging and supporting the on going learning and
development of all staff, and have daveloped an in-house
training programme offering business-focussed training and
development.

Egual opportunities
The Group respects and values diversity and strives to
ensure the fair treatment of all staff, where they feel
respecled, valued and that they have the opportunity to
contribute and progress on their own merit.

HEALTH AND SAFETY
The Board receives and considers a health and safely repori
at all of its scheduled meetings. The Group's Health and
Salety Commillee meets quarterly to review changes o
legistation, examine acciden! stalistics, recommend training
where required and review contractor performance in respect
to health and safety implementation across all projects.
The Commitlee ensures all SPC boards have an appointed
director responsible for health and safety. Where the
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company is involved in a joint-equity arrangement, the

company representative will encourage the appointiment of

a director responsible for health and safety.

Al employees are required 1o attend a health and
safety course during the first three months of their
employment, This is supplemented with additional training
initiatives that were introduced in 2005, including.

»  ensuring each major project (wherever necessary)
includes an employee gualitied to the Naticnal Examining
Beard in Occupational Safety certificate standard;

« managers attending the four day Institute of
Occupational Safety and Health managing safely
course; and

« further job specific courses glanned for managers in
areas where there have been changes in legisiation,

i.e. fire precautions, working at heights, legionnaires
disease and [ifting operations.

Specific training is also provided to SPC directors
on health and safety responsibilities based on the Health
and Safety Executive recommendations.

In 2005, John Laing was proud to receive the sitver
award for health and safety from the Royal Society for the
Prevention ot Accidents.

Safety on Chiltern Railways was characterised by
two key events in 2005. First, the widely reported collapse
of a tunnel onto the railway line at Gerrards Cress which due
to the swifl action of two train drivers who, following safety
proceduras, brought their trains to a halt before the
obstruction and avoided any injuries.

Secondly, the terrorist attacks in July reiterated the
need for constant vigilance. n conjunction with the Brilish
Transport Police, our security processes have been stepped
up and we remain on a high state of alert, ang work hard
to fight against "vigilance fatigue™.

In early 2006, Chiltern Railways responded 1o
public anxiety in London in relation to unstaffed stations
after dark. Chillern has four such stations and has ordered
a review into all security features, consuiting with station
users and the communities in their recent vicinity, and wil!
thereafter implement an agreed plan. As an interim
measure, we are ensuring a security presence at these
stations during the hours of darkness while traing are in
service and are examining options for permanent staffing
as part of the review.

We continue to develop new initiatives for dealing
with trespassing and vandalism, with parlicular focus given
to critical "hot-spot” locations. This is supported by publicity
and education aimed at local communities and school children.

Whilst we suffer comparatively low passenger and
staff accident rates. we continue to hone our safety aclivity
with new work strearns being implemented during 2006,
Amongst these is the installation and continued development
of an accident/incident database and recommendation
tracking tool, which rates safety events on a risk based
scale, allowing quick analysis of higher nisk incidents
requiring mitigating action.

The installation of our driver simulator has helped 1o
miligate against SPAD {signals passed at danger) incidents




THE ENVIRONMENT

The Group seeks 1o incorporate our understanding of
environmental issues and raise awareness of sustainabibty
through our investment in specific projects, some examples
of which follow:

+ 1he Company saved 2,084 trees in 2005 through the
recycling of confidential waste;

« through the Laing Charitable Trust, financial support was
given to Waste Watch, the charity that helps inform
children about the principles of recycling,

* Equion had its multi-site environmental management
syslem registration to 15014001 renewed for all its
business units and had its quality management |SO9001
registration renewed, whilst Laing Roads achieved this
registration tn 2005; and

+ through its projects, Equion is demonslrating excellent
examples of energy saving measures, including: the
Innovative use of extruged Texlon polymer for the roof
covering of South East Essex College (as used by the
Eden project in Cornwall), which is a solar control
device: the development of projects for PhD students
at Norfolk & Norwich Hospital focussed on waste, the
carbon footprint at the hospital, animal bicdiversity,
13014001 registration and energy management; energy
saving techniques being used at Equion’s regeneration
project in London's Canning Town to install condensing
boilers, thermostatic radiator valves, wall and loft
insulation and gouble glazed windows into 1,262
dwellings; the production of a design including a ground
source heating and cooling system for its bid for the
MoDr's Corsham project; and the appraisal of renewable
energy options following the low carbon design initiative
promoted by the Carbon Trust for our school bids.

There are many examples of environmental protection
within our Laing Roads business, including: the installation of

Kestrel boxes along the M40 road to encourage population

growth of this endangered species; for the A130 road around
Chelmsford, the road was re-routed during consltruction

to protect an oak tree of local and historical interest, whilst
wildlife culverts were instafled along paths of natural
movement to allow access for badgers to habitats and
territories either side of the road project; the Sirhowy Way
road, north of Cardiff in Wales, saw the inclusion ¢f bat and
dormice crossings and tree felling was kept 1o a minimum 10
allow safe moverment for these species. Measures are also
teing introduced to address light spillage on the Chartis
Bridge which may affect bat movement in the area.

ETHICAL CODE

The Beard aims 1o ensure all Group representalives work
to high ethical standards. The Code of Conduct we employ
covers the following six headings: legal requirements,
business ethics, health and safety, ernployment practices,
environment and relationships with external parties. This
Code of Conduct is made available to suppliers, staff and
other stakeholders,

The Group also operates 2 fraud policy.
incarporating a Whistleblowers' Charter. Both the fraud
policy and the Code of Conduct are available to view on the
Company website: www.iaing com.

CORPORATE RESPONSIBILITY EXCHANGE ('CRE")

in 2005, the Cornpany subscribed to the London Stock
Exchange's CRE, an online communications platform
through which companies can disclose their policies and
approach 1o corporate governance and CSR. The
disclosures provide a consistent database of answers to the
most commonly asked questions. CRE is accessible to
analysts, fund managers, representative bodies and research
agencies, and provides them with consistent data to enable
research into the Company's policies and practices in the
area of corporate responsibility.




NNovAal

The Group specialises in originating projects
integrating af! the financiai and technical elements
required for their delivery and managing the
investment phase.
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"we adapt to
change when
the underlying
busiNess
needs it...




of Directors

o
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ADRIAN EWER
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William Forrester M.Inst.M (65}
Non-executive Chairman, July 2003

In 1881 Bill jonad SIG plc fformerly Sheffield Insulations
Group pic) as a Divisional Managing Director. He was
Group Managing Director between 1985 and 1995 and
then appeinted Group Chief Executive, a position he
held until his retirement in December 2001. Bill took SIG
on to become Europe's largest distributor of msulation,
ceiling, partitioning and roofing products operating in
Germany, France, Poland. Beigium, the Netherlands
and the USA, as well as the UK

Bilf joined John Laing as a Directar on 1 January 2002,
pecorming Executive Chairman on 1 February 2002.

He reconstituted the Board and led a strategic review of
the Group's businesses which resuited in the decision to
place PFI/PPP infrastructure investments, developrent
and aperation at the core of the business and divest
the Group's major house building interests. Following
completion of the divestrent programme, Bill became
non-executive Chairmar on 1 July 2003. He is Chairman
of the Nominations Committes.

Bill is also the Chairman of bath Linpac Group Limited
and The Waterproofing Group PLC and a Director of
Cignity PLC.

Derek Potts MA, ACA (47)
Director, Roads and Utilities, September 2004

Derek is a Ghartered Accountant and graduate engineer
ang previously held senior positions with Jarding
Matheson UK, GB Ralways Group ple and Virgin Group.

Derek joined John Lamng in 2001, where he is Managing
Directer of Laing Roads Limited and heads the
European Roads and Utilities PPP Investment Division,
whose growth is targeted in a number of European and
North American markets, Me is currently responsible for
a portfolio of 15 mvestments and 15 2 member of the
Executive Committee.

Tim Matthews BA (54}
Non-executive Director

Tim began his career within the health sector in 1974
at the Department cf Health and Social Security,
cutminating i his appeintment as Chief Executive of
Guy's & St Thomas's Hospital Trust in 1993. For the
period from 2000 to 2003 he served as the Chief
Executive of the Highways Agericy which is part of the
Department for Transpoert. In 2003, Tim became the
Managing Director of Parsons Brinckerhioft Limited, an
engineering consultancy company whose focus includes
transportation, tight rail and faciliues management.

Tim jained John Laing in September 2004 as an
independent non-executive Director and 15 a member
of the Audit and Rernunaration Committees.

Tim is also Managing Director of Parsons Brinckerhoft
Limited

Andy Friend MA {53)
Chief Executive, July 2003

Andy's early career included being Palicy Adwser

on industry and Employment for the Greater London
Council, which led him ta warking for the City of
Melbourne, Austeala, from 1985, in a variety of roles
culminating in Chief Executive between 1985 and 1997,
Through his 12 year tenure, Andy gained an in-depth
insight into the public secler and major infrastructure
projects. Andy joined Macguarie Bank, London, as an
Assoctate Dirgctor in July 1987 where he was involved
in infrastructure financing across a range of public
seclar projects.

Andy joined John Laing as Managing Director of its UK
investrment division in August 1993, He was appointed
to the Board in March 2001, Throughout s period of

office he hag been instrumental in building strength and
depth in the Group's infrastructurs investment interests.

Andy was appointed Chief Executive on 1 July 2003,
He is Chairman of the Executive Committee,

Richard Weston MCIOB (57)
Director, Accommodation, September 2004

Richard is a Director of John Laing and Managing
Director of Equien Limited, a division of John Laing
Richard has been Managing Director of Equion Limited
since its inception in 1998 and the Eauion portfctic of
investments has now grown 1o a value in excess of
£150 milion with 2 number of cther projects at
preterred bidder stage.

Prior 1o his appointment at Equicn, Richard held a
numbier of sefior posts within the Group. Richard has
been with the Group since 1957 and is a Member of
the Institute of Bulding. Richard is a member of the
Executive Committes,

Michael Mediicott MA, FR5A (62)
Non-executive Director

Michael began his career at PA&0 as a management
trainee in 1965 and after a series cof central and
international management roles became the Director

for Europe of PEO Cruises in 1983. From 1886 to
1993, he was the Chief Executive of the British Tourist
Authority before joining Detta Air Unes as Vice-President
of Europe and Asia. From 1997 1o 2002, Michael was
Chief Executive of Servus Holdngs Limited and a
Transaction Director of Nomura International plc’s
principal finance group.

Michae! joned John Laing in September 2004 as an
independent non-executive Disectar and is a member
of the Remuneration Commitiee.

Michael 1s also non-executive Director of Hertage of
London Trust Umited, Manchester Arpent Group pic
and HM Treasury, National Savings and Investments

Adrian Ewer FCA (52)
Group Finance Director, June 1999

After qualifying as a member of the Inshitute of
Charlered Accountants, Adrian pursued his finance
career with key posts in Chloride Group ple, Akal {UK)
Lsmited, the Ratcliffe Croup Umited and as Group
Treasurer for Litey ple prior 1o joining John Laing in
1091 Adrian was appointed the Group's Deputy
Finance Director in March 1995 and Group Finarce
Director 1n June 1899,

Adrian was instrumental in shaping and securing a
future for the Company following the dificult dvestment
of the construction dwision in 2001. Follewing a
decision by the new Board early in 2002, Adrian led the
successiul divestment of the Group's house building
businesses. He is @ member of the Executive
Committee.

Tim Boatman FCA (64)
Non-executive Director

Tim joined Cooper Brothers (later Coopers & Lytrand
and subsequently PncewaternouseCoopers) in 1965

and was & pariner from 1974 until his retirement in
December 2001, Subsequently he acted as a consultant
with PwC in Central and Eastern Europe and Russia,
Tirm heid a range of positions including partner in charge
of the Lendon Audit Brvistan and Chairman of the
african panel. Tim has a broad range of mdustry sector
knowledge, insight and experience includng financial
services, telecommunications, entertainment and
media, distribution, utifities and property.

Tim joined Jaohn Lang i April 2002 28 an independent
ron-executive Director, He 1s Chairman of the Audit
Committee and is 2 member of the Norminations
Committee.

Tim is also an independent member of the Supervisory
Board of Telekomurikacja Polska S.A. and Chairman
of its Audit Committee

Paul Meredith FiA (60)
Senior non-executive Director

Paul was Chairman and Chief Executive of Phillips &
Orew Fund Management [ PDFM') from <880 to 1899
and a member of the UBS European Executive

He onginally joined PDFM in 1979 as a fund manager
after training as an actuary lollowing eight years as
an officer in the Royal Navy. He was & non-executive
Director of IMRO from 1885 te 2000. He acts as
investment advisor 1o three public sector pension
funds and lo one major charity

Paul joined John Laing in June 2002 as an independent
non-executive Directer. He is the senior independent
non-gxecutive Director, Chairman of the Rermuneration
Committee and a mermber of the Audit Committee and
of the Nominations Cammittee.
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Directors’ Report

The Directars submit their Report and audited Financial Statements for the year ended 31 December 2005 which they approved
on 13 March 2006. :

RESULT AND DIVIDENDS FOR CONTINUING OPERATIONS

The profit before taxation for the year was £35.8 million (2004 - £25.0 million). After taxation ang discontinued operations the profit
for the year was £21.3 milion (2004 — £15.2 million).

The Directors recormmend a final dividend of 2.45 pence per Crdinary Share to be paid on 1 June 2008 to sharehoiders whose
names appear on the register at the close of business on 24 March 2006.

With the interim dividend of 1.2 pence per share paid on 3 October 2005 the total recommended dividend for the year is 3.65 pence
per share {2004 - 3.3 pence per share).

REVIEW OF BUSINESS DEVELOPMENTS

A commentary on events during the year and on the development of the business is given in the Chairrman’s Staternent, and in the
Cperating & Financial Review.

The principal risks and uncerfainties facing the Company are sel out in the Operaling & Financial Review on pages 36 to 38,

GROUP ACTIVITIES
John Laing is a focussed developer, investor and operator in PFI/PPP projects in the growing UK and overseas markets,

A list of principal subsidiaries, joint ventures and associated undertaking can be found in note 35 to the accounts.

DIRECTORS
The Directors who served throughout the year were:

W W Forrester
A E Friend

A H Ewer

D Potts

R Weslon

T G Boatman
T Matthews

M G Medlicott
P M C Meridith

There were no changes in the membership of the Board between 31 December 2005 and 13 March 2006.

The Directors retining by rotation in accordance with the Articles of Association are A £ Friend and P M C Meredith who, being
eligible, offer themselves for re-election,

The Directors being re-elecled have appointment terms providing for the following notice patiods from the Company:

Name MNotite period
A E Friend 12 months
P M C Meredith 3 months

Bicgraphical details of the Directors offering themselves for re-election are shown on page 47 and in the circular sent ta shareholders.

DIRECTORS' INTERESTS
SHARES

The number of shares of the Company in which each Director of the Company holds an interest is shown in accordance with the
requiremerts of the Companies Act 1985,

At 31 December 2005 At 1 January 2005

5.4% &,4%

Convertible Cenvertible

Cumulative Cumulative

Ordinary Preference Crdinary Preference

Shares Shares Shares Shares

25 pence each £1 each 25 pence each £1 each
W W Forrester 179,374 - 50,000
A E Friend 46,976 - 5,786
A J H Ewer 97,489 - 46,711
D Potts 10.526 - 500
R Weslon 12,920 - 1,540
T G Boatman 5127 - 500
T Matthews 3,254 . 1,000
M G Medlicott 5,000 . 500

P M C Meredith 10,000 - 500
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Directors” Report

DIRECTORS' INTERESTS (CONTINUED)

SHARES (CONTINUED)

On 18 January 2006 W W Forrester acquired a further ©3,588 Ordinary Shares of 25p each following the exercise of share options
granted to him on 18 January 2003. In addition, the conditional awards made to executive Directors in 2003 under the John Laing
Long-Term Incentive Plan 2001 {LTIP') have vested in full resulting in the transfer of shares to them on 17 February 2006 as follows:

Qrdinary Shares
of 25 pence each

A E Friend 107,345
A JH Ewer 107,345
D Potts 21,715
R Weston 22,702

Full details of these transactions and the outstanding share options and awards under the LTIP are set out in the Directors’
Remuneration Report on pages 64 10 66,

SUBSTANTIAL SHAREHOLDINGS

As at 13 March 2006, the Directors had received the following notifications of substantial interests in the shares of the Company:

Qrdinary Shares

of 25 pence each %
Legal & General Investment Management 35,351,318 1513
ML IM 23,209307 9.94
Schroder Investment Management 22,335,212 956
Majedie Asset Management 18,584,884 796
Aegon Asset Management 18,049,234 713
Marley Fund Management n764,902 5.04
G Asset Management 10,424,586 4,47
Fidelity Investments 10,317,559 4,42*

* an 22 March 2006 Fidelity Investments notified the Company that its interest in the Company's issued Ordinary Share capital had fallen to 2.83%.

EMPLOYEES

The Group seeks to ensure employee commitment to its objectives in a number of ways. Stratagic changes are communicated directly
to all staff and resultant queries handled by the business head or executive Director as appropriate. Regular team briefings at local level
provide employees with information about the performance of and initiatives in, their part of the business. A wide range of informaticn is
also communicated across the Group's intranet, including the electronic publication of the Group's financial resuits and all press releases.

The framework within which decisions about people are made is set out in the Group's personnel policy which is published in the
staff handbook. It is part of that policy to employ and train disabted people whenever their skills and gqualfications allew and when
sultable vacancies arise. If existing employees become disabled, every effort is made to find them appropriate work and training is
provided if necessary.

PAYMENT POLICY

The Group's pelicy is to settle terms of payment with suppliers when agreeing the terms of each transaction, ensure that suppliers are
made aware of the terms of payment and abide by those terms of payment. Trade creditors at 31 December 2005 were equivalent to 106
days (2004 - 89 days), based cn the average daily ameount involced by suppliers during the year. The Company does not carry on a trade.

AUDITORS

The external auditors Deloitte & Touche LLP, are willing to continue in office and, in accordance with Section 385 of the Companies
Act 1985, a resaolution for their reappointment as auditors of the Company is to be proposad at the foerthcoming AGM.

On behalf of the Bogrd

R K Miller
Group Company Secretary
13 March 2006

49




COIMIMIL

"delivering value to
our public sector
clients and the
community...”

Qur corporate soclal responsibiiities
are just as important as they ever
were and we aim to further develop
the culture of social responsibility that
has been instilled in the Group over
many decades.
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Corporate Governance

tn July 2003, the Financial Reporting Council published a revised version of the Combined Code on Corporate Governance,
embracing the recommendations from the Higgs Report “Review of the Role and Fifectivenass of Non-Executive Directors”

and the report of a group led by Sir Robert Smith on ~audit Committees Combined Code Guidance”. The following report sels
out how the Campany has complied with the Code provisions set out in Section 1 of the revised Combined Code on Corporate

Governance (the 'Code’).

This report on corporate governance, incorporating the Directors’ Report on Internal Controls, should be read in conjunction with the
Directors’ Remuneration Report, the Audit Committee Report and the Nominations Committee Report. References in this report 10
internal control are to internat control processes including risk management.

Throughout the year ended 31 Decernber 2005, the Group has been in compliance with the Code, except for the following matter.

Code provision D1.1 The independent non-executive Direclors have not attended formal meetings with major shareholders during
2005, However, the Chairman has had informal dialogue with several institutional investors throughout the

course of the year.
On 18 August 2006 the Board adopled the new Model Code in the format issued by the FSA following the changes made lo the
Listing Rules with effect from 1 July 2005,

The Group has complied with the Revised Guidance for Directors on the Combined Code relating 1o internal control, as published by
the Financial Reporting Council in October 2008,

DIRECTORS

The Board meets on a regular basis throughout the year and as needed 1o deal with special business. The Board has appointed an
Audil Committee, a Remuneration Committee and a Nominations Comrmittee which consider issues relevant to their specific terms of
reference. Attendance of Directors at maetings of the Board and by members of the Board sub-committees during 2005 was as follows:

Audit MNominatians Remuneration
NUMBER OF MEETINGS Board Committee Committes Committee
Meetings held in 2005 14 3 3
Attended by:
W W Forrester - non-exetutive Chairman
- Ch. Nominations Committee 12
A E Friend - Chief Execulive 14 3
A J H Ewer - Group Finance Director 14 3s
D Potts - Divisional Managing Oireclor 14
R} Weston - Divisional Managing Director 13
T G Boatman - independent non-executive Director
- Ch. Audit Committee 14 3
T Matthews - independent non-executive Director 13 2 2
M G Medlicott - independent non-executive Director 12 3
P M C Meredith - senior independent non-executive Director
- Ch Remuneratioh Committee 14 3 3

i n attendance only




Corporate Governance

DIRECTORS (CONTINUED)

When Directors are unabtde to attend meetings they receive the relevant papers and give their cormment in advance of the
refevant meetings.

Board meetings follow a formal agenda of matters reserved for decision and approval by the Board as well as any special business.
Matters resarved for the Board include the review of sirategy and organisational changs, the review of internal controls and risk
management processes, the approval of significant investments and disposals, the approval of budgets and the regular review cf
current trading and the financial position of the Group. A schedule of the Matters Reserved for the Board is included on the website
at www laing.com. The Board receives regular reporis prior to meetings on current trading, the financial position and forecasts of
the Group. In addition, the Baard recelves relevant information on business, corporate and strategic issues. Formal procedures exist
to ensure that the Roard is made aware of any significant health and safety issues and non-compliance with statutory regulations.
A E Friend is the Board member responsible for health and safety issues. Further details of the Company’s approach 1o health and
safety are set out in the report on Corporate Social Responsibility on page 42.

All Directors may take independent professional advice at the Group's expense in the furtherance of their duties and have full access
to the Group Cornpany Secretary.

Upon appointment the independent non-executive Directors undertake an induction process to familiarise themselves with the
Group's aciivities, policies and key issues.

The Chairman meats with the other non-executive Directors to discuss the performance of the Board and the Board sub-commitlees,
including reviewing their effectiveness, The senior independent non-executive Director has met ali the Directors to discuss the
performance of the Chairman, These meetings are held at least once a year shortly following the end of the calendar year being
reviewed. The performance of executive Directors is measured against a predetermined set of objectives that are agreed with each
executive Cirector at the start of the calendar year.

The Company's Articles of Association require the Board to submit themselves for re-election, on a rotational basis, every three years
from their date of election or re-election. No Direclor is exernpt from seeking re-election. Non-executive Directors are appointed for
an initial term of three years subjecl to three months' netice. The terrmination period of service contracts of executive Direclors are
referred to on page 59 of the Directors’ Remuneration Repart.

Board sub-committees

Sub-committees of the Board have been constituted 1o consider and make recommendations to the Board regarding matters relating
to external and internal audit, internal control and risk management processes. the selection of appropriate accounting policies, the
presentation of the interim and full year accounts, the appointment of Directors and Directors’ remuneration. The membership and
duties of the Board sub-committees are set oul in the individual Board sub-committee reports. The policies for setting Directors’
remuneration are set out in the Directors' Remuneration Report on pages 57 and 58.

All of the sub-commitiees of the Board operate to clearly defined terms of reference which are reviewed and updated to reflect best
practice and the Code during the course of the period under review. The terms of reference of the sub-committees are available on ]
request from the Group Company Secretary and are included on the website at www.jaing.com.

The reports of the Board sub-committees are set out on pages 57 10 69

RELATIONSHIP WITH SHAREHOLDERS

Throughout the year, execuiive Directors have met with the Group’s major institutional shareholders, to whom presentations were
made after the announcement of the Group’s preliminary and interim results, on the faunch of a rights issue in June 2005 and at
other timas where requested. The Chairman has also had informal conversations with several institutional shareholders. Feedback
frorn meetings with major institutional shareholders has been reported to the Board. The Board has adopted the practice of releasing
a trading update approximately twe months before the announcement of preliminary results. Cara is taken 1o ensure thal any price
sensitive information released is available to ail shareholders, institutional or private, at the same time in accordance with the Listing
Authonty requirements,

All Directors, including the Ghairmen of the Audit Committee, the Nominations Commiltee and the Remuneration Committee, attended
the Group's AGM on 19 May 2005 and were available to answer questions from those shareholders present, The Group Chairman,
aiter the show of hands on each resolution, indicated the numbser of proxy votes for, against and abstaining on each resolution.




Corporate Governance

ACCOUNTABILITY AND AUDIT

The Chairman’s statement on pages 6 to @ sels out the Group’'s stralegy and the corporate actions that have been taken in
furtherance of the strategy. The Operating & Financial Review on pages 12 to 39 provides an assessment of the Group's position and
prospects relative to its objectives. The Statement of Directors’ Responsibilities for prepartng the accounts is set out below:

Directors' responsibility statement

The Directors are responsible for preparing the Annual Report and the financial statements. The Directors are required to prepare
accounts for the Group in accordance with IFRS and have chosen to prepare Company financial statements in accordance with
UK GAAP.

In the case of UK GAAP accounts, the Directors are required 1o prepare financial statements for each financial year which give a true
and fair view of the state of affairs of the Company and of the profit or foss of the Company for that period. In preparing these
financial statements, the Directors are required to:

+  select suitable accounting policies and then apply them consistently;
+ make judgments and estimates that are reascnable and prudent; and

+ state whether applicable accounting standards have been followed, subject to any material departures disclosed and explained
in the financial statements.

in the case of IFRS accounts, I1AS1 requires that financial statements present fairly for each financial year the Group's tinancial
position, financial performance and cash flows. This requires the faithful representation of the effects of transactions, other events
and conditions in accordance with the definitions and recognition crileria for assets, liabilities, income anc expenses set out in the
International Accounting Standards Board’s “Framework for the Preparation and Presentation of Financial Statements”. in virtually all
circumslances, a fair presentation will be achieved by compliance with all applicable IFRSs. Directors are also required to.

* properly select and apply accounting policies;

« presen! information, including accounting policies, in & manner that provides relevant, reliable, comparable and understandabie
information; and

+ provide additional disclosures when ccmpliance with the specific requirements in IFRSs is insufficient 1o enable users to
understand the impact of particular transactions, other events and conditions on the entity's financial position and financial
performance.

The Cirectors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the
financial position of the Company, for safeguarding the assets, for taking reascnable steps for the prevention and detection of fraud
and other irregularities and for the preparation of a Directors’ Report and Directors’ Remuneration Report which comply with the
requirements of the Companies Act 1885 and Directors’ Remuneration Report Regulations.

The [irectors are responstble for the maintenance and integrity of the Company websile. Legislation in the UK goverming the
preparation and dissemination of financial statements ditfers from legistation in other jurisdictions.

Going concern

The Directors confirm that, having made appropriate enquiries, they have a reasonable expectation that the Group ang Company
have adequale financial resources 1o continue in operation for the foreseeable future and, for that reason, they continue to adopt the
going concern basis in preparing the accounts.




Corporate Governance

ACCOUNTABILITY AND AUDIT (CONTINUED)
Internal control

Tne Board is responsitle for the Group's whole system of internal control. including risk management, and for reviewing its
effectiveness. Such a system is designed to manage, rather than eliminate, the risk of failure to achieve business objectives and can
only provide reascnable and not absolute assurance against material misstatement or loss.

The Board reviews the systern of internal contrel and monitors risk through a variety of measures which have been designed

ta identify all forms of risk including financial, reputational, soclal, ethical and environmental, As part of the year end procedures,
the Board has reviewed the effectivenass of the sysiem of internal control employed within Group operations and joint ventures
during the last year and up to the date of this report. In conducting this reviaw, the Board considers that good progress has been
made in implementing recommendations arising from the ongoing review ¢f risk management procedures and systems of internal
control. Risk management and internal controls are now well embedded in the day to day management of the Group.

The principal risk management procedures and systems of internat controls that operated throughout 2005 and centinue to this date
are as follows:

« the risk management procedures which form part of the overall systems of internal control are designed to afign identification and
management of the risks with key business objectives;

« clearly defined and documented internal control processes relating to work winning and financial reporting. Compliance with the
documented critical processes has been assessed by means of “walkthrough tests™ of a sample of transactions, the resuits of
which were reported 1o and considered by the Audit Committee;

« rigk reporting that is embedded in the regular management reporting of business units and reports to the Board. Thus the Board
undertakes a continuous review of risks;

» an organisational structure, which provides direct access to operations for senior executive management and clearly defined fines
of acccuntability, defegated authority and reporting including the approval of all investments and disposals as set out below; and

« an independent oulsourced internal audit function, which reports to the Audit Committee in the first instance. The external
auditors also report to the Audit Committee on control weaknesses, which they find during their financial staternent audit.

These procedures and controls are underpinned by a control environment which is supported by a culture of openness of
communication between operational management and the executive management on matters relating to risk and control, including
procedures for bringing such matters to the atlention of the Board.

While the Board seeks to ensure an apprepriate system of Corporate Governance, it has delegated cerlain executive responsibilities
to executive management. A management structure has been developed to ensure that key investiment proposals receive a high level
of serutiny throughout the bid process, The executive Directors and neads of business units censtilute an Executive Committee that
meets reguarly to consider operational matters and approve transactions. In addition, an Investment Commitlee, comprising senior
executives that are independent of the business units, reviews all investment proposals prior to submitling priced bids and again
prior to commitment. All investments require the approval of the Executive Committee and all new commitments in excess of

£5.0 million require Board approval. Proposed sales of investments undergo the same rigorous review and approval process.

Risk management

Risk registers are maintained for all PFI/PPP projects and are regularly updated and reviewed. Risk registers are also maintained for
business units and for the Group as & whole. Significant risks, both pre- and post-mitigation, are identified and reported to the Board
for its consideration.

55




Corporaie Governance

ACCOUNTABILITY AND AUDIT (CONTINUED)
investment decisions and performance menitering

All new investrment proposals are measured against pre-determined criteria including minimum equity IRR, cash yield and payback
requirements.

The performance of existing investments is reviewed on a quarterly basis by the executive managament of the business unit holding
the investment and once a year the performance is reviewed in detall by the Investment Cammitiee. The Board receives quarterly
reports on the financial performance of investments

Delegated authorities

Delegated authorities for the approval of commitments and expenditure are clearly documented and provide an adequate level
of assurance that costs are propefly incurred.

Assurance

During 2008, the Board reviewed whether or not it wouid be appropriate to continue with the appointment of an outsourced internal
auditor. The Board concluded thal the independsant internal audit function should be maintained and retained Ernst & Young LLP as
internal auditor. A detailed programme of internal audit review was agreed and implemented. The internal auditor reports to the Audit
Committee and makas recommendations for improvements to internal control and risk management processes. The internal auditor
reviews and reports on progress with implemeniation of agreed management actions. As part of the annual audit cycle, the external
auditor also reviews and reports on interral control processes. Through the Audit Commitlee, the Board monitors progress with the
implementation of agreed management actions.

Now that the Group's scale of operations has increased, the Board is giving consideration to the formation of an internally resourced
internal audit department that would undertake certain of the functions hitherte provided by the outsourced internal auditor. The
Board believes that this is likely 1o provide a more cost effective solution to increasing the coverage of internal audit than relying
wholly upon an outsourced selution.

The Board, through the Audit Committes. has reviewed the Group's processes for the prevention and reporting of petential or actual
fraud. The Group mantains a documented fraud policy and a “whislleblowers” charler, which has been communicated to and is
constantly availabie to all staff and which is available on the website al www laing.com.

Management reporting

The Board approves a phased annual budget in the Novernber preceding the start of the financial year. Executive management
reviews monthly management accounts and monitors the actual performance against budget. Signiticant variances are explained and
further investigations initiatedt as appropriate. The Board reviews actual results and forecast updates on a guarterly basis.

Audit
The repori of the Audit Commitlee is set out on pages 67 and 68.

All but one of the Group's subsidiaries are audited by Deloitte & Touche LLP. 48 of the Group's joint ventures are also audited by
Deloitte & Touche LLP, however some of the Group's joint ventures and an associate are audited by other firms of accountants due
to the arrangements agreed with our partners. For certain joint ventures and an associate where Deloitte & Touche LLP are not the
auditor, the appointed auditor is required to complete an audit review questionnaire for Deloitte & Touche LLP. In a limited number
of cases, joint ventures do not have coterminous year ends with the Group. In these circumsiances the external auditor reviews the
latest avaiable audiled accounts and the management accounts for the subsequent petiod up to 31 December

The Group employs rigorous procedures to ensure the continued independence of the external auditor. These nclude the prior
approval of the Audit Commitiee for the appointment of the external auditor for provision of non-audit services where the fee is to
be above a pre-determined threshold. Wherever appropriate, compelitive guotes are obtained from other firms. The Audit Committee
reviews the fees payable to the external auditor for non-audit services on a regular basts and seeks to ensure that the external
auditor's independence is not compromised.

The Auditors’ Repert to the Members of John Laing on the financial statements and, where required, the Directors’ Remuneration
Report, is set out on pages 72 and 73. In addition, the external auditors report to the Directors any relevant findings on procedures and
controls within the business units which have come to their notice during the course of their normat audit waork,

A report from the external auditor on its review of the interim accounts is published with the staternent of interim results issued
1o shareholders
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Directors’ Remuneration Report

THE REMUNERATION COMMITTEE

The Remuneration Committee (the ‘Committes’) comprises three of the non-execuiive Directors of the Group. Oniy independeant
non-executive Directors are members of the Committee. During 2005, there were no changes to the composition of the Committee.
The members of the Commitlee are:

P M C Meredith (Chairman of the Comimittee)
T Matithews
M G Medhicatt

The Chief Executive, A E Friend, is not a member of the Commilteg; he attends the meetings by invitation but is not present when his
personal remunearation is discussed and reviewed. In addition, the Finance Director, A J H Ewer is also inviled to attend for certain
limited items, none of which relate to his own remuneration. The Head of Human Resources, L Poulter. aitends in an advisory
capacity. R K Miller, Group Company Secrelary, acts as Secrelary to the Committee,

The Committee has three scheduled meetings per year and meets additionally as ciroumstances require. In 2005 there were three
meetings of the Committee. Allendance at these mestings is shown on page 52. The Committee has authority to appoint
professional advisors. Other consultants, not formally appeinted by the Committee, provide advice on specific malters arising and
orovide other services to the Group only as identified below. During the year, professional advice was sought from the following
extarnal consultants. Other relevant services provided by them to the Group during the financial year are also shown.

= New Bridge Street Consuitants LLP (‘New Bridge Street’). New Bridge Street was appointed by the Commuitiee and underlakes
no other work for the Group.

+  Towers Perrin - actuaries to The John Laing Pension Fund and the Jehn Laing Pension Plan.

The Commiltee was provided with information and data from national surveys on executive pay and conditions by New Bridge Street.
Information and proposals were also provided to the Committee by the Group Chairman, the Chief Executive and the Head of Human
Rasources. These were discussed thoroughly, and when appropriate, amended by the Committee priof 1o recommendation to the
Board. Throughout the year the recommendations of the Committee have been accepled by the Board without substantial
amendment.

The Terms of Reference of the Committee comply with the Combined Code and were adopted by the Board on 12 ddarch 2004, They
arg available on the Company’s website. In addition, the terms of reference for New Bridge Street are available on request from the
Group Company Secretary.

The Committee acknowledges that it s accountable to shareholders through the Direclors’ Remuneration Report and the vote
on it at the Group's AGM. It welcomes and values the dialogue that it has with major shareholders on remuneration matters.

REMUNERATION POLICY

The Commitlee sets and monitors the overall remuneration policy for the Chairman, executive Directors and other senior executives,
and makes recommendations 1o the Board on these matters. Remuneration and benefits are set at market levels comparable with
companies of similar size and scope of activily in order to be able 16 attract, retain and mativate high calibre individuals. During
2005, the review of remuneration, share plans and pensions has continued. With advice from New Bridge Street, the Commitiee
believes that it has shaped the approach taken on remuneration for 2006 and going forward to be appropriate to the Group's current
profile. Neverthetess the Committee keeps the remuneration policy under close and regular review and hence the current policy set
cut in this repart may change over time.

The components of the remuneration package for A € Friend, A J H Ewer, D Potts and B Weston are basic salary, annual cash
bonus, a Long-Term Incentive Plan (LTIP'}, membership of a pension schemme, car allowance and fuel card, provision of a health
insurance scheme and the provision of a pension cap related supplement to all executive Directors other than R Weston whose long
period of service negates the need for this. Entitlements under the bonus scheme and LTIP are subject to the achievement ol
performance conditions. Full details of the LTIP awards are given under the Long-Term Incentive Schemes section on page 65 and 66,

The 2005 review of basic pay for A E Friend, A J H Ewer, D Potts and R Weston rasulted in increases to £340,000, £300,000,
£153,000 and £153,000 respectively. The variable pay elemant for 2005 revolves around a cash bonus scheme and detalls are
provided below. The review of salaries for 2006 has resulted in the salaries of A E Friend, A J H Ewer, D Potts and R Weston
being increased to £380,000, £312,000, £180,000 and £180,000 respectively. The increases were 14.7%, 4%, 17.6% and 17.6%
rasoectively. The leve! of increases given to A £ Friend, D Potts and B Weston results from a review of market comparisons. In the
case of D Potts and R Weslon this review was anticipated in the 2004 Report.

The structure of remuneration for executive Directors under the remuneration policy (excluding pensions) is such that, for achievermenl
of raximum performance, over 50% of the total package would be directly performance related, i.e. short-term cash and long-term
share arrangerments, and the Committee feels that the spht remaing appropriate with a significant element being at rigk.
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REMUNERATION POLICY (CONTINUED)

On 18 Janvary 2005, the Committee approved guidefines for share ownership applying 1o executive Directors and members of the Group’s
Exacutive Committee. From that date, they are required 1o puild a shareholding of 1 x salary (1.5 x for the Chief Executive) through the
continuing policy of retaining shares equal 1o 50% of the after tax gain arising from LTIP awards or share option exercises. The number

of shares to be retained is recalculated based upon the market value of the Company's shares from time to time. For executive
Directors, the guidelines apply to all LTIP conditional awards and share option grants existing at 19 January 2005 For members

of the Executive Committee, the guidelines apply to all new LTI conditional awards or share option granis subsequent to that date.

The Board as a whols determines the non-executive Directors’ fees and these are reviewed in alternale years. Non-executive
Direclors make no input 1o the process when their own fees are being discussed. These fees are set at & level thal will attract
individuals with the necessary experience and ability 1o make a significant contribution to the affairs of the Group and are
benchmarked with availabte market data.

W W Forrester received a fixed fee of £100,000 per annumn, with all benefits in kind and payments other than existing options
ceasing from 1 July 2003 when he became nan-executive Chairman. With effect from 1 January 2006 his fixed fee was increased
to £110,000 per annum. A ditferential in the fees paid to Committee Chairmen and other Committee members was establisheg with
offect from 20 June 2005. This reflects the additional work and time commitment expected of Committee Chairmen and is now
Group policy. Details of the fees paid to non-executive Directors are shown in the tatle on page 62.

Executive Directors wishing to take up external appointments as non-execulive Directors will seek the consent of the Chairman
hefore accepting such an appointment. The Company’s policy is thal no more than one such appointment should be held.
No executive Direcler currently holds any external nen-executive directorship.

REMUNERATION COMPONENTS
Basic salary

Salaries for executive Directors and senior execulives lake account of external market data, the individual's responsibilities,
experience and performance and are reviewed annually. When the Gommittee reviews these salaries, it assesses performance
and personal obiectives and sets pay following consideration of external market rates, internal refativities and other factors
reflective of the Company and the industry. The Company's annual pay review for stalf {excluding executive Directors) undertaken
on 1 January 2006 resulted in an aggregate increase of 4.1% to the pay bill including the cost of promotions.

Benefits in kind and allowances

Benefits in kind comprise membership of private health insurance {provided by BUPA), provision of a tuel card for business and
personal purposes, and a car allowance. These benefits are in line with those offered by peer group companies and 1o other middle
and senior managers in the Group. None of these form part of pensionable earnings.

Annual cash benus arrangements

The executive Directors participate in a performance related scheme that is entirely linked to annual financial objectives for the
business and is self-financing. The financial targets are reviewed and set annually by the Committee and are ratlfied by the Board
The arrangement in 2005 for executive Directors provided A E Friend with maximum bonus potential of 0% and the other execulive
Directors with maximum bonus potential of 50% of basic salary. One half of their bonus entittement was related to achievernent of
pre-determined prafit targets. The other half was related to achievement of target growth in the surn of the parts value of the
business. For this purpose, the value attributed to PFI/PPP investments will be independently validated and calculated using the
methodology described on page 20. Movements in the 1AS19 pension deficit will not be taken into account. The Committee Teels that
this aligns the executives’ incentives with the Group's sirategies. Bonuses earned by the execulive Directors are paid in March of the
year toliowing the full financial year and after the resulls have been audited. Details of the payments to executive Directors are
included in the Directors’ Remuneration table on page 62.

In respect of 2006, similar bonus arrangements will apply, except that all of the bonus for the executive Directors will be determined
by reference to a sum of the parts valuation, The maximum bonus potential for A £ Friend has been increased to 70% of basic salary
for 2008 onwards reflecting the increased respansibility attached to this role.

The 2005 cash bonus arrangements for the Executive Sommiltee members (except for the main Board Direclors and the memter
from Laing Rail) cormprise two equally weighted elements. One half of their bonus entitiement was related to the achieverment of
pre-determined profit targets and the achievement of target growth in the sum of the parts value of the business. The other halt
was related to performance against personal objectives. The Company bonus scheme for other staff is refaled to the achievement
of pre-determined profit targets either at Group and/or divisional level and is also based on parsonat performance.

For the Executive Gommittee. similar bonus arrangements will apply for 2008 excep! that one half of the benus entitlement will
be related 10 the achievernant of target growlh in the sum of the parts valuation of the business
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REMUNERATION COMPONENTS (CONTINUED)

Retirement benefits

The executive Direclors are members of a contributory senior executive pension scheme which is a funded, tax approved and
defined benefit pension arrangement. Employee contricutions to the defined benefit pension arrangement were re-commenced from
1 January 2004 ai a rate of 2% of salary and rose to 4% from 1 January 2005 and 6% from 1 January 2008, With the exception of
R Weston, the executive Directors’ pensionable pay has been limited by the earnings cap provisions of the Finance Act 1989. 1n such
cases, the Group pays the Director & taxable salary supplement above the nensions cap to refiect the loss of pension coverage. This
supplernent is recorded in the executive Directors’ remuneration and is not taken into account in calculating bonuses or any other
form of remuneration. The Committee has reviewed the pension arrangements in light of the planned changes in taxation of pension
benefits and the Cormpany conlinues 1o apply a self-imposed pensions cap increasing in ine with RP1. Currently this level is
£105,600. On his appointment to the Board, R Weston agreed that his pre-Board appointment salary of £140,000 per annum would
be used for the purpeses of calculating final pensionable salary subject to escalation at 2.5% per annum. Delails of the individual
executive Directors’ pension arrangements are shown on page 63. The Commitlee does not envisage any significant changes

to its pension palicy {and specifically does not envisage any increase in costs} in the light of the introduction of the new pension
rules in April 2006.

Service contracts

The Group's policy is for all executive Directors 10 have contracls of employment thal terminate on the attainment of the normal
retirement age of 60. The coniracts do not provide for liquidated damages and the Committee fully recognises the duly to mitigate
in determining any arrangements for a departing executive. in order to mitigate its Hability on early termination, the Group's policy
is that it should be able to terminate such coniracts on ne more than 12 months notice, and that payments for loss of executive
office are restricted to the vaiue of salary and other contractuat entitiernents for the notice period. A E Friend and A J H Ewer had
12 month notice periods during 2005. D Potts and R Weston had six month notice periods during 2005,

Contract details

Effective

Date Expiry
W W Forrester /703 /06
A€ fFriend 31/08/99 25/6N12
A L H Ewer Y9 19/9/13
D Potts O 20/1018
R Weslon /8767 19/4/08
T G Boatman 16/4/05 16/4/08
T Matthews 1/9/C4 1/9/07
M G Meghcott 1/9/04 1/9/07
P M C Meredith 2/6/05 2/6/08

A E Friend. A J H Ewer and D Poits may terminate their contracts upon sk months notice. R Weston may terminate his contract
upon three menths notice.

The non-executive Direclors do not have service contracts but fetters of appointment. The terms of such tatters are available for
inspection on request and may be found on the Company's website. They do not parlicipate in the Group's annual cash bonus
scheme, its LTIP or Share Option Plan (except W W Forrester who retained share options granted during his executive Chairman
tenure), nor its pension arrangements and they do nel recelve any benelits in kind. The Group is obliged to give three months notice
to terminate the appointment of a non-executive Director,

Share pian strategy

On 18 July 2005 the Group successfully concluded a rights issue, full details of which are set out on page 28. On 23 Novernber 2005
the Committee ratified the adjustment of existing awards under the Group's LTIP and the outstanding opticns {and the related option
price) under the Option Plan and the John Laing Senior Exscutive Share Optlion Scheme in accordance with HM Revenue and
Customs guidelines.

During 2005, awards of up to 1 x salary were made under the Group's LTIP that was approved by shareholders in 2001. In addition,
the awards made in 2002 vested and full detalls are set out on pages 65 and 66. The performance conditions for alf share plans are
set by the Commiitee so as to be challenging and include incenltivising perforrmance hurdles. For conditicnal share awards made in
2005 under the Group's LTIP, the performance condition was relative to Total Shareholder Return (TSR}

The Group has completed, prior to 2005, its strategic change in direction and is now listed in the Support Services Sector
of the FTSE Al Share Index. As a consequence, TSR against the Support Services Sector had been considered an appropriate
measure for conditional awards. On the advice of New Bridge Street, the Committee decided that, from 2005 onwards, the
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REMUNERATION COMPONENTS (CONTINUED}

comparator group for the LTIP would be the FTSE Mid 250 Index (excluding investment trusts) which, it is believed, has a closer
correlation to the Group's TSR than the Support Services Sector of the FTSE All Share Index. In addition, awards will only be made
where the Committee cerlifies that TSR performance was also reflective of the Group's underlying financial performance. The TSR
calculations are independently calculated by Towers Perrin and verified by the Committee,

For the conditional awards made in 2005, the TSR performance condition compares the Group's performance against the TSR's of
alt the companies in the comparator group, set out above, over a performance period from 1 January 2005 to 31 Becember 2007
The percentage of share award vesting is calculated as follows:

Ranked in top quartile: 100% of the total award

Ranked between median and top quartile: straight line apportionment
Ranked at median: one third of the lotal award

Ranked below median: zeo

The Group policy is 10 Use new issue shares to satisfy awards and currently has 4.41% capacity within the 5% limit under the
ABI guicelines.

The John Laing plc Executive Share Option Plan 2002 {the '‘Option Plan’)
No options were granted under the Option Plan in 2005.

On 11 March 2005 the Commiltee recommended to the Board that the performance criteria in respect of the options granted on

1 July 2002 had been met and that 44.1546% of the grant could be exercised by the participants from the maturity date of 1 July
2005, From that date options over 58,188 Crdinary Shares of 25 pance each in the share capital of the Company became
exercisable under the Option Plan at an option price of 168.00 pence per share. However, as described in note 28 on page 112, the
options under the Option Plan and awards under the LTIP were adjusied following the completion of the rights issue in accordance
with HM Revenue and Customs guidetines. This resulted in those options exercisable in respect of the 2002 grant incregasing 10
80,850 with the related option price falling to 160.67 pence per share.

In addition 1o the Option Plan, the Company has also operated the John Laing Semor Executive Share Option Scheme since 1887.
No grants have been made to Directors or senior executives since 1996 and there is no current intention to seek shareholder
approval to renew the Scheme. However, there are stili grants tolalling 13,402 (after rebasing as described above} which are
capable of being exercised by cne Director and one senior executive at an oplion price of 283.80 pence. The options cease {o be
exercisable on 21 April 2006,

In 1996 the shareholders approved The John Laing Savings-Relateg Share Option Scheme aimed at encouraging all employees to
participate in the Group as shareholders by offering share options funded by 2 Save-As-You-Earn contract. The Group has only made
one invitation to participate which was in 1996 and which has run its course. The Compary has no current intention fo introguce an
all-employee share scheme in the short-term as it prefers to incentivise staff through a Company-wide bonus scheme.

Leng-Term Incentive Plan

Under the LTIP, conditional share awards were made to the executive Direclors and other senior executives in April 2005. In respect
of the conditional awards made in April 2002, the Committee recommended 1o the Board that the performance conditicns described
above had been met to the extent of 44.1546%. As & consequence 264 865 new Ordinary Shares of 25 pence each in the share
capital of the Company were vested 1o the Directors and olher senior executives participating in the LTIP at nit cost.

In respect of the cangitionat awards made in April 2003, the Committee has recommended to the Board that the performance
conditions described above have been met in full. As a consequence 600,356 naw Ordinary Shares of 25 pence each in the share
capitat of the Company were vested 1o the Direclors and other senior executives participating in the LTIF at nil cost.

Full details of the LTIP share awards made o the executive Directors and the awards that have vested are set out on pages 85 and 66.
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TSR PERFORMANCE GRAPHS

Owing ‘o major corporate restructuring and a strategic change in business direction, ite Group has not remained in the same sector
of the FTSE Ail Share Index over the last five years. From 2005 onwards, the Group considers It more appropriate to use the FTSE
Mid 250 Index (excluding investment trusts) in preference 1o the FTSE Al Share Index of the Support Serwices Seclar, to provide 8
more appropriaie basis for performance assessment

The following graph charts the total cumulative shareholder return of the Group over the past five years using both comparator groups

Thne information on pages 62 1o 66 has been audited
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DIRECTORS’ REMUNERATION

Taxable
Salary Benelits and pension Total Total
and tees Bonus® allowances supplement’ 2005 2004
£ £ £ E £
W W Forrester 160.000 100,000 160,000
AL Friend 340,000 202,300 18,393 65,884 626,577 600,942
A J H Ewer 300,000 148750 18116 54,684 521,550 506,034
D Palts® 153,000 . 75863 12,985 12,860 254708 76,486
R Weston® 153000 75,863 n,738 240,61 73,620
T & Boatmar! 31,500 - - - 37,500 35,000
T Matthews* 30,000 - - - 30,000 10,000
M G Medlicott* 30,000 - - - 30.000 10,000
P M C Meredith' 36.250 - - - 36,250 35,000
1,477,082

1,179,750 502,776 61,232

133,428 1,877,186

Notes

1. The fees paid to T G Boatman and P M C Meredith during the year reflect the increase thatl was effective from 1 July 2005 and
created a differential in the fees paid to committee charmen and the other non-executive Directors.

2. Annual bonus payments included within total Directors’ Remuneration amounted to £502,776 (2004 - £378,600). Annual bonuses
are calculated by reference to achievement of pre-determined profit 1argets and a target growth in the sum of the parts valuation
of the business, as reflected in the Group's audited accounts, drawing all component vaiues from the audited consolidated
balance sheet except for the value of the PFI/PPP investments, for which purpose the portiolic valuation is used as described
on page 20 The Commitlee recommended the individual bonus arrangements.

3. A C Friend, A J H Ewer and D Potls are affected by HM Revenue and Customs earnings cap. A taxable pension supplerment is
provided and is 28% of basic salary over the earnings cap for AE Friend and A J H Ewer and 20% for D Polts. The Government
Farnings Cap on pensions applies to those who joined a new company after 1 June 1889. As R Weston joined John Laing before
this date his pension benefits are not imited by this particuiar restriction.

4. D Polis, B Weston, T Matthews and M G Medlicolt were each appointed to the Board on 1 Sentember 2004 and therefore their
remuneration for 2004 is for the four months for which they were appointed.

5. During the period, remunaration of £9 436 {2004 - £80,272) was received by J Armstrong, a former Director, as fees for
consuitancy services specifically refated to the National Physical Laboralory project. It is not expected thal any future paymenis
will be made under the arrangement as the outstanding rmatters on the project have been resolved. J Armstrong was not
engaged on any other work,
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DIRECTORS' PENSION ENTITLEMENTS

Year to 31 December 2005

Executive Directers

Accumuiated
total accrued
pensien at
31 December
2004

(per annum)
£

Accumulated

total accrued Intrease
pension at in accrued

31 December pension due
2005 ta inflation

(per anaum)

{per annum)
£ £

19,800 354

Increase in Total
accrued pension inerease in
fn excess accrued pensicfl

ol intiation during 2005

{per annum) {per annum)

£

A E Friend 16,005 3,441 3795 i
A JH Ewer 41,250 45,026 912 2,864 3776 |
D Potts 5950 7.920 132 1838 1970 ‘
R Weston® 108.076 121,248 2,390 10,781 131
Transfer
value of
Transfer Transter increase in
value of value of actrued pension
accrued aceryed Increase in (excluding
pension at pension at Member transter vajue, inflation), less
31 Dacember 23 December contributions jess members members
2004 2005 during 2005 contributions cantributions
Executive Directors EQDOs £000s E£Q00s £000s £000s
A E Friend 184.4 2494 4.2 60.8 387
A JH Ewer 432.8 512.4 4.2 75.4 27.4
D Petts EA 4319 4.2 85 55
R Weston 1,636.3 20527 5.0 411.4 174.%
Notes
1. Throughout 2005, the executive Directors were members of The John Laing Pension Fund the "Fund’) which is a defined benefit
and tax-approved scheme. Membership of the Fund became contricutory from 1 January 2004,
2, The pension enlitlements shown are those that would be paid annually on retirement, based on service to 31 Decermnber 2006,
3. The figuras, represenling the increase ta accrued pension during the year in excess of inflation, exclude statutory increases
on both the Guaranieed Minimum Pension (GMP') and nen-GMP components of pension.

A The trapster vaues in respect of Directars have been calculated on the basis of actuarial advice in accordance with Actuarial
Guidance Note GN11. The transfer values do not allow for any reduction that might be applied by the Trustees of the Fund where
the member elects to transfer out of the Fund.

5. The accrued pension that would have been pad annually to B Weston on his retirement based on service 10 31 December 2004
was restrictad by the HM Revenue and Customs maximum limits. This restriction did not apply 1o his accrued pension as at
31 December 2005,




Directors’ Bemuneration Report

SHARE OPTIONS

Details of the share options held by those Directors who served during the year are as follows:

At Rights At Exercise Earliest
1 fanvary issue 31 December price date of Expiry
2005 adjustment’ Granted Exercised fapsed 2005 {pence)’ exercise date

W W Forrester:
Individua! Share Option
Agreement 379,746 - - (379.746Y - -
The John Laing plc Executive
Share Option Plan 2002° 235,294 10,739 - - - 246,033 12193 16/1/06 15/1/13
R Weston:
John Laing Senior Executive
Share Option Scheme’ 6,409 292 - - - 6701 283.80 111706 21/4/06
Notes

1. Following approvat by the sharehclders and the successful completion of a rights issue on 19 July 2005, the number of options
outstanding and the related option price have been adjusted in line with HM Revenue and Customs practice as shown above.

9. As the Group did not have a performance refated share option scheme in place at the time of the grant to W W Forrester, an
Indivicual Share Opticn Agreement was the vehicle for the grant. The performance condition applying to this option was relative
TSR, The oplions could not be exercised unless the TS8R of the Group ranked in the top quartile of the TSR of all the compantes
comprised in the comparator group, namely aff the Sterling denominated comipanies in the Construction and Building Materials and
Support Services Sectors of the FTSE All Share Index, cver a performance period from 1 January 2002 to 31 December 2004.

On 19 January 2005 the Commitlee determined that the performance criterion had been met and the option had become
exercisable in full on 18 Jahuary 2005. W W Forrester elected 1o exercise the options on 20 January 2005 and, with the
agreement of the Committee, this was dealt with on a share settied basis. As a consequence 92,939 COrdinary Shares of

25 pence each were allotted to him on 21 January 2005 with the Company undertaking to setlle the Income Tax and MNationat
Insurance Contribution liabilities arising. The number of shares allotted, being lower than the total number of shares under option,
equales to the gain W W Forrester would have made had the options been exercised in the usual way after deducting the
exarcise price and the tax and National Insurance Contribution liabilities arising. The gain arsing was £250,935.30 based on the
number ot shares issued at the price prevailing at the date of exercise. The gxercise took place when the middie market price of
the Company's Ordinary Shares was 270.00 pence.

3 Oplions were granted to W W Forrester on 16 January 2003 and are exarcisable from 16 January 2006 to 15 January 2013 if the
TSR ¢f the Group is in the top quartile of the TSR's of all of the companies comprised in the comparalor group, namely all the
Sterling denominated companies in the Support Services Sector of the FTSE All Share Index, over the performance period from
1 January 2003 to 31 Decernber 2005.

On 16 January 2006 the Commiltee determined that the performance criterion had been met and the option had become
exercisable in full on that date. W W Forrester elected to exercise the options on 18 January 2006 and, with the agreement

of the Commiltee, this was deail with on a share seltled basis. As a conseguence 93 568 Ordinary Shares of 25 pence each
were alictted to him on 16 January 2006 with the Company undertaking to settle the Income Tax and National Insurance
Contribution liabilities arising. The number of shares allotled, being lower than the total number of shares under option, equates
to the gain W W Forrester would have made had the options been exercised in the usual way afler deducting the exercise price
and the lax and National Insurance Gontribution kabilities arising. The gain arising was £311,681.44 based on the number of
shares issued at the price prevailing al the date of exercise. The exercise took place when the middle market price of the
Company's Ordinary Shares was 333.00 pence.

These options were granted to R Weston on 22 April 1996 and are exercisable up until 21 April 2006,
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SHARE OPTIONS (CONTINUED)

NG options have lapsed or been exercised by the Directors during the year or between 31 December 2005 and the date of this
report, except as sel cut in notes 1 and 3 on page 64, There was no variation in the terms of any options during the year except for
the rebasing of options following the completion of the rights issue as previously described. Had any Director exercised an option,

the price paid for the options would have been the exercise price set out in the table above.

The highest and lowest prices of the Company's Ordinary Shares during the year were 341.00 pence and 224.74 pence respeclively

The price of the Company’s Ordinary Shares at the year end was 332.00 pence.

The Group's Register of Directors’ Interests contains full details of Directors” shareholdings, LTIP awards and options to subscribe.

LONG-TERM INCENTIVE SCHEMES

Under the LTIP approved by shareholders in 2001, further conditional share awards were made to the executive Directors and other
senior executives during the year. Details of the entitiements of those Directors who served during the year are sel out below:

At Award Money Rights At Peried of
1 January 14 Agpril value issue 31 December qualifying
2005 2005 £ adjustment’ Vested® Lapsed 2005 conditions
A E Friend n7e47 (30,648) {86,999} -
174,000 7941 181,941 1/1/03  31/12/05
151,762 6,927 158,696 1/1/04  31/12/06
443,416 14,868 (30,648) (86999} 340,637
- 137,373 340,000 6,270 143,643 11/05  3112/07
443,416 137,373 21138 (30.648) (86,99%) 484,280
A .J H Ewer 18,907 130276) (87.931) -
174,000 7,941 181941 111/03  N/i2/05
108,340 4944 113,284 1f1/04  31/12/06
401.247 12,885 {30,976} {87931 295225
- 96,969 240,000 4,425 101,394 1/1/05  31/12/07
401,247 96,969 17,310 (30,976) (87.531) 396,619
D Potts 30.285 (7.889}) (22,396) -
35,200 1,606 36,806 1/1/03 3112/05
24,283 1108 25,391 1/1/04  31/12/06
89,768 2714 (7.889 (22.3986) 62,197
- 49,454 122,400 2,257 51,11 1/1/85  31/12/07
89,768 49,454 491 (7,889} (22,396) 113,908
R Weston 33,613 (8.756) (24,857 -
36,800 1,679 38,479 WVA/03 0 3112/08
26,151 1193 27,344 1/1/Q4  31112/06
96,564 2.872 (8,756) (24,857) 65,823
- 49,454 122,400 2,257 51,71 Y105 31112/07
96,564 49,454 5.129 (8,756} (24,857) 117,534
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LONG-TERM INCENTIVE SCHEMES (CONTINUED)

Notes

1. Following approval by the shareholders and the successful completion of the rights issue on 19 July 2005, the number of awards
outstanding has been rebased in line with HM Revenue and Customs practice as shown on page 65.

2. The executive [rectors were awarded the shares detalled on page 85 at nil cost when the share price was 247.50 pence. The
awards are conditional upon satisfaction of a TSR performance condition. This ranks the TSR of the Company against the TSR’s
of all the companies in the comparator group, namely all the Sterfing denominated companies in the FTSE Mid 250 index as a
whole over the performance period set out on page 85. The conditional awards vest fully if the Company's TSR is ranked in the
top guartile. One third will vest if ranked at median and nothing vests if ranked below median. A ranking between rmedian and the
top quartile will trigger a straight line apportionment. For awards made in 2004 and earlier the comparator group is all the Steriing
denominated companies in the Support Services Sector of the FTSE Mid 250 Index over a three year performance pericd.

3. The awards made to the executive Directers in 2002 vested on 19 April 2005 when the share price was 234.30 pence, the
Committee having resolved that 44.1546% of the performance ariteria had been met. The Directors elected te sacrifice 41% of
the number of shares to which they were entitled, equating to their income Tax and National insurance Contribution liabilities
which the Company undertaok to setile on their behalf, Thus the number of shares vesting represented 59% of 44,1546% of the
original award.

No awards have been made between 31 December 2005 and the date of this report.

The awards made to the executive Directors in 2003 vested on 26 January 2006 when the share price was 319.50 pence, the
Committee having resclved that the performance criteria had been met in full.

On 28 February 2008, the Committee resolved to rebase the EPS performance criteria against which the conditional awards made
during 2002 were ranked in recognition of the Group completing its strategic change of direction and for consistency with awards

made in subsequent years. The effect of this is set cut in the table on page 65. There are currently no propesals to further vary the
terms and conditions ot the LTIF,

Further details of the interests of the Directors in the Group's share capital can he found on pages 48 and 49.

Approved by the Board and signed on its behalf by

?_.\ Mo —

P M C Meredith
Chairman, Remuneration Committee
13 March 2008
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MEMBERSHIP AND MEETINGS
Throughout 2005 the Audit Committee (the ‘Committee’) rnembership was as follows:

T G Boatman (Chairman of the Committee)
T Matthews
P M C Meredith

The Chairman of the Audit Committee, T G Boalman, has extensive and up-to-date relevant experience as a former senior partner
of a major international firm of accountants,

The Committee met three times in 2006 and from 2006 onwards the Comrmittee wil! meet four times a year. One meeting is
dedicated to the review of internal control procedures, including risk management processes, while the others include the review of
internat and external audit plans, the interim results and the full year results. Regular reviews of significant risks identified as a result
of the risk management processes are undertaken at mestings of the Commities and the Coramilles’s coservations are reporied to
the Board,

The Group Finance Director is normally invited to attend the meetings, along with other members of management as appropriate.
The exiernat auditor and internal auditor are alsc invited 1o allend the meelings as appropriate. Al the end of the annual audit cycie,
the Committee ensured that at lsast part of the meeting was attended by the external auditor and part by the internal auditor without
managément being present.

Audit Committee mestings are minuted and copies of the minuies are provided lo the Directors and the external auditor.

RESPONSIBILITIES

The Audit Cormmittee is a sub-committee of the Board and has been set up to consider and make recommendations to the Board
regarding the following:

*  appointmerd of ine exlernal audnor;

= appointment of the internal auditor;

* compliance with the Gompanies Acts, accounting standards and Financial Services Authority regulations;
+ financial statements issued by the Company including circulars and announcements;

= selection of suitable accounting policies; and

* internal control precedures including risk management processes.

The Committee reports to the Board, through the Chairman of the Gommittee, any relevant issue that should be brought to the
atigntion of the Directors,

The terms of reference of the Audit Committee were reviewed during 2005. No revisions to the terms of reference were considered 1o
be necessary. The terms of reference are available on request from the Group Company Secretary, who also acts as secrelary 10 the
Committee, and are included on the website at www.laing.com.

REVIEW OF 2005

During 2005, the Audit Commiitee monitored the continued implementation of risk management precedures. This project
commenced in the second half of 2002 and was completed, with the revised processes being fully operational, by 30 June 2003.
There is an ongoing process of refinement and improvement of these procedures. The Committee has focussed on the level of
compliance with these processes both within Group companies and in joint ventures throughout 2008. Compliance has been
monitored, on a sample basis, through the internal audit function. The Committee also reviewed the level of corpliance with the
Revised Guidance for Directors on the Combined Code relating to internal control,

The Comimittee reviewed and approved the external audit approach and the audit plan proposals put forward by the external auditor.
with a view to ensuring not only its effectiveness but also that it reflected the nature and scale of the activities of the Group.

The Carmmittee has reviewed the procedures adapled in ardar to ensure that the independence of the external auditor is not
compromised. The Committee has given specific approval 1o proposals for the provision of non-audit services by the externa! auditor
where the fee was expected Lo be above a pre-determingd threshold of £20.000. The Commiltee has reviewed total fees payable 1o
the external auditor for non-audit services at each of 1ts meelings, The Committee is satisfied that the non-audit work carried out by
Deloitte & Touche LLP has not compromised their independence. The external auditor has also confirmed to the Audit Committee
that it is satisfied that it has maintained independence since appointment
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Audit Committee Report

REVIEW OF 2005 (CONTINUED)

During 2005 the Committee considered the effectiveness of the internal audit function and specifically reviewed the advantages of
continuing with use of an outsourced internal auditor. Following this review, the Committee recommended to the Board that Ernst &
Young LLP should continue 1o provide independent outsourced infernal audit services. The Committee reviewsd, and recommended
to the Board, the internal audit programme proposals of Ernst & Young LLP, which aimed to cover all key internal contro! processes
an a thres year rolling basis,

Early in 2008, the Committee reviewed the rescurcing of internal audit for the future and recommended to the Board that the Group
should establish an imernally resourced internal audit function. This will be established during 2006.

The Committee has received reports on internal controls from the internal and external auditors and has reviewed management's
responsas to recommendations. The Committes has a process for reviewing the progress on implementing agreed management actions.

During 2004 the Group established a process for menitoring compliance with critical internal control processes (‘walk through tests’.
This process was continued and the scope extended in 2005. In this connection, the Committee has reviewed a report from Ernst &

Young LLP on compliance with the Group's documented internal control procedures associated with work winning, financial reporting
and treasury operations.

The Committee has reviewed the process for prevention and reporting of potential or actual fraud. The Committee has reviewed the
fraud policy which is implemented throughout the organisation and which includes a "whistleblowers” charter.

The Committee receives and considers written reports from the Group Finance Director and the external auditor to coincide with
the review of draft interim and draft full year results, prior to their approval by the Board. The Committee reviews the significant
ludgements exercised by management, the appropriateness of accounting policies adopted by the Group and unadjusted audit
differences. Foliowing these reviews, the Committee reports the significant issues to the Board prior to the Board’s approval of the
half year and full year accounts.

The Committes met with the independent actuary to the John Laing pension schemes and discussed the range of assumptions that
might be considered appropriate for the purposes of the actuarial assessment of pension fund liabilities as at 31 December 2005,
As a resuit, the Committee racommended {0 the Board the assumptions that have been adopted.

During 2005, the Commitiee has paid particular attention to the Group's preparations for the implementation of IFRS, which have
been adopted in full for the year ended 31 December 2005. The Committee has considered the choice of suitable accounting
policies in accordance with IFRS and has brougnt the significant differences betwaen application of IFRS and UK GAAP to the
attention of the Board. The Cornmittee reviewed a separate publication to sharehoiders that set oul a reconciliation of the 2004
financial statements under existing UK GAAP and under IFRS. This publication, "John Laing - Implementation of International
Accounting and Financial Repoerting Standards”, formed the basis of a process of preparation for analysts and was issued to all
shareholders. It is also availablg on the website at www.laing.com.

T G Boatman d
Chairman, Audit Commitiee
13 March 2008




Nominations Committee Report

The Nominations Committee {the ‘Committee’) comprises three of the non-executive Directors. The Committee reviews and evaluates
the skills, knowledge and experience of the Board and, taking into account the requirements of the new Combined Code {the 'Code’),
will identify and recommaend to the Board, where appropriate, any changes to its structure.

During 2005, there were no changes to the composition of the Committee. The members of the Committes during the year were:

W W Forrester (Chairman of the Committee)
T G Boatman
P M C Meredith

On 10 February 2004, W W Forrester was appeinted as Chairman of the Committae with effact fram 11 February 2004 as an interim
measure whilst the Board reviewed its structure and considered the appeintment of further independent non-executive Directors to
ensure compliance with the Code. T G Beatman and P M C Meredith are considered to be fully independent and, since they form the
majority of the Committee, the Group believes it is compliant with the Code in this respect.

Al new appointments to the Board would be ied by the Committee in a formal and transparent manner with the assistance of
external recruitment consultants where necessary. It has not been necessary for the Committee to meet during the vear to consider
possible candidates for appointment 1o the Board and, as a consequence, W W Forrester continues 1o be interim Chairman of the
Committee. This position and the membership of the Committee will be reviewed in dus course.

The Committee’s terms of reference and the terms and conditions of appeintment for non-executive Directors are available on
request from the Group Company Secretary, who also acts as secretary to the Committee, and are posted on the Company’s
website, www.laing.com.

W W Forrester
Chairman, Nominations Committee
13 March 2008
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"the Group i1s continuing
to grow to the benefit
of todays shareholder. ..

|

\b Private financing and delivery of the serviced infrastructure assets

J required for improving public services, and partnership between the public
‘ and private sectors to meet a wide variety of service needs, are now firmly
1‘ established in 2 growing number of the world's most advanced economies.
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independent Auditors’ Report 1o the Members of John Laing plc

We have audited the Group financial slaterents of John Laing pic for the year ended 31 December 2005 which comprse the
consolidated income statement, the consolidated statement of recognised ncome and expenditure, the consolidated staternent of
change in shareholders' equity, the consclidated balance sheet, the consolidated cash flow slaternent, the accounting policies and
the related notes 1 to 35. These Group financial statements have been prepared under the accounting policies set out therein. We
have also audited the information in the Direclors’ remuneraticn report that is described as having been audited.

We have reported separately on the individual Company financial statements af John Laing plc (or the year ended 31 December 2005,

This report is madte solely to the Company's members, as a body, in accordance with section 235 of the Companies Act 1985. Cur
audit work Nas been undertaken so that we might state 10 the Company’s members those matters we are required fo state 1o them
in an auditors’ report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone otner than the Company and the Company's members as a body, tor our audit work, tor this repart, or for the opINIoNs we
have formed.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Directars’ responsibilities for preparing the annual report, the Directors' remuneration report and the Group financial statements
in accordance with applicable law and International Financiai Reporting Standards (IFRSs) as adopied for use in the European Union,
are set out in the statement of Directors’ responsibilities.

Cur responsibility is 1o audit the Group financial statements and the part of the Directors’ rermuneration report described as having
been audited in accordance with relevant United Kingdom legal and regulatory requirements and International Standards on Auditing
UK and Ireland}.

We report 1o you our opinion as to whether the Group financlal statements give a true and tair view in accordance with the relevant
financial reporting framework and whether the Group financial statements and the part of the Directars’ remuneration report
descrived as having been audited have been properly prepared in accordance with the Companies Act 1985 and Article 4 of the
IAS Regutation. We report to you: if, in our opinion, the Directors’ report is not consistent with the Group financial statements. We
also report to you if we have not received all the information and expianations we require for our audit, or if information specified
by law regarding Direclors’ transactions with the Company and other members of the Group is hot disclosed.

We also repart to you if, in our opinion, the Company has not complied with any of the nine Direciors' remuneration disclosure
requirements specified for our review by the Listing Rules of the Financial Services Authority. These comprise the amount of each
elemant in the remuneration package and information on share options, detafis of iong term incentive schemes, and money purchase
and defined benefit schemes. We give a statement, to the extent possible, of details of any non-compliance.

We review whether the corporatle governance statement reflects the Gompany’s compliance with the nine provisions of the 2003 FRC
Combined Code specified for our review by the Listing Rules of the Financial Services Authority, and we report if it doas not. We are
not required to consider whether the board's statement on internal control covers all risks and controls, or form an opinion on the
effectiveness of the Group’s corporate governance procedures o its risk and control procedures.

We read the Directors’ report and the other information contained in the annual report for the above year as described in the
cantents section including the unaudited part of the Directors’ remuneration report and we consider the implications for our report
if we become aware of any apparent misstatements or material inconsistencies with the Group financial staterments.

BASIS OF AUDIT QPINION

We conducted our audit in accordance with international Standards on Auditing (UK and Ireland} issued by the Auditing Practices
Board. An audit includes examinalion, on a test basis, of evidence relevant to the armounts and disclosures in the Group financial
statements and the part of the Directors’ remuneration report described as having been audited. it also includes an assessment of
the significant estimates and judgements made by the Directors in the preparation of the Group financial statements, and of whether
the accounting policies are appropriate to the Company's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in ardet
to provide us with sufficient evidence lo give reasonable assurance that the Group financial statements and the part of the Directors’
remuneration report described as having been audited are free from material misstatement, whether caused by fraud or other
irregularity or efror. In forming our opinion we alsc evalvated the overall adequacy of the presentation of infermation in the Group
financial statements and the part of the Directors' remuneration report described as having been audited.




Independent Auditor's Report to the Members of John Laing pic

OPINION
In our opinion:

* the Group financial statements glve a true and fair view, in accordance with IFRSs as adepted for use in the Eurcpean Union,
of the state of the Graup's affairs as at 31 December 2005 and of its profit for the vear then ended;

the Group financial statements and the part of the Directors’ remuneration report described as having been audited have been
properiy prepared in accordance with the Companies Act 1985 and Articie 4 of the IAS Regulation.

SEPARATE OPINION IN RELATION TO IFRS

As explained in accounting pohicies of the Group financial staterments, the Group, in addifion 1o complying with its iegal obligation
lo comply with IFRSs as adopted for use In the European Union, has also complied with the IFRSs as issued by the International

Accounting Standards Board. Accordingly, in our opinion the financial statements give a true and fair view, in accordance with IFRSs,

of the state of the Group’s affairs as at 31 December 2005 and of its profit for the year then ended.

bétaﬂz A lwithe LUf

Deleitte & Touche LLP

Chartered Accountants and Registered Auditors
London

13 March 2006
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Group Income Statement

200% 2004"

Totaf Group Joint ventures Total Group Joint ventures
For the year ended 31 December Noics £ miilion £ million £ mitlien £ miilion £ million £ miltion
Continuing cperations —— Y
Revenue 7 407.8 2281 179.7 4511 2493 ZOI.j
Cost of sales (349.0} (188.0) (161.0)' (384.5) (201.0) (183.5) I
Gross profit 58.8 404 1.7 ’ 66.6 483 18.3
Administrative expenses {54.1) | (51.9) 2.2) (6527 {51.4) (1.3)
Other operating income 213 | 211 0.z 6.9 6.9 -
Share of results of associate 15 (0.4) i 0.4y - 0.3 Q.3 -

e

Arofit {rom cperations 3 25.6 8.9 167 213 43 7.0
Investment income 5 121.8 35.3 86.5 90.4 32.4 580 |
Finance costs E) .6} 3c.) (81.5} (86.%) {24.3) {62.2}
Profit before tax 35.8 144 21.7 250 12.2 2.8
Tax 6 (3.0 ! (5.6) (1.4) (7.3) 3.7 (3.6}
Profit for the period trom !
continuing operations ? 22.8 8.5 14,3 1.7 8.5 9.2
Discentinued operations |
Loss for the period from \ ]
discontinued operations (after tax) 7 (1.5) (1.5) - (2.5) (2.5} -
Profit for the period 213 | 1.0 14.3 | 15.2 5.0 9.2 {
Earnings per share
From continu:ng operations
Basic and diluted 8 9.9p 8.2pt
From centinuing and
discontinued pperations
Basic and difuted 8 Suip 6.8pt

* 3l comparative informatian. including relevant nates, has been restated ta reflect implementation of IFRS
t recalculated for the impact of the nghts issue
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Group Statement of Becognised income and Expenditure

Hedging,
revaluation
and Post
translation  retirement Retained
reserve  obligations Barnings Total
GROUP STATEMENT OF RECOGNISED INCOME AND EXPENDITURE 2005 £ miilion £ mitlion £ million £ million
Exchange differences on translation of foreign operations {0 - 01 -
Fair value of financial assets and derivatives on disposal (1.9) - - {11.9}
Net increase in fair vaiue of financial assets 47.8 - - 47.8
Net reduction in fair value of hedging derivatives (39.8) - - (39.8}
De-designation of hedging relationship o1 - - 0.1
Actuarial loss an post retirement obligations - {15.6} - (15.6}
Deferred tax on actuarial loss on post retirement cbligations - 2.4 . 2.4
Reserve category transfer - 4.6 (4.6} -
Profit for the period - - 21.3 213
Total recognised income and expenditure attributable to equity sharehoiders {3.9) (8.6} 16.8 4.3
Hedging,
revatuation
Non- and Post
Share Share distributable transiation retirement Retained
capital premium reserve reserve obligatiens earnings Total
RECONCILIATION OF MOVEMENTS IN EQUITY IN 2005 Moig £ million £ millian E millien £ mitlion £ millian £ million € mitlion
Balance at 1 January 2005 (as previously reported) 851 87.4 2.3 0.9 (135.5}) 469 871
Adoption of 1AS32 - - - 59.5 - - 59.5
Restated balance at 1 January 2005 853 87.4 2.3 60.4 (135.5) 46.9 148.6
Total recegnised income and expenditure
attribytable to equity shareholders - - - (3.9} {8.6) 16.8 4.3
Employee share option and LTIP schemes 0.2 0.5 - - - 0.2 0.9
Redemplion of preference shares {0 04 - - - - -
Capital reduction - (50.0) - - - 50.0 -
Rights issue 12.5 87.6 - - - - 100.1
Rights issue costs - (4.5} - - - - (4.6)
Share premium in joint ventures - - 0.8 - - - .8
Dividends paid o - - - - - {9.3) (9.3)
Balance at 31 December 2005 977 121.0 31 56.5 {14440 104.6 £38.8
Hedging.
revaluation
and Past
translation rettrement Retained
reserve  obligations e3TNINGS Tota!
GROUP STATEMENT OF RECOGNISED INCOME AND EXPENDITURE 2004 £ millon £ million E millipn £ ullion
Exchange differences on transiation of lorgign operations 0.9 - - 09
Actuarial loss an post retirement ebligations - (671.5) - (67.5)
Deferred tax on actuarial losses on post retirement obiigations - 220 - 220
Tax retief on pension contribution - - 1.2 1.2
Reserve category transfer - 4.2 (4.2} -
Protit lor the period - - 15.2 15.2
Balance at 31 December 2004 0.9 {41.3} 12.2 (28.2)
Hedging,
revaluation
Non- and Post
Share Share distributanle  transfation retirement Relained
cagital premiurn reserve reserve obligations earnings Total
RECONCILIATION OF MOVEMENTS IN EQUITY IN 2004 oo £ miflign £ million £ miltion £ msllion E mitlion £ miltion £ minon
Balance at 1 January 2004 83.6 8§28 2.3 - (24.2) 421 16.6
Total recognised income and expenditure
attributable to equity shareholders - - - [eR=) {41.3) 12.2 (28.2)
Employee share gption and LTIP schemes - - - - - 0.6 06
Warrants exercised 1.5 4.6 - - - - 6.1
Dividends paid G - - - - - 8.0 8.0
Balance at 31 December 2004 851 874 2.3 09 (1355} 469 87
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Group Balance Sheet

31 December 2005

31 December 20047

Total Group Jeint ventures Total Group Joint ventures
Notes £ miltien £ miliien £ millien = million £ million £ mition
Non-current assets S —
Intangible assets 10 13.0 12.3 07 ng 1.6 0.3
Praperty, plant and equipment 11 104.5 64.9 39.6 68.1 45,2 22.9
Investments 12 26.7 - 26.7 254 - 25.4
Interest in associate 13 15.3 15.3 - 15.9 15.9 -
Deferred tax assets 4 56.9 509 6.0 500 501 -
Total financial assets - available for sale i5 1733.7 278.1 1,455.6 1,463.3 400.5 1,062.8
- at cost 168.7 59.9 108.8 154.8 739 80.9
- at amortised cost 1,324.3 186.2 1,138 1,308.5 326.6 981.9
- fair value adjustment 240.7 32.0 208.7 B - -
Trade and other receivables 15 67.0 9.5 %7.5 63.8 57 581
2,017 431.0 1,586.1 1,698.5 525.0 1,169.5
Current assets
Inventories 7 30.6 19.8 10.8 15.3 21 13.2
Financial assets - available for sale 15 3.4 3.4 28.0 35.9 9.0 26,9
Trade and other receivables 15 88.9 41.4 47.5 897 44.5 44.6
Tax recoverable 0.5 0.3 0.2 1 01 -
Cash and cash equivalents 18 386.9 140.8 246.1 191.0 945 96.5
538.3 205.7 332.6 3314 150.2 181.2
Assets classified as neld for
sale or discontinued 7 23.6 23.6 - 18.3 18.3 -
Total assets 2,579.0 660.3 1,918.7 2.048.2 697.5 1,350.7
Current liabilities
Bark overdrafts and loans 18,20 49.5 9.2 40.3 48.4 23.6 24.8
Trade and other payables 19 1331 68.2 64.9 108.0 £9.4 38.6
Tax liabilities 6.4 5.6 0.8 78 7.8 -
189.0 83.0 106.0 164.2 100.8 63.4
Non-current tiabilities
Bank loans 20 1,625.1 281.0 1,344.1 1,468.5 40.2 1,067.3
Fair value of derivatives 20 1577 38.9 118.8 - - -
Trade and other payables e 57.3 4.0 53.3 41.6 3.5 381
Retirement benefit ohligations 21 202.8 202.3 0.5 194.C 193.6 0.4
Deferred tax liabilities 14 B87.2 6.8 BO.4 50.8 6.8 44,0
Long-term provisions 2z 30 0.7 2.3 3.3 0.8 2.5
2,133 533.7 1,599.4 1758.2 605.9 1152.3
Liabilities classified as held for
sale or discontinued 7 18.1 18.1 - 387 387 -
Total iabilities 2,340.2 634.8 1,705.4 1,961 745.4 1,2159.7
Net assets 238.8 25.5 213.3 | 871 (47.9) 135.0
Equity
Share capital 24 977 851
Share premium acceount 121.0 87.4
Non-distributable reserve 31 2.3
Hedging, revaluation and
translation reserve 26 56.5 0.9
Accumulated losses {39.5) {88.6)
- post retirement obligations 21

- other reserves

Total equity

238.8

(144.1)
104.6

* all comparative information, including relevant notes, has been restated to reflect implementation of IFRS.
t the Group was required to adopt IAS32 (Financial Instrurments: Disclosure and Presentation’) and 1AS39 {‘Financial Instruments: Recognition and Measurement’) (fair vatue of
financial assets and marking to market of derivatives) with effect from 1 January 2005. Due to an exemption provided in IFRS), the comparative information far 2004 is nol restated.

0355,
469

87.1

The accounts on pages 74 to 122 were approved by the Board of Directors and authorised for issue on 13 March 2006 and were

signed on its behalf by

A E Friend
Chief Executive

Group Finance Director




| By i

Group Cash How Statement

2005 2004
MNeoies £ million E million
Net cash outtlow fram eperating activities 27 (48.2) (62.2)
Investing activities
Interest received 0.4 0.4
Dividends received from associate 0.4 -
Proceeds on dispesal of investments [+2 ] 323
Disposal of subsidiaries 16.6 -
Loan repayments and disposal of joint ventures 10.5 61
Proceeds on disposal of property, plant and equipment 0.2 -
Purchases of property, piant and equipment {(40.4) {29.4)
Purchase of investment - 18.7)
Acquisition of subsidiary 1.3} -
Purchase of joint ventures 7.9 {20.4)
Net cash used in investing activities 3.4 30.0)
Financing activities
Dividends paid (9.3) 8.1
Interest paid (101.2) (B6.D)
Finance income 139 93
Proceeds from borrowings 323 2317
Repayments of borrowings (40.3) {32.6)
Proceeds on issue of share capital 95.8 6.1
Net cash from financing activities 282.0 120.3
HNet increase in cash and cash equivalents 202.4 280
Cash and cash equivalents at beginning of year 238.6 2109
tffect of foreign exchange rate changes - (0.3)
Cash and cash equivalents at end of year 28 441.0 238.6

* alt comparative infarmation, incluging relevant notes. has been restated to reflect implementation of IFRS
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Accounting policies

GENERAL

The Group has adopted accounting policies that are compiiant with IFRS in so far as it has been codified and endorsed by EU
member states and therefore these accounts comply with Article 4 of the EU IAS regulation. These accounts alse comply with IFRS
as issued by the international Accounting Standards Beard.

ACCOUNTING POLICIES

a}

b)

c)

d)

Basis af consolidation

The consolidated financial statements incorporate the financial stalements of the Company, entities controlled by the Company
(its subsidiaries) and jointly controlied (its joint veniures which are proportionalty consolidated i.e. with the Group's share of
individual line items being reflected within the income slatement and balance sheet) made up to 31 December each year. Control
is achieved where the Company has the power to govern the financial and operating policies of an entity so as 1o obtain benelits
from its activities.

The resuits of subsidiaries and joint ventures acquired or disposed of during the year are included in the consolidated income
staterment from the effective date of acquisition or up to the effective date of disposal, as appropriate.

Al intra-group transactions, balances, income and expenses are eliminated on consolidation.

Investment in associates

An associate is an enfity over which the Group is in a position to exercise significant influence, but not control or joint control,
through participation in the financial and operating policy decisions of the investee.

The results and assets and liabililies of agscciales are incorporated in these financial statements using the equity method of
accounting. The investment In associates are carried in the balance sheet at cost as adjusted by post acquisition changes in the
Group's share of the net assets of associates, less any impairment in the value of individual investments. Losses of an associate
in excess of the Group's intetest in an assaciale are not recognised.

Non-current assets held for sale and discontinued operations

Non-current assets classified as held for sale and discontinued operations are measurad at the lower of the carrying amount and
fair value less costs 1o seil.

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be recovered through a sale
transaction rather than through continuing use. This condition is regarded as having been met only when the sale is highly probable
and the asset {or disposal group) is available for immediate sale in its present condition. The Directors must be cornmitted to the
sale which should be expectad to qualify for recognition as a completed sale within one year from the date of classification.

Assets and liakilities associated with the dispoesal of the Group's Construction, Homes and Property businesses are classihad
as discontinued operations. These include retained onerous contracts and warranties which will take a number of years to bring
tc a conclusion.

Business combinations

The acguisition of subsidiaries is accounted for using the purchase method, The cost of the acquisition is measured at the
aggregate of the fair values at the date of exchange, ¢f assets given, liailities incurred or assumed, and equity investments
igsued by the Group in exchange for control of the acquiree. plus any costs directly attributable o the business combination.
The acguiree’s identifiable assets, liabiities and contingent liabilities that mest the conditions for recognition under IFRS3 are
recognised at their fair value at the acquisition date.

An intangrole arising on acquisition is recognised as an asset and initially measured at cost, being the excess of the cost of the
business combination over the Group's interest in the net fair value of the identifiable assets, {iabilities and contingent liabilities
recognised. If, after reassessment, the Group's inlerest in the net fair value of the acquiree’s identifiable assets, liabilities and
contingent liabilities exceed the cost of the business combination, the excess is recognised immediately in profit or loss.




Accounting policies

e)

f)

Revenue recognition

Revenue in the continuing operations comprises the Group’s share of:

Revenue in PFI/PPP Project Companies

* The value of construction work-in-progress on PFI projects where the principal asset is 1o be accounted for as a financial asset:
+ availability fees and usage fees on PFl projects where the principal asset is accounted for as a fixed or intangible asset;

+ third party revenues on PFl projects; and

+ revenues from the provision of facilities management services to PFI Project Companies.

Revenue from Train Operating Companies

* income generaled by ticket sales, rafl franchise authority subsidy, advertising and retail revenues generated as part of rail
activities; and

* the atiributed share of season ticket income is deferred within creditors and released to the income statement over the life
of the relevant season ticket,

Revenue excludes the value of intra-group transactions, VAT and includes the Group's share of turnover of joint ventures.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards
of ownership to the lessee. All other leases are classified as operating feases.

The Group as lessor

Amounts due from lessees under finance leases are recorded as receivables at the amount of the Group's net investment in the
leases. Finance lease income is allocated to accounting periods so as to reflect a constant periodic rate of return on the Group’s
net investrnent oulstanding in respect of the leases.

Rental income from operating leases is recognised on & straight line basis over the term of the relevant lease.

The Group as fessee

Assets held under finance leases are recognised as assets of the Group at their fair value or, if lower, at the present value of the
minimum fgase payments, each delermined at the inceplion of the lease. The corresponding liability to the lessor is included in
the balance sheet as a finance lease obligation. Lease payments are apportioned between finance charges and reduction of the
lease obligation sc as to achieve a constant rate of interest on the remaining balance of the liability. Finance charges are charged
directly against income, unless they are direcily atiributable to guaiitying assets, in which case they are capitalised in accordance
with the Group's general policy on borrowing costs (see accounting policy h).

Rentals payable under operating leases are charged to income on a straight line basis over the term of the relevant lease.
Benefits received and receivable as an incentive to enter into an operating lease are also spread on a straight line basis over the
lease term,

Foreign currencies

Translations into sterling are made at the average of rates ruling throughout the year for income staternent ilems and at the rates
ruling at 31 December for assets and liabilities.,

Exchange differences arising in the ordinary course of trading are reflected in the income statement; thase arising on translation
of net equity are transferred to the Group's translation reserve. Such translation differences are recognised as income or expense
in the period in which the operation is disposed of,

Monetary assets and liabilities expressed in foreign currency are reportad at the rate of exchange prevailing at the balance shest
date or, if appropriate, at the forward contract rate. Any difference arising on the retranslation of these amounts is taken to the
income statement. The exception to this is long-term shareholder loans where any difference arising on the retranslation of these
amounts is taken to a translation reserve on the balance sheet.
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Accounting policies

p]

Baorrowing costs

Borrowing costs directly attributabie 1o the acquisition, construction or production of qualifying assets, which are assets that
necessarily lake a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets
until such time as the assets are subsstantially ready for their intended use of sale. Investment income earned on the temporary
investment of amounts drawn under specific borrowings, pending their expenditure on qualifying assels, is deducted from the
borrowing costs eligible for capitalisation.

Where the property of PFI/PPP Project Companies is accounted for as a financial asset in the course of construction, the sale
is deemed to take place as construction commences ang borrowing costs on the project finance are recognised in the incomg
statement in the pericd in which they are incurred.

All other borrowing costs are recognised in the income statement in the period in which they are incurred.

Retirement benefit costs
Payrnents to defined contribution retirement benefit schemes are charged as an expense as they fall due.

For defined benefit retirement schemes, the cost of providing benefits is determined using the Projected Unit Credit Method, with
acluarial valuations being carried oul every three years which are updated at each balance sheet date. Actuarial gains and losses
are recognised in full in the period in which they occur. They are recognised cutside the income statement and presented in the
staterment of recognised income and expenditure.

The retirernent benefit obligations recognised in the balance sheet represent the present value of the defined benefit obligations
as adjusted for unrecognised past service cost and as reduced by the fair value of scheme assets. Any asset resulting from
this calculation is limited to past service cost plus the present value of available refunds and reductions in future contributions
to the ptan.

Taxation
The tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as reported in the income
staterment because it excludes iterns of income or expense thal are taxable or deductible in other years and it further excludes
items that are never taxable or deductible. The Group's liability for current tax is calculated using 1ax rates that have been
enacted or substantively enacted by the balance shest date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax bases used in the computation of taxable profit, and is accounted
for using the halance sheet liability method. Deferred tax liabilities are generally recognised for all taxabie lemporary differences
and deferred tax assets are recognised 1o the extent that it is probable that taxable profits will be available against which
deduclible temporary differences can be utilised. Such assets and Habilities are not recognised if the temporary difference arises
from goodwill or from the initial recogniticn of other assets and fabilities (other than in a business combination) in a transaction
that affects neither the tax profit nor the accounting profit.

Delerred tax liabililies are recognised for taxable temporary differences arising on investments in subsidiaries and associates,

and interests in joint ventures, except where the Group is able to control the reversal of the temporary difference and it is
probable that the temporary difference will not reverse in the foreseeable future. The carrying amount of deferred tax assets is
reviewed at each balance sheet date and reduced to the extent that it is no fenger probable that suffictent taxable profits will be
available to aflow all or part of the asset to be recovered. Deferred tax is calculated at the lax rates that are expected 1o apply in
the period when the liability is seltied or the asset is realised. Deferred tax is charged or credited to the income staternent except
when it relates 1o items charged or credited directly to equity, in which case the deferred tax is also deait with in equity
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k) Financial Instruments
Derivative financial instruments and hedge accounting (with effect from 1 January 2005)

i} Group and recourse subsidiaries

The Group operates a central treasury operation for John Laing and its recourse subsidiaries, and has a Board approved
policy for hedging its foreign exchange and interest rate risks. There are currently no derivatives outstanding for John Laing
of 118 recourse subsidianes,

iy Non-recourse subsidiaries

Due to the nature of PFIYPPP projects, it Is important that alf financial risks are hedged at the inception of the project, and
indeed the funders of projects insist on this. Therelore each PR/PPR project fixes 1he interest rate on s debt. in a minority
of cases, this is achieved by either financing the project with & fixed rate bond or fixed rate bank debt. In a majority of cases,
this is achieved by funding the project with variable rate bank debt which is fully swapped into fixed rate at the inception of
the project. In addition, and where appropriate, inflation risk is hedged by the use of RP) swaps and the risk of rising fuel
prices is hedged by the use of commodity swaps.

These swaps, or other derivatives, are tested both retrospectively and prospectively for ineffecliveness and if both results are
within the range of 80% to 125% then hedge accounting can be applied, and lhey are treated as cash flow hedges. These
derivatives are marked to market and differences are taken directly to equity if judged to be fully effective.

Where ineflectiveness is judged to have accurred, either a propartion or the full amount of the inelectiveness is taken to the
income staternent depending on the leveal of ineffectiveness experienced.

Hedge accounting is discontinued when the hedging instrument expires or is terminated, for example when a project is
refinanced. At that time, any curmnulative gain or joss on the hedging instrument recognised in equily is retained in equity
until the forecast transaction occurs. If a hedged transaction is no longer expected 1o occur, the net cumulative gain or
055 recognised in equity is transferred to net profit or loss for the penod.

Derivatives embedded in other financial instruments or other host contracts are treated as separate derivatives when their
risks and characteristics are not closely related to those of host contracts and the host contracts are not carried at fair value,
with unrealised gains or losses reported in the income statemant.

Financial assefs classified as avaiable for sale

Financial assets classified as available for sale are included in the balance sheet at fair value. For this purpose, fair value
is catcuiated by discounting the future cash flows at an appropriate discount rate,

The ciscount rates used 1o fair value financial agsets available for sale are calculated by adding an appropriate premium to the
relevant gilt vield for each PFI/PPP project. The gilt yield reflects the unexpired term of the project agreement and the premium
reflects market spread that would be required by investors in bonds issued by PFI/PPP Project Companies with similar risk
profiles, plus the market wrapping fee, that would normally be charged to enhance the project cash fiows lo investment grade.
Ag at 1 January 2005 and 31 December 2005 this premium, including the wrapping fee, was 100 basis points. In addition, &
turther premiurn is added to reflect the risk to the cash flows where they are refated to usage. The further prermium is 50 basis
points for cash flows that are exposed to shadow tafl risk and 100 basis points for real toll or total usage risk.

The amount by which the fair value element of financial assets classified as available for sale changes. as a result of changes
to the discount rate durng any accounting period, is taken directly to equity. The net cumulative gain or loss that has been
taken directly to equity is transferred to the income statement when the financial asset is either sold or derecognised.

Derivative financial instruments and hedge accounting (comparatives 31 December 2004)

The comparatives shown as at 31 Decernber 2004 are prepared under UK GAAP. For financial instruments, which include
derivatives, the Group has applied the exemption in IFRS1 and adopted IAS32 and IAS3@ with effect from 1 January 2005.
Hence comparatives for these items are as at 1 January 2005 and are reported under a consistent IAS basis.

Financial instruments reported as at 31 December 2004, which are shown on the balance sheat and related notes, were accounted
for under FRS13 of UK GAAR. The accourting poticies for these iterms were shown in fult in the 2004 Report and Accounts.
Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand depaesits, and other short-term highly liquid investments that
are readity convertile 1o a Known amount of cash and are subject 1o an insignihcant nisk of changes in value
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I

PFI/PPP Project Companies

In the absence of an accounting standard relating 1o service concessions, the Group has interpreted the provisions of IFRS in
determining the appropriate treatment of the principal assets of, and income streams from, PFl and similar contracts. Where it
can be demonstrated that the balance of risks and rewards derived from the underlying asset are not borne by the Group, the
assel created and/or provided under the contract is accounted for as a financial asset and is classifiad as available for sate,
otherwise it is accounted for as a fixed asset.

The Group restates, where applicable, the resutts of PFI/PPP Praject Companies to reflect consistent accounting policies across
the Group. Results of all PFIY/PPP companies therefore conform to the following policies:

« Financial assets

Where risks and rewards derived from the underlying asset do not resicte with the Group, these assels are accordingly
disclosed in the balance sheet as financial assets. In this case income is allocated to inlerest receivable and revenue, using
a constant margin on service costs, and the remander allocated to the amortisation of the finanoial assel. Amortisation rates
are set between the average cost of borrowing tor the project as the base value and the aporopriate long-term qult vield

+ 3% as the ceiling.

Profits on long-term contracts are calculated in accordance with 1AS11 {'Construction Contracts') and do not therefore
relate directly to revenue. Profit on current contracls is only taken at a stage near enough te completion for that profit 1o be
reasonably certain. Provision is made 1or all lesses insurred to the accounting date togsether with any further iosses that are
fareseen in bringing contracts to completion.

During construction the financial assets are stated al cost, plus attributable profit to the extent that this is reasonably certain,
less any fosses incurred or foreseen in bringing contracts to completion, and less amounts received as progress payments,
Costs for this purpose include valuation of all work done by subcontractors, whether certified or not, and all overheads other
than those relating 1o the general administration of the relevant companies. For any contracts where receipts exceed the
book value of work done, the excess is included in creditors as payments on account.

« PFltixed asset

Where the benefits and risks associated with the assel reside with the PRI Project Company these assels are accordingly
disclosed in the balance sheet as fixed assets at cost tess depreciation. Depreciation is charged over the life of the
concession or specific asset life if shorter

= Major maintenance

For financial asset accounted projects, the cost of major rmaintenance is recorded in cost of sales and an appropriate amount
of revenue that would otherwise have been available to amortise the financial asset is transferred to revenue. This has the
effect of increasing the financial asset by the cost of major maintenance. No profit margin is likely to be recognised on major
maintenance since the principal profit recognition on PFYPPP projects is derived from provision of routine services,

For fixed asset accounted projects, the capital elerment of major maintenance is capitatised and depreciated over the shorter
of the remaining concession or assel's useful life.

= PFibid costs

PFI bid costs are charged to the income statement until such time as the Group is virtually certain that it will enter into
coniracts for the relevant PF1 projectl. Virtual certainty is achieved al the time the Group is selected as preferred bidder or

in certain circumstances, sole bidder. From the peint of virtual certainty, bid costs are held in the Group balance sheet as

a debtor pricr to achiaving financial ciose. On finalisation of PF| project and financing agreements (financial close}, the Group
recovers bid costs by charging a fee to the relevant Project Company. Hf the fee exceeds the amount held by the Group in
debtors, the excess is credited to the balance sheet as deferred income.

Deferred income is released to the incorne statement on one of two bases:

i} in respect of projects using financial asset accounting, over the period of construction during which the financial asset
is astablished; or

i) in respect of projects using fixed asset accounting, over the period of the concession/project agreement,
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PFI/PPP Project Companies {continued)

*  Finance costs

Project specific finance costs are expensed as incurred. During the construction phase, the John Lamng policy is not to
recognise any profit, hence the finance income on the increasing financial asset is deemed to be the matching amount 1o the
finance costs incurred in the period.

+  Debt
Debt is initially stated at the amount of the net proceeds after deduction of issue costs. The carrying amount s increasad
by the finance cost in respect of the accounting period and reduced by payments made in the period.

+ Non-recourse debt

Nen-recourse joans are those which are secured solely on a specific asset and its future income {usually contained in a single
enfity). The terms of the finance agreements provide that the lender will not seek in any way to enforce repayment of either
principal or interest from the rest of the Group and the Group is not obliged, nor does it intend, to support any losses.

+  Refinanting

On refinancing ot PFI Project Gompany debl, the Group recognises its share of deb! issue costs written off. Where the terms
of existing debt are amended, the issue costs associated with re-negotiating those terms are written off. Where new debt

Is arranged. the capitalised debt issue costs on retiring debt are written off and the debt issue costs of the new debt are
capitalised and amortised over the term of the new debt.

Inventories

Inventones are stated at the lower of cost, including production overheads, and net realisable value.

Share based payments

In accordance with the transitional provisions of IFRS1, IFRS2 has been applied to all grants of equity instruments after
7 Novemnber 2002 that had not vested as of 1 January 2005.

The Group issues share option and long-lerm incentive plan awards to certain senior executives on a periodic basis. The awards
are valued at fair value at the date of the grant and are expensed over the vesting period, based on the Group's estimate of
shares that will eventually vast,

The share awards are valued using the Black-Scholes option valuation method.

Preference Shares

The Group has Convertible Cumulative Preference Shares in issue. These are undated, not redeemable, have no voling rights
and their rights on winding up are restricted to repayment of the nominal value and may be converted into ordinary shares at a
specified rate. These are classified as equity instruments due to their irredeemable nature and the fact that the Directors have the
discretion to cancel the dividend,

fntangible assets

The Chiltern Railways franchise is classified as an intangible asset, as per 1AS38. As such, it is recognised on the balance sheet
al its carrying value as al the date of fransition to IFRS and thereafter amortised on a straight line basis over the rermaining lite ot
the franchise, subject to impairment. The intangible asset recognised on the acquisition of service concession arrangements is
amortised 0N a straight line basis over the operational period of the concession. Compuler software that is classitied as an
intangible asset is amortised over three years on a straight line basis,
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q)

r

s)

Property, plant and equipment

Plant and equipment, including fixtures and fitlings and computer equipment, are slated at cost less accumulated depreciation
and any impairment 10ss.

Depreciation is charged so as 10 write off the cost or valuation of assets over their estimated useful fives using the straight line
method on the following bases:

Leasehold offices Lesser of period of lease or 50 years
Rail infrastructure Remaining length of franchise
Fixtures and fittings 310 5 years

Wehicles, plant and machinery 310 10 years

IT equipment 3 years

Assets held under finance leases are depreciated over their expecled useful lives on the same basis as owned assets or, where
shorter, over the term of the refevant lease.

Provisions

Provisions for restructuring cosls, legal claims and environmental restoration are recognised when:

+ the Greup has a present legal or constructive obligation as a result of past events;

+ it is prebable that an outflow of resources witt be required 1o settle the obligation; anad

* the amount hag been reliably estimated.

Restructuring provisions comprise lease termination penalties and employee termination payments.

Where there are a number of similar obligations, the likelihood that an outflow will be required in setilement is determined
by considering the class of the obligations as a whole,

Financial risk management

The Group tras exposures to a variely of financial risks which are managed with the purpose of minimising the polential adverse
effects of these risks on the Group's financial perforrmance. For Jonn Lang and its recourse subsidiaries these are managed by a
central treasury operation which operales within Board approved policies. For the non-recourse subsidiaries and joint ventures,
due to the nature of PFI/PPP projects, financial risks are hedged at the inception of the projact. How the various types of
financial risk are managed are explained below:

Market risk - foreign exchange

As at 31 December 2005 the Group only has four projects which are not in the UK, two of which are in the early stages of
construction, and so has a relatively small balance sheet exposure which is unhedged. Future significant investmenls overseas
will be hedged by currency borrowings.

The Group seeks to cover significant transactional exposures arising from receipts and payments in foreign currencies, where
appropriate and cost effective. There are no Toreign exchange derivatives cutstanding as at 31 December 2005,

Market risk - interest rate risk

Each PFIFPPP project will hedge its interest rate risk at the inception of the project. This wili either be done by issuing a fixed
rate bond or if the project is bank financed, with fixed rate bank debt or variable rate debt which will be swapped into fixed rate
by the use of interest rate swaps.

John Laing and its recourse subsidiaries currently have no debt outstanding and have surplus cash which is placed on short-term
deposit at variable rales of interest. Falling interest rates would reduce the interest income earned on this surplus cash. This
exposure is not hedged.

Marke!t risk - inflation rish

Each PFI/PPP project will typically have part of its revenue and some of its costs linked to infiation risk al the inception of the
project. In most cases thig results in the project being insensitive to inflation. However in a minonty of cases where the project
is sensitive to inflation, this risk will be hedged by entering into RPI inflation swaps.
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5)

t)

Financial Risk Management (continued)

Market risk - price risk

The Group owns listed debenture stock of one of its PFI projects which is subject to price risk. This is unhedged. Chiltarn
Railways is a train operating company and is exposed to fuel price increases. This risk is hedged by the use of derivatives
by purchasing a proportion of its fuel requirement forward at a fixed sterling price per jitre,

Credit risk

The Group’s projects receive revenue from government departments, public sector or local autherity clients or directly from the
public via farebox or real tclls, Therefore the Group Is not exposed to significant credit risk.

Cash investments and derivative transactions are limited to financial institutions of a suitable credit quality. The Group's surplus
cash is invested in line with a policy approved by the main Board

Liguidity risk
The Group adopts a prudent approach to liquidity management by maintaining sufficient cash and available committed facilities

1o meet its obligations. Due 1o the nature of PFI/PPP projects the large cash outflows are reasonably predictable and so this is
rnol @ major risk for the Group.

Fair vafue estimation
The fair value of financial instruments traded in active markets is based on quoted market prices al the balance sheet date,

The fair value of financial instruments that are not traded in active markets is derived in two ways:

il Financial assets

Fair value is caiculated by discounting future cash flows at an appropriate discount rate. The discount rates used are
calculated by adding an appropriate premium to the relevant gitt yield for each PEIVPPP project. The gilt vield reflects the
unexpired term of the project agreement and the premium reflects market spread that would be required by investors in
ponds tssued by PFI/PPP project companies with similar risk profiles, plus the market wrapping fee that would normally
be charged to enhance the project cash fiows 10 investment grade,

As at 1 January 2005 and 31 December 2005 this premium, including the wrapping fee, was 100 basis points. In addition,
a further premium is added 1o reflect the risk to the cash flows where they are related to usage. The further premium is 50
basis points for cash flows that are exposed to shadow toll risk and 100 basis points for real toll or total usage risk. The
discount rates that have been applied to the financial assels at 31 December 2005 werg in the range of 4.33% to 6,.10%.

i Berivatives

The fair values of derivatives as at the balance sheet date are abtained from the banks or financial institutions with which the
derivatives have been transacted.

Where these are net available the fair value of the derivative is calculated as the present value of the estimated future flows.
In these calculations the market forward six month LIBOR curve for an interest rate swap or the forward RPI inflation curve
for an RPI swap as at the balance sheet date are used. All amounts are discounted using the zerc coupon yield curve as at
the balance sheet date.
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IMPLEMENTATION OF |AS39 - MEASUREMENT OF FINANCIAL INSTRUMENTS

The impact of adoption of the new accounting policies relating 1o IAS38 and service concession arrangements on the previously
disclosed IFRS balance sheet as at 31 Decernber 2004 is set out below. The net increase of £58.5 million to net assets and tota
equity represents the marking to rmarket of derivatives and fair value adjustments of financial assets, less associaled deferred tax.

Adoption of
1A539 and
Closing accounting Openring
balance policy halance
sheet at for service sheet at
31 December concession 1 January
2004 arrangements 2005
E million £ million £ millien
Non-current assets
Deferred tax assels 501 2.n 48.0
Total financial assets - available for sale 1,463.3 195.6 1.658.9
- at cost ' 1548 - BNTYTR
- at amortised cost 1.308.5 - 1.3085
- fair value adjustment - 195.6 195.6 ‘
Trade and other receivables 63.8 - 638
Other non-current assets 213 - 1213
1,698.5 1935 18920
Current assets
Financial assets - available for saie 359 - 359
Trade and other receivabies 891 - 841
Cash and cash equivalents Nnz.0 - 1n2.0
Other current assels 94.4 - 94.4
3314 - 334
Assets classified as heid for sale or discentinued 18.3 - 183
Total assets 2.048.2 193.5 22417
Current liakilities 164.2 - 164.2
Nonh-current liabilities
Bank ioans 14685 - 1,468.5
Fair value adjustment of derivatives - nos ner
Deferred tax Labilities 50.8 233 741
Cther non-current liabiities 2389 - 2389
1,758.2 134.0 1,892.2
Liabilities ¢lassified as held for sale or distontinued 387 - RN
Total liabilities 19611 134.0 2,095.1
Net assets 871 5%9.5 146.6
Equity
Share capital 851 - 851
Share premiurn account 87.4 - 874
Nen-distributable reserve 2.3 - 2.3
Hedging. revaluation and transiation reserve 0.9 555 60.4
Atcumulated losses (88.6) - (28.6)
- post retirement opligations [ s A 1135.5)
- other reseryves Lﬁ,___ 469 - 46.9
Total equity 871 59.5 146.6
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SECTOR AND GEOGRAPHICAL SEGMENTS

Sector analysis

For managemen! purposes, the Group is currently organised nio five operating seciors - Accommodation. Roads, Rall, Utiities
and Management services. These sectors are the basis on which the Group reperts its primary segment information,

Sector information about the Group's continuing operations is presented below. Sector information about the Group's
discontinued operalions is presented in note 7.

2005 2004

REVENVUE € miltion £ miflion
Accommodation 218.6 2651
Roads 7.2 513
Rait - narmal gperations 102.8 103.8
- sale of development land - 53
Utilities 8.1 B.Z
Management services 7.1 1n.4
407.8 4511

Revenue {as per the accounting policy note on page 79) in the Accommeodation and Roads sectors is primarily generated from
recognition of financial assets where the project infrastructure is in the course of construction. The reduction to revenue in the
Accommodation seclor reflects a lower level of construction activity.

2005 2004

RESULT £ miilion £ millien

Accommedation - normai operations 16.1 37

- protit on sale of interests in PFI/PPP Project Companies 209 -

Roads - normal operations 6.5 &9

- purchase and sale of 50% interest in the M40 road project - 6.4

Rait - normal operations 7.3 35
- bid costs on new franchise {t,4) [{oN]

- sale of development |and 0.2 29

Utilities 0.9 (1.4}
Management services, everheads and bid costs (net) 118.6) 127}
~ bid costs {net of deferred income release) ( T w3y _(0—9)1I
- overheads {12.3) {118 |

Corporate finance income T Q.

Non-core business 0.2 0.3

Profit before tax a5.8 25.0
Tax {13.0) (7.3)

Profit for the period from continuing operations 22.8 177

The profit before tax disclosed in relation to the core sectors is shown after adding or deducting interest received and paid on
project specific funds. Corporate finance income excludes interest on project funds and includes interest on funds available for
general carporate purposes.

Depreciation

Capitar and

additions amortisation

OTHER INFORMATION 2005 E million £ million
Accommodation 1.2 (0.2}
Rail 216 (2.4)
Utifities - (0.4)
Management services 0.2 {C.4)
39.0 (3.4}
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1 SECTOR AND GEOGRAPHICAL SEGMENTS (CONTINUED)

Sector analysis

Sector Interest in Consolidated

assets asseciate total assets
31 DECEMBER 2005 £ miilion E millien £ millien
accommadation 1,322.8 - 1,322.8
Roads T12.3 - 712.3
Rail 2061 - 2061
Utilities 134.7 ~ 134.7
Managemenl services 105.5 - 105.5
Non-core business 1.3 15.3 16.6
Sector assets 2,482.7 15.3 2,4%8.0
Deferred and current tax assels 57.4 - 57.4
Discontinued operations 23.6 - 236
Total assets 2,563.7 15.3 2,579.0

Consolidated

Sector total net

liakitities assets

31 DECEMBER 2085 € millioe E eailtion
Accommodation {1,150.5) 172.3
Roads 1612.2) 10041
Rail 1149.3) 5.8
Utilities (118.3) 16.4
Management services {197.1)* (91.6}
Nen-core business (at 15.5
Sector (liahilities)/assets {2.228B.5) 269.5
Deferred and current tax liabilities (93.6} (36.2)
Discontinued operations nsn 55
Total {liabilities)/assets {2,340.2) 23g.8

*ncludes pension deficit

Capital  Depreciation and

additions amortisation

OTHER INFORMATION 2004 £ milion £ mitlion
Accommaodation 18.1 (0.3
Rail 16.4 (2.4)
Managemenl services 01 (0.4)
34.6 (3

Sector tnterest in Cansolidated

assels assoriate total assets

31 DECEMBER 2004 E million £ million £ milan
Accommadation 1,041.0 - 1.041.0
Roads 592.2 - 592.2
Rail 182.0 - i82.0
Utitities 130.5 - 100.5
Management sarvices 420 - 49.0
Non-core business (0.9} 15.9 15.0
Secfor assets 1563.8 15.9 159797
Deferred and current tax assets 50.2 - 50.2
Discontinued cperations 18.3 - 18.3

Total assets 20323 58 2,048.2
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1 SECTOR AND GEOGRAPHICAL SEGMENTS (CONTINUED)

Sector analysis

Consolicated

Sector total nel

hatilities assets

31 DECEMBER 2004 E miition E million
Accommodation (932.00 109.0
Roads (S10.1) 821
Rait (1270 549
Ltilities (935) 1.0
Management services {(200.9) (1519}
Non-core business (0.2} 14.8
Sector (liabilities)/assets {1.863.8) 159
Deferred and current tax liabilities (58.6) (8.4)
Discantinued operations (387) 20.4)
Total (liabilities)/assels {1,.961.1) 871

Geographical analysis

The Group's operations are located in the UK, other European Countries and America. The following tabie provides an analysis
of the Sroup's revenue and profit before tax for continuing operations. Geographic information apout the Group's disconiinued

operations is presented in note 7.

Prolit
Revenue before tax
Z005 £ million £ million
United Kingdom 3631 330
Rest of Lurope 44,7 2.6
America - 0.2
407.8 35.8

Carrying
amounrt ot Capital
sectol assets additions
23405 £ million £ miltien
United Kingdom 2,369.7 39.0
Rast af Lurape 126.3 -
2,498.0 39.0
Prafit
Revenue before tax
2004 £ mitlhon E million
United Kingdom 423.0 22.6
Rest of Europe 281 2.4
4511 25.0

Carrying
amount of Caprtal
seclor assels additrons
2004 £ m:llion £ milhon
United Kingdom 1,900.2 4.6
Rest of Europe 795 -
19797 346
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2 OTHER OPERATING INCOME

COther

2005 2004

£ millien E mibon

Disposals of subsidiaries and joint venture 209 6.6
0.4 0.3

21.3 59

Disposals of subsidiaries and joint venture
The Group made the following disposals during 2005:

A B0% equily interest in the Defence Management {Hoidings) Limited on 30 Seplember 2005

A 50% equity interest In Services Support (Manchester) Holdings Limited, Services Support (SEL) Holdings Limited and Services

Support (Gravesend) Holdings Limited fthe 'police assets'} on 6 December 2005,

The 2004 comparative includes a profit of £8.4 million on the purchase and sale of a 50% interest in the M40 road project.

Net assets at the dale of disposals were as follows:

Gefence
Management
{Holdings}
Limited Police assets Total
£ millien £ million £ million
Cost of tinancial assets and other receivabies 45.6 JIER:] 159.4
Bank balances and cash 4.8 73 121
Deferred tax liability (4.4) (L1} (5.5)
fncome tax liability - (0.3 {0.3)
Trade payables (4.2) (49) (LAY
Bank loans and overdraft {43.8) an.2y (155.0)
Net assets disposed of 2.0) EN) 1.6
Consideratian 59 24.0 29.9 |
Settlement of intercompany loans ; - (7.3} (7.3)
Cost of disposal | - (o (0.1)
Net sale proceeds 5.9 16.6 22.5
Gain on disposal 1.9 13.0 209
Satisfied by
Cash proceeds 5.9 24.0 299
Cash cost of disposal - (0N ton
Net cash inflow arising on disposal 59 239 29.8

On the police assets, the Group is entitled to receive conditional deferred consideration of up to £2.7 million if two of the projects
are refinanced within 18 months and on a future police project, if client clearance for the change of control is granted within ning
months from the date of sale. No profit will be recognised in respect of the deferred consideration until it becomes unconditional.
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3 PROFIT FOR THE YEAR

zoos 2004
E million E millien
Profit for the year has been arrived at after (charging)/crediting:
Graup auditors’ remuneration in respect of statulory audit services (0.5) {0.4%
Non-audit fees paid to Group Auditor
- advice on the transiion to IFRS (3N 0.2}
- advice on the rights issue (0.2} -
- other services relating to taxation (0.1} -
- other assurance work [{+R}] (on
Gain on sale of interest in Defence Management (Hoidings) Limited 79 -
Gain on sale of part interest in the police assets 13.0 -
Gain on purchase and saie of 50% interest in the M40 road project - 6.4
Gain/(toss) on sate of fixed assels 0.2 (0.3)
Release of deferred income 4.3 4.5
Write off of capitairsed bid costs 4.6 -
Amortisation of Chiitern Franchise costs (0.8} (0.7
Track access charges (24.0) (23.2)
Payments under operating leases:
- rentals of land and buildings (0.5 0.
- rentals of rolling stock, plant and equipment {13.0) {13.5}
Net foreign exchange gains - 01
Depreciation of property, plant and equipment (2.6) (2.4)
4 DIRECTORS AND EMPLOYEES
2005 2004
E million £ milion
Employee costs, including Directars” emoiuments, comprise:
Wages and salaries 45.7 KTAl
Share incentive scheme 1.¢ 1.4
Sacial security costs 4.7 4.4
Fension charge
- defined benefit schemes (see note 21} 43 4.2
- defined contribution schemes 0.6 0.5
56.7 47.6
Annual average employee numbpers (inciuding executive Rirectors):
2005 2004
Ne. No
Staff - monthly paid all based in the United Kingdom 1,272 1125
2005 2004
ACTIVITY Ne. No
Bidding activity, asset management and Group costs 254 167
Equion Facilities Management 267 213
Rail - Chiltern/M40Q Trains 751 745
1,272 1125

A detailed analysis of Direclars’ remuneration is set out within the Directors' Remuneration Report on pages 57 1o 66,

a1
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5

INVESTMENT INCOME AND FINANCE COSTS

2005 2004
Tetal Group Joint ventures Totat Group Joint ventures
E million £ millian € millien E milion £ miilion £ mibion
INVESTMENT INCOME
Intecest on bank depasits .
- recourse i r 3.1 - 82 | 8.2 .
- pon-recourse 8.5 1.9 6.6 | 17.0 15.0
Financial asset interest
- naf-recourse 108.2 28.2 799 i 64.0 210 430
Pension finance income {net) 2.0 2.0 - 1.2 1.2 -
Total investment incoms 121.8 35.3 86.5 G0.4 32.4 58.0
FINANCE COS5TS
Interest on bank overdralts and loans
- recourse (0.8} (0.8) - 2.9) (2.5) -
- pon-recsurse o7 (29.7) (81.0) {108.5) {257 (82.8Y
Amortisation of debt issue costs
- recourse 0.3} (0.3} - (0.5) (0.5) -
- non-recourse {2.9) (0.8) {2.1) (17) (0.7 {1.0}
Refinancing
- recourse - - - . [} -
- noR-recourse (0.6) - (0.6) (on (on
Interest capitalised
i
- noasrecourse EN:) \ 1.6 2.2 279 6.3 216
Change .n fair value of ineffective derivatives . | oy - - - -
Total finance costs {111.6} | {30.1} (81.5) (86.5) (24.3) 162.2)
Net {inance income 10.2 l 5.2 50 | 33 83 (4.2)
TAX
2005 2004
E millien £ miliion
Current tax:
UK corporation tax (2.1} (1.5)
Foreign tax (0.3) 0.7
(2.4) 12.2)
Deferred tax (10.6) {5.0)
Tax {13.0} (7.3)
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6 TAX (CONTINUED)
UK corporalion tax is calculaled atl 30% of the estimated assessable profit for the year.
Taxation for other jurisdictions is calculzted at the rates prevailing in the respective jurisdictions.

The charge for the year can be reconciled to the profit per the income siatement as follows:

2005 2004

£ million £ milhon

Prolit betore 1ax 35.8 250
Tax at the UK corporation tax rate of 30% (10.7} (7.5)
nolional tax at 30% on the resutts of PFI companies 5.1 49
Sate of tax losses of PRI joint ventures to third parties - 2.5
Losses not utitised {0.4} 0.7
Ditference hetween taxable gain and hook gain 0.5 (0.3}
Capital allowances in excess of depreciation 2.2 0.8
Pensians and other items taken through reserves 5.2 1.0
Disallowed expenses and similar items {1.3}) (2.0
Prior year adjustments (net) 1.0 (1.0}
Equity accounting for associate - Q1
Current tax charge for the year {2.4} 2.2}
Ceferred tax Jiability of PFI companigs (8.5) (5.5}
Accelerated capital allowances of Chiltern and non-PFI companies (2.2} (0.7
Spread deduction for pension contribution {0.4) 07
Prior year deferred tax adjustments {net) 0.5 0.4
Total tax charge for the year (13.0) (1.3

Irr addition 1o the above there is a tax credit of £0.2 milion (2004 - charge of £2.3 milion) in respect of discontinued activities,
a tax charge of £nif million (2004 - £0.8 mifiion) in respect of the associate and an increase in the deferred tax asset in respect
of the pension deficit of £0.6 million (2004 - £22.0 million}, making the tolal tax movement for the year £37.1 million

(2004 - £11.8 million net credit). The 2005 movement aiso includes deferred tax on the falr value of the derivatives

of £24.9 million.

Under 1A812 'Income Taxes', the Group is obliged to account for deferred tax by reference to the tax written down values and
book values of assets and labilities at the balance sheet date. This gives rise 1o a lower effective tax rate in the early years of
operation of certain PFI/PPP Project Companies because the rate of disallowed expenditure increases towards the latter years
of the preject’s life. 1t follows that the effective rate of tax on the totlal PFI/PPP portfalio is likely to increase in tuture vears. This
effect is likely {0 be mitigated because new projects are generally taxed on the composite frade basis at an effective tax rate of
about 30%.

7 AVAILABLE FOR SALE AND DISCONTINUED QPERATIONS

In Cctober 2001, the Group commenced the refocussing of the business through the sale of the Construction division. This was
followed by the disposal of the Property division in April 2002 and the Homes division in October 2002, Within the respective sale
agreements, a number of contracts and liabilities were identified and retained as a Yiability of John Laing, hence provisicns were
made for the completion of these contracts. As a consequence of these disposals, Woodcroft insurance Company Limited, the
captive insurance company, ceased writing any new business, such that its remaining activity relates to the run off of claims.
These disposals are all part of the single dispesal pian that the Group had and has substantially implemented. The major dispasals
were completed in 2001 and 2002, aithough it is taking some time for the remaining contracts and liabilities to be completed.
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7 AVAILABLE FOR SALE AND DISCONTINUED OPERATIONS (CONTINUED)

The results of the discontinued operations, which have been included in the consalidated income statement, were as follows:

2005 2004

£ millien £ million

Revenue 0.6 0.8
Expenses and investment income {2.3} 1.0)
Loss belore tax (LT (0.2
Attributable tax credit{{charge) 0.2 2.3)
Net loss attributable to discontinued operations {1.5) (2.5)

The tax credit in 2005 consists mainly of a prior year adjustment for a foreign subsidiary. The charge in 2004 arose on the profits

of the Group's cffshore captive insurance company.

The major classes of assets and liabilities comprising the operations classified as held for sale and discontinuad are as follows:

31 December 31 December

2005 2004

£ miflion £ miilion

Trade and other receivables 1.2 0.8
Cash and cash equivalents 2z.4 s
Total assets classified as ne!d for sale 23.6 8.3
Trade and other payables (3.1 {3.2)
Provisions {15.0) (35.5)
Total tiabil ties associated with assets ciassified as heid far sale na.n (38.7)
Net assets/{liabilities) 5.5 (20.4)

Luring the year ended 31 December 2005, net cash outflow from operating aclivities included £22 4 million (2004 — £5.0 milion)
in respect of discontinued operations. In addition the discontinued operations received £0.7 million (2004 — £0.9 milton) in respect

of financing activities.

The reduction in the provisions refating o the discontinued pusinesses principally Teflects the full and final settiernemt of the
Great Eastern Hotel claim with the client, although insurance issues refated to that project remain to be setlled (see note 22).

Revehue Less before tax

2o0s 2004 2005 2004

SECTOR ANALYSIS £ méllion £ million £ million £ mdlien
Construction - - (1.4) 1.2
Homes - - [ 3] (0.9}
Property o6 0.8 (0.2) (0.5)
¢.6 2.8 ah 0.2y

Sector assets Sectar liabilities

29005 2G04 2005 2004

€ million E million £ million £ milhon
Construction zz2.8 17.5 (14.7} (34.7)
Homes - 01 4% 3] (2.2}
Property 0.8 07 (1.3) {1.4)
23.6 18.3 (17.7} (38.3r

Tax liabitities (0.4) (0.4)
Total liahilities (8.1 (38.7;

Loss before tax Net assets/{liabilities)

2005 2004 2005 2004

GEQOGRAPHICAL ANALYSIS £ million E milhon £ million E miltign
uUnited Kingdom (1.6) (0. 6.2 (20.Q)
Rest of Eurcpe w.n (0.1 o7 (0.4)
.7 (G.2} 5.5 (20.4)
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8 EARNINGS PER SHARE
From continuing and discontinued operations

The calculation of the basic and diluted earnings per share is based on the following data:

2005 2004
EARNINGS £ millien E mitlion
Profit for the year 21.3 15.2
Praterence shareholders’ dividend (2.5} 2.5}
Earnings for the purposes of diluted earnings per share 18.8 127

2005 2004
NUMBER QF SHARES Number Number
Weighted average number of ordinary shares for the purposes of basic earnings per share 205,933,417 187,088,129
Basic and diluted earnings per share from continuing and discontinued operations 9.1p 6.8p*

2095 2004
FROM CONTINUING OPERATIONS £ millien £ million
Met profit attributable to eguity holders of the parent 18.8 2.8
Adjustments to exclude tosses for the period from discontinued operations 1.5 2.5
Earnings from cantinuing operalions tor the purpose of basic earnings
per share excluding discontinued operations 20.3 15.3
Basic and diluted earnings per share from continuing operations 9.9p 8.2p*
FROM DISCONTINUED OPERATIONS 200% 2004
Basic and diluted earnings per share from discontinued gperations {0.8)p (1.4)p*

* The denominators used are the same as those detailed above for both basic and ciuted earn:ngs per share from continging 3nd Siscontinued operaiions and have been
adjusted for the rights issue on 19 July 2095 (see note 24}

9 DIVIDENDS

7005 2004
£ million £ million
Amounts recognised as distributions to erdinary sharehotders in the year:
Final dividend for the year ended 31 December 2004 of 2.2 pence per share
(31 DecemBber 2003 of 2.0 pence per sharg) 4.0 35
Interim dividend for the year ended 31 December 2005 of 1.2 pence per share
(31 December 2004 of L] pence per share) 2.8 20
6.8 5.5
On 6.4% Convertible Cumulative Preference Shares 2.5 2.5
9.3 80

The proposed final dividend for the year ended 31 December 2005 is 2.45 pence per share amounting to £5.7 millicn, and is
subject to approval by shareholders at the AGM to be held on 19 May 2006 and has not been included as a liability in these
financial statements. If approved, it will be paid on 1 June 2008 to shareholders who are on the register on 24 March 2006,
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10 INTANGIBLE ASSETS

2005 2004
Cost of
Computer Cost of service
software franchise concession Total
£ miilien £ millien £ million £ millien £ m:tlion
Original cost
At} January - 16.6 - 16.6 6.5
Arising on acquisition - - 1.5 5 -
Additions c.4 - - 0.4 Ql
At 31 December 0.4 16.6 1.5 18.5 16.6
Accumulated amortisation
At 1 January - 4.7 - 4.7 4.0
Amaortisation for the year - 0.8 - 0.8 o7
At 31 December - 5.5 - 5.5 47
Net book value at 31 December 0.4 ma 1.5 13.0 ne
11 PROPERTY, PLANT AND EQUIPMENT
Land and buildings teasehold Vehicles,
Freehold Freehald less than Rail plant and
land buildings 50 years infrastructure machinery? Total
£ miflien £ million E million £ miliion £ mitlien E million
Original costfvaluation
At 1 January 2004 - 2.3 Q.3 208 16.0 39.4
Additians - 17.5 - n.5 5.6 24.6
Disposals - sale of assets - - - 0.4) (0.3 [{s2rd]
At 1 January 2005 - 19.8 0.3 39 21.3 73.3
Additions 4.9 ny 0.8 16.1 5.5 35.0
Disposals - sate of assets - - - - (0.2) (0.2)
At 31 December 20053 4.9 315 1.1 48.0 26.6 121
Comprising:
At cost - - it 48.0 26.6 57
Valuation 4.9 3.5 - - - 36.4
Al 31 December 2005 4.9 3ns 11 48.0 26.6 nz2.a
Accumulated depreciaticn
At 1 January 2004 - - 03 1.3 1.8 3.4
Charqe for the year - - - 0.9 1.5 2.4
Disposals - sale of assets - - - (Q0.3) N t0.6)
At 1 January 2005 - - 03 1.9 0 5.2
Charge for the year - - - ¢.8 1.8 2.6
Disposals - sale of assets - - - - (0.2) {0.2)
At 31 December 2005 - - ¢.3 2.7 4.6 1.6
Carrying amount
At 31 December 2005 4.9 315 0.8 45,3 22.0 104.5
At 31 December 2004 - 26.8 - 23.0 183 681

included in rail infrastructure assets are finance costs capitalised in the year of £1.6 million 12004 - £0.7 million).
Cumulative finance costs capitalised included in the cost of tangible ixed assels amount 1o £5.4 million {2004 - £3.6 million].

The capitalisation rate was 6.3465% (2004 - 6.44%).

¥ includes IT equipment and fixtures and fittings
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12 INVESTMENTS - HELD TO MATURITY

14

At 1 January
Investment incoms

At 31 December

One of the Group's joimt ventures, UK Highways M40 Limited holds seven BB zero coupon bonds which mature between 2010
and 2021, The average yield on these bonds is 5%. The bonds will be used to fund major maintenance works on the motorway

as and when they fali due.

The interest is being recognised in the income staternent even though no ntarest is received in cash to spread the receipt of
interest over the life of the bonds. The interest is being rolled up Into the fixed asset investment and wiil be realised in cash when

the bonds mature.

INTEREST IN ASSOCIATE

Agaregated amounts relating to associate

Total assets
Totaf liabilities

Interest in associate

Revenue

Operating profit

el finance cost
Attripulabie tax expense

Share of resuits of associate

2005
E million

25.4

2004
E millien

24.2
1.2

31 December 31 Degcember
2005 2004

£ miilion E mitlion
359 46.4
{20.6) (30.5)
15.3 5.9
23.2 242
27 3.7
3% (2.8}

- (0.6}

(0.4) 6.3

The Group owns a 30% shareholding in Oclagon Group Limited which is a buitder of luxury homes in the United Kingdom.

DEFERRED TAX

The following are the major deferred ltax liabilities and assels recegnised by the Group and movemenls thereon during the year

to 31 December 2005,

Total

E million

0.7y

(25.4)

{26.1)
10.5}

{o.n
(1.8)

8.2

1AS39 fair
Accelerated Additional value of
tax temporary Other derivatives Other
deduction differgnces Tax reserves taxable Retirement and deductible
for PFl on business PFI tax on overseas femporary benefit financial temporary
projects combinatiens losses subsidiaries differences ohligations assets diflerences
£ millien E million E miilion £ millicn £ miliion T million E million E million
Batance at 1 January 200%
{as previousiy reporied) (109.3) {49 64.3 {6.8) (3.4) 581 - 13
Adoption of IA539 - - - - - - 25.4} -
Restated balance at
1 January 2005 (109.3) (4.9} 64.3 (6.8} {3.4) 58.1 (25,4} 1.3
{Chargedoredit - cufient year JREND] G3 5.5 - (2.9 - - 0.5
{Charge)/credit - prior year (1.0} - 09 - - - - -
Tax mavement on pension cantributians - - - - - 0.8 - -
Credit/(charge) to equity, acquisitions
and disposals a1 - (2.8) - - 2.4 Q.5 -
At 31 December 2005 {115.9) (4.6) 67.92 {6.8) (5.5) 58.7 (24,9} 0.8

(30.3>

Tthes includes deferred tax in respect of joint ventures of E114.6 million {2004 - £E94.6 mullion)
2 [his includes delerred Lax in respect of joint ventures of £67.0 millien (2004 - £51.7 million)

a7
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14 DEFERRED TAX (CONTINUED)

At the balance sheet date, the Group has estimated unused tax josses of £28.5 million available to offset against future profits,
A deferred 1ax asset has not been recogrised in respect of these losses due 1o the unpredictability of future profil streams.
These losses may be carried forward indefinitety.

The following are the major deferred tax liabillties and assets recognised by the Group and movements thereon during the year
to 31 December 2004,

FAS3Y fair
Accelerated  Additional value of
tax  tempuorary Other derivatives Qther
deduction  gifterences Tax reserves taxapble Retirement and  decuci:ble
for PFt on business PFltax on oversess temporary benefit financial  temporaty
projects combpinations 105585 subsidianes  difterences obhigations assets  dillerences Tarat
£ milhon £ millign £ million E million £ million £ million £ miliion £ mullren E milhon
Balance at 1 January 2004 (29.5) {61y 61.3 {6.8) 27 361 - [SA] (17.6)
{Charge)credit to income - current year (2.8} 12 3.0 - (0.9} - - 1.0 {5.5)
Credit Lo income - prior year - - - - 0.2 - - 0.2 0.4
Credit to equity - - - - - 22.0 - - 22.0
At 31 December 2004 (109.3)! 4.9) 64.32 (5.8} 3.4 S8 - 1.3 (07)
Tthis includes deferrad tax in respect of joint ventures of E114.6 million (2004 - F94.6 miliion).
Zthis includes delerred tax in respect of joint ventures of £67.0 millien (2004 ~ £51.7 muMlon).
Netting of deferred tax balances
31 December 31 pecemper
2005 2004
£ million £ millson
Deferred tax assets 56.9 501
Deferred tax liabilities {87.2) (50.8)
{30.3) (0.7)
15 FINANCIAL ASSETS - AVAILABLE FOR SALE
a) Maturity of financial assets
The maturity profile of the Group's financial assets was as follows:
3t December 2005 21 December 2004
Less Greater Less Groater
than 1 than 1 than 1 than 1
year year Total year wear Total
£ miliion £ million £ million E milkon £ million £ rmithon
Financial assets - available for sale
- al cost 3.2 168.7 171.9 6. 154.8 160.9
- at amortised cost 28.2 1,324.2 1,235z2.4 29.8 1.308.5 1.3383
- fair valve adjustment - 240.8 240.8 - - -
Total financial assets = available for sale 314 1,7337 1,765.1 359 1.463.3 1,499 2
Cash and cash equivalents 386.9 - 3286.9 191.0 - 191.0
Total financial assets 418.3 41,7337 2152.0 226.9 1,463.3 1,680.2
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15 FINANCIAL ASSETS - AVAILABLE FOR SALE {(CONTINUVEDR)

b} Interest rate prefile of financial assets

Financial assets - 31 Decernher 2005 Financal assets - 31 December 2004

Non- Non-

Fleating Fixed interest Floating Fiaed interest
rate rate beating Tatal rate rate bearing Tatah
CURRENCY £ miltien £ millian £ miilion £ millign £ millon £ miliion £ milion £ million
Sterling 103.4 - 51 108.5 41.2 - 27 439
Euros [*h} - - a1 Q0.3 - - Q3
Recourse 103.5 - 5.1 08.6 415 - 27 442
Sterling 269.3 1507.6 145.4 1,922.3 145.0 1.313.2 139 156721
Euros 6.5 223 26.5 55.3 1.6 251 - 267
Norwegian Kroner 25 63.3 - 65.8 0.2 - 47.0 47.2
Non-recourse 278.3 1,593.2 171.9 2,043.4 146.8 1.338.3 160.9 1.646.0
Total 381.8 1,593.2 177.0 2152.0 i88.3 1,338.3 163.6 1,690.2

The fixed rale financial assets represent finance debltors. The weighted average interest rate of these fixed rate financial assets
is 5.2% (2004 - 5.7%) and the weighted average pericd for which the interest rates are fixed is 21.6 years (2004 - 21.8 years).

The floating rate financial assets are cash and deposits placed principally with banks or highly rated meney market funds
at rates related to LIBID.

The non-interest bearing assets comprise amounts recoverable on PRl contracts and cash in current acoounts. The weaightad
average period for which no interest is paid on the sterling non-interest bearing assets is 1.9 years (2004 - 2.0 years).
¢) Currency exposures

The Group's foreign currency net assets are set out below:

Narwegian
NET FOREIGN CURRENLY ASSETS - £ MILLION Kroner Euro Total
Sterling- 31 December 2005 5.2 7.8 13.0
- 31 Decemter 2004 38 5.2 9.0

The Group's foreign currency assets comprise \he Euro sharehoidings in Gdansk Transport Co. SA, Tienylio Ykkostie Oy and
Tiehytio Nelostie Oy. Orkdalsvegen AS is denaminated in Norwegian Kroner.

16 TRADE AND OTHER RECEIVABLES

31 December 31 Decemper
2005 2004
£ million £ mllion
Current assets

PFI/PPP bid costs 5.5 1.8
Trade debtors 30.0 302
Carparation baw recavecable Qs AR
Other taxation 3.4 4.4
Gther debtors 8.8 6.3
Prepayments and accrued incame 39.7 36.3
88.9 891

Non-current assets
Forward derivative cantracts 0.4 01
Qther debtors and accrued income 66.5 637
67.0 63.8

Included within the above amounts were 11 outstanding season ticket |oans to officers and managers of the Company to a total
value of £26,450 (2004 - £16,815).
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17 INVENTORIES

31 December 31 December

2005 2004

£ millian £ milkgn

Raw materials and consumabiles 2.0 L6
Other 28.6 13.7
308 15.3

At 31 December 2005 the batance is principally in respect of lighting colurnns and capitalised maintenance on the
slreet-lighting projects.

18 ANALYSIS QF GROUP FUNDS

31 December 2005 31 ODecember 2004
Recourse Nen-recsurse Regourse Non-recourse
funds funds Total funds fungs Total
£ million £ miition £ million £ milfion E million £ million
Cash and bank deposits 108.6 278.3 386.9 44.2 146.8 191.0
Bank and other loans falling due
within pone year - (49.5) {45.5) 1.5} (46.9) (48.4)
Bank and other loans falling due
after more than one year - 1.6251) (35,6251 - 1,468.5) {1,468.5)
108.6 {1,396.3} {1.287.7) 427 (1,368.&) (1.325.9;

The recourse funds shown above do not include cash balances held in discontinued operations which are identified in note 7.

Non-recourse dabt is secured against assets in the underlying projects.

19 TRADE AND OTHER PAYABLES

31 December 31 December
2005 2004
£ miltion £ miliron
Current fiabilities

Trade ¢reditors 67.0 53¢
Other taxation 3.c 4.5
accruals 53.8 42.8
Defgrred income 9.3 68
133 1080

Non-current liabilities
Trade creditors 0.5 -
Accruals 25.3 1)
Amounts due te construction contract customers 6.2 4.0
Held for trading liability Q.2 -
o] Deterred inzome 251 &l
573 41.6
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20 FINANCIAL INSTRUMENTS

a) Fair value adjustments for derivatives and financial assets

31 December T January
2005 2005
£ million £ miliion
Derivatives
Non-current liabilities
interest rate swaps (149.9) (106.6)
Inflation swaps {7.8) (4.2}
{157.7) (110.8})
Non-current assets
Commodity swap 0.4 01
(157.3) (o7
Financial assets (see note 15) 2407 1956
Totat tair value adjustment of derivatives and financial assats 83.4 849
Nei deferred tax thereon (24.9) (25.4)
Net remeasurement of financial instruments 58.5 54.5
31 December 1 January
2005 2005
£ million £ milhon
Derivatives
Interest rate swaps E 141.0) (98.9)
Interest rate swaps [ (1.5} [OR]]
Interest rate swaps NOK (7.4) (6.8)
Tota. derivatives {149.9) (106.6)
Inftation swaps £ {7.8) (4.2}
Commaodity swaps £ 0.4 al
Total {157.3}) (Mo.7)
Reconciliation of mevement in derivatives balance £ million
Balance at i January 2005 a10.7
Disposals 141
Acquisition (50
Movement (55.7)
Closing position at 31 December 2005 (157.3)

Firanctal assets and liabilities have been fair valued in accordance with accounting policy k. The movement in fair value
reflects the reduction in long-term interest rates and the effect that would have on fair value of financial assets attracting

a fixed rate of interest.

In order to manage exposure to movements in interest rates, Project Companies financed by floating rate debt swap their
floating rate exposure far fixed rates using interest rate swaps. Of the 48 projects currently undertaken, 38 of these are
financed by floating rate debt and so have transacted interest rate swaps.

The fixed interest rates on the swaps range from 4.5% to 6.6% and maturities range from 2006 to 2034 A breakdown

by notional value of the interest rate swaps 15 shown below:

Notignal value of interest rate swaps
Interest rate swaps £
Interest rate swaps €

Interest rate swaps NOK

Total

31 December ¥ January
2005 2005

£ million E miliion
{1,038.9) (1.024.5)
SR} (8.5)

(55.3) (40.2)
(1,305.3) {1,073.2;
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20 FINANCIAL INSTRUMENTS (CONTINUED)

a)

b)

c}

Fair value adjustments for derivatives and financial assets (continued)
The notional value of RPl swaps as al 31 December 2005 was €37.7 mithon {2004 — £34 1 milion)

In order to reduce its exposure to rising fuel costs, Chiltern Railways has fixed the cost of its estimated usage of fuel until
March 2006 by entering into a commodity swap. Al 31 December 2005 3.8 million litres of fuel were hedged on a straight line
basis untit 31 March 2006 (2004 - 18 million litres).

The fair value of swaps entered into as at 31 December 2005 is estimated at £157.3 million. The swaps have been designated
for hedge accounting as cash flow hedges from 1 January 2005. As at 1 January 2005 and 31 December 2005 the hedges
have been tested for eflfectiveness. All the hedges were designated highly effeclive as of this date. However, some swaps
have an ineffective portion due to over hedging. Ineffective portions totalling £0.1 million have been recognised in the income
staterment and the effective porticns of £46.5 maflion transferred directly 10 ihe hedging reserve.

Interest rate profile of financial liabilities

The Group's financtal liabilities at 31 December 2005 are £1,674.8 milion (2004 — £1,516.9 mitlion}, of which £1,674.6 million
{2004 - £1,575.4 miion) are non-recourse liabilities. These principally comprise borrowings of Project Companies which are

required to be consolidated. In these Project Companies the lenders have recourse sofely to that Project Company itself and
hence there is no recourse to the Group.

The financial liabilities shown comprise borrowings of under one year of £49.5 mition (2004 - £48.4 million), borrowings
of over one year of €1 8251 mition {2004 — €1,488.5 million).

Financial liabilities - 31 December 2005 Financial liabitities - 31 December 2004

Floating Fixed Floating Fixed
rate rate Total rate rate Tatal
£ million £ millien £ millien E million £ million £ mitlien
Qverdrafts - - - 15 - 1.5
Tatal recourse - - - 1.5 - 15
Profect Companies - borrowings < 1 year .8 w7 49.5 A 37.8 469
Froject Companies - borrowings » 1 year 46.3 1,578.8 1.625.1 427 1,425.8 1,468 5
Total non-recourse EB. 1,616.5 1,674.6 51.8 1.463.8 1.515.4
Total s8.1 1,616.5 t674.6 53.3 1,463.6 i.516.9

There are no recaurse barrowings in 2005 (2004 ~ £1.5 mithon), The Company paid arrangament fees for the syndicated
committed revolving credit facility and committed bilateral facilities which were renegotiated in December 2004, These
are written off over the period of the relevant facility, and the amount remaining to be amortised &t 31 December 2005
is £0.6 miilion (2004 — £0.8 million) which is included as a prepayment within debtors, of which £0.5 million

12004 - £0.7 million) is over 1 year, as thess facilities are undrawn.

Seven projects are financed through bond financing totalling £483.2 million (2004 - £375.6 million). The bonds have fixed
interest ranging from 4.5% to 9.4% and maturities from 2013 to 2041. The interest rates for the remaining projects are fixed
using either interest rate swaps or fixed rale debt. The maturitics range from 2006 to 2034 and the all-inclusive interest rates
vatying from 5.5% to 7.5%. The weighled average all-inclusive interest rate for these non-recourse fixed rate financial liabilities
is 6.8% (2004 - 6.5%) and the weighted average period for which interest rates are fixed is 18.8 years (2004 - 20.5 years).

The non-recourse floating rate liabilities relate 1o short-term or junior facilities within certain Project Companies with rates
related to LIBOR.
Maturity of tinancial liabiities

The raturity profile of the Group’s financial liabilities was as follows:
31 December 31 December

2005 2004

Non- Nan-

regourse recourse

€ million £ million

In one year or less, or on demand 49.5 48.4
In more than 1 year but 125% than 2 years 54.9 337
In more than 2 years but less than 5 yedrs 133.4 133.0
In more than 5 years 1,436.8 13018
Total 1,674.6 1.516.9
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20 FINANCIAL INSTRUMENTS (CONTINUED)
d) Borrowing and letter of credit facilities - Group recourse

The Group has reguiraments for both borrowings and letters of credit and these are met by a combination of a £115.0 million
syndicated committed facility (2004 - £115.0 million), two bitateral committed facilities totaling £25.0 million {2004 - £25.0
million) and a committed overdraft facility of £5.0 milion (2004 - £5.0 milion), The facilities are summarised below:

31 December 2005

Letters of
Tetal eredit Total
facility drawn undrawn
£ millien £ million £ millien
Syndicated committed revelving credit facility (with letter of credit option} 115.0 33.4 816
Committed overdraft 5.0 - 5.0
. 120.0 33.4 86.6
Bilateral letter of credit facilities 250 15.8 9.2
Total committed Group facilities (recourse) 145.0 49.2 95.8

The syndicated committed facility was signed on 13 December 2004 and can be used for either drawing down borrowings or
for issuing letters of credit. it expires on 31 March 2010, The overdraft is due to be renewed in Decernber 2006 and the letter
of cradit facilities are due for renewal in December 2006 and April 2007,

Of the letters of credit drawn, £44 4 million (2004 - £33.4 million) back future capital and loan commitments and £4.8 million
{2004 - £6.7 million} counter indemnify performance bonds issued by other banks.

21 POST RETIREMENT OBLIGATIONS

31 December 31 Decemper
2005 2004
£ million £ million

Pension Plans
- Group (197.3) 1893
= Joint venture (0.5) (0.4)
Post retirement medical benefit {5.0) (4.3)
Retirement benelit obligations (202.8) {(194.0)

a} Pension Plans
The Laing Schemes

John Laing pic operates two primary defined benefit schemes in the UK (the ‘Laing Schemes') — The John Laing Pension
Fund {'the Fund’) and The Jcohn Laing Pension Flan {‘the Plan'),

Full actuarial valuations of the Laing Schemes were camied oul as &t 31 March 2006 by a qualified independent actuary,
Towers Perrin. The valuation takes into account the Institute and Facuity of Actuaries’ latest projections of mortality.

The assets of these schemes are held in separate trustee administered funds

The Fund

For the period 1 January 2004 to 31 December 2005, John Laing plc has made contributions to the Fund at the rate of

18% of pensionable salaries. With effect from 1 January 2006 this contribution rate has increased to 21.9% of pensionable
salaries. Employee contributions made by active members of the Fund rose from 2% of their pensionable salary to 4% in
2005, These will escalate 1o 8% of pensionable salary in 2006. In addition to the reguiar contributions, John Laing has agreed
to make additional annual cash paymenls toward funding the deficit. The additional contributions made were £4.0 miilion n
2004 and £6.0 million in 2005, A payment of £6.6 million was made in January 2006 with & further £3.4 million to be paid,
bringing the total of additional contributions for 2006 to £10.0 million. This additional contribution will increase by 3% per
annum, unless agreed otherwise by the Company and the trustees, untii the deficit has been eliminated.
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21 POST RETIREMENT OBLIGATIONS (CONTINUED)
a) Pension Plans (continued)
The Plan
No contributions were made to the Pran in 2005.

Both schemes are now closed to new members and there are no active members remaining in the Plan. Therefore, under the
Prejected Unit method of valuation, the current service cost for the Fund will increase as a percentage of pensionable payroll
as the members approach retirement. Staft employed since 1 January 2002, who are entitled 1o retirement benefits, can
choose o be members of 2 defined contribution Stakeholder scheme sponsored by the Group in conjunction with Legal

and Gengral Assurance Soclety Limited.

An analysis of members at 31 December 2005 is shown betow:

Actives Deferred Pensioners Tetal
The John Laing Pension Fund 88 6,238 346 9,472
The John Laing Pension Plan - 219 316 535

The Chiltern Schemes

The Chiltern Railway Company Limited Section and the Chiltern Railway Company Limited {Maintenance) Section {the
'Chiltern Schemes') form part of the Railways Pension Scheme {the 'Scheme’) but their assets and liabilities are identified
separately from the remainder of the Scheme. The Scheme is a defined benefit shared cost scheme.

Under a shared cost scheme the cost of providing the benefits are split between the members and the emplayer in the ratio
40:60, therefore the current service charge and finance income reflect 60% of the costs and income. ©n the balance sheet,
in the case of the deficit on the Chiltern Schemes, account can be taken of any additional contributions which it is expected
will be required from members o finance their share of the deficit. The deficit is thus shown net of the members’ share.

The full actuanal valuation of the Chiitern Schemes has been carried out as at 31 December 2004 by a gualified independent
actuary, Watson Wyatt, the results of which have been incorporated into the 31 December 2005 accounts.

The assets of the Chiltern Schemes are held in separate trustee administered funds. Contributions to the Chiltern Schemes
are assessed In accordance with the advice of a qualified actuary using the Projected Unit funding method.

The Chiltern Schemes remain open to new members.

Employer contributions to the Chittern Raiiway Company Limited Section were 15.54% of Section Pay. Following the valuation
as at 31 December 2004, a new contribution pattern will be agread from 2006. in addition, the empioyer makes contributions
to this section of an amount equal to any additional voluntary contributions being paid by members, subject to a maximum of
5% of each member's Pensionable Pay.

Empioyer contributions to the Chiltern Railway Company Lid (Maintenance) Section were 13.5% of Section Pay until
31 March 2005, From 1 April 2005 the employer contributions were 13.86% of Seclion Pay. Following the valuation
as at 31 December 2004, a new contribution pattern will be agreed.

An analysis of members at 31 December 2005 is shown below:

Actives Deferred Pensioners Total
Chiltern Railway Cempany Limited Section &27 237 106 970
Chiltern Raitway Company Limited (Maintenance} Section 19 42 18 179

The weighted average financial assumptions used in the 1AS19 actuarial valuation were

2005 2004

¥ %

Discount rate 4.80 5.30
Rate of increase in salaries 4,25 4.25
Rate of increase in non-GMP pensions in payment 275 275
Rate of increase in non-GMP pensions in deferment 275 275

Inftation 275 2.75
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21 POST RETIREMENT OBLIGATIONS {(CONTINUED}
a) Pensicn Plans (continued)
Mortality

The table below summarises the life expectancy implied by the mortality assumptions used for the year ends 2005 and 2004.

z00§ 2004
Male Female Maie Female
Years Years Years Years
Life expectancy - for an active/deferred member reaching age 65 210 23.9 19.8 22.8

Life expectancy - for a 65 year oid pensioner 19.4 22,4 13.0 219

The 2005 mortality assumptions were based on the tables published by the Institute and Faculty of Actuaries.
Mortality before retirement — AMS2 and AFQ2 ultimate mortality table for men and women respectively.

Mortality after retirement {for active and deferred members) - PMAGZC2040 and PFAG2G2040 mortality 1ables for men and
women respectively.

Mortality table for current pensioners - PMAS2C2015 and PFAS2C2015 mortality tables for men and women respectively.

The aggregate fair values of the assets in the Group's defined benefit schemes, the aggregate net pension liabilities and their
expected weighted average long-term rates of return at 31 December were:

2005 2004

£ million O £ mittion %
Bonds 262.5 4.59 157.2 S.00
Equities 297.3 a.25 308.1 8.50
Property 110.3 8.25 838.0 8.50
Cash 18.5 4.50 16.5 4.95
Total market value of assets 688.6 609.8
Present value of schemes liabilities (882.0} (794.9)
Deficit in the schemes {193.4) (185.1)
Unreceverable surplus in Plan (3.9) {4.2)
Net pension deficit (197.3) (189.3)
Associated deferred tax asse! 57.2 56.8

Net pension liabitity {140.N (132.5)

Analysis of scheme assets

The major categories of plan assets as a percentage of total assets at the year end are as follows:

2005 2004
% %
Bonds 384 324
Equities 43.2 50.5
Property 16.0 14.4
Cash 2.7 27
100.0 100.0

Analysis of amounts charged to profit from operations
2005 2004
€ million £ miltion
Current service cost 4.7 (4.2}
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21 POST RETIREMENT OBLIGATIONS (CONTINUED)
a) Pensicn Plans (continued}

Anatysis of amounts credited/(charged) to investment income

2805 2004
£ million £ million
Expected return on scheme assets az2.7 38.0
Interest on scheme liahilities (40.5} 1367}
Net credit to investment income 2.2 1.3
Analysis of the amount recognised in the Group Statement of Recognised Income and Expenditure
2008 2004
E million £ mitlien
Actual return less expected return on pension scheme assets 50.5 22.3
Experience gains/(losses) arising on the scheme liabitities 28.6 {0.7)
Changes in assumptiaons underlying the present value of the scheme liabilities (94.3) (89.6)
Decrease in unrecoverable surpius 0.3 0.5
Actuarial losses 14.9) (67.5)
Deferred tax asset 0.4 221
Actuarial losses recognised in Group statement of recegnised income and sxpenditure {14.5) (45.4)
Changes in the present value of the defined benefit obligaticn
2005 2004
£ millien £ milion
Opening defined benefit obligation {800.8) (697.4}
Service cost # (6.4) 16.0)
Interest cost 4 (4.7 (37.6}
Experience gains/{iosses) on the scheme liabilities 4 29.2 (1.h
Changes in assumptions underlying the present value of the scheme liabitities £ {98.2) (905}
Benefits paid 28.6 3.8
Total defined benefit obligation {589.3) (800.8)
Members share of deficit 7.3 5.9
Closing defined benefit obligation (882.0} (794.9)
Changes in the fair value of plan assets
2008 2004
£ million £ million
Opening fair value of plan assets 609.8 571.2
Expected return ] 43.9 389
Actual return less expected return an pension scheme assets ] 52.5 22.8
Contributions by employer 9,3 71
Contributions by members # 1.7 16
Benefits paid {28.8) {31.8)
Clesing tair vajue of plan assets 588.5 609.8

i* costs and income that were reflected on the shared cost basis in the income statement 2nd statement of recognised income and expenditure for the Chiltern Schemes
have been gressed up te 100%. Chiltern members contributions of E1.6 million (2004 - £1.5 million} are excluded from net analysis ef the mevernent in the gelicit of
the year shown on page 107,
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2t POST RETIREMENT OBLIGATIONS (CONTINUED)

Pension Plans (continued)

Analysis of the movement in the deficit during the year

2005 2004

£ million £ millign

Deficit at 1 January (185.1) (121.5)
Current service cost 4.7} (4.2}
Other finance income 2.2 1.0
Cantributions 9.4 7.2
Actuarial losses (15.2) {67.6)
Deficit in the scheme at 31 December {193.4) (185.1)
Unrecovered surpius in Plan 3.9 (4.2
Penslon deticit at 31 December (197.3} (189.3)

A net pensicn deficit of £0.5 million has been proportionally consolidated inte the Group acceunts in respect of the joint
venture, Severn River Crossing plc.

In accordance with the transitional provisions for the amendments to IAS19 ‘Employee Benetits' in December 2004, the
disclosures above are determined prospectively from the 2004 reporting period.

HISTORY OF THE WEIGHTED AVERAGE EXPERIENCE GAINS AND LOSSES 2005 2004

Difference between actual and expected returns on assets:

amount (£ million) 50.5 22.3
% of scheme assets T% 4%
Experience gains/(losses} on scheme liabilities

amount (£ million} 28.6 (0.7}
% of present value of the scheme ligbitities 39, 0%
Total amount recognised in the Statement of Recognised Income and Expenditure (excluding deferred tax)

Amount (E mithon) (14.9) (67.5)
% of present value of the scheme liabilities {2%) (B%)

Experience adjustments

The estimated amaount of contributians expected to be paid to the schemes during the 2008 financial year is £13.7 miilion.

Post retirement medical benefit

The Group provides post retirement medical insurance benefit to a group of 71 past and present employees. This scheme
was closed to new members in 1991 and only one of the members remains in the employment of the Group. This scheme

s unfunded.

The present valug of the future liabilities under this arrangement have been assessed by the actuary, Mercer Human Resource
Consulting Limited, and this amount has been included on the balance sheet, net of deferred taxation under the pensions
and other post retirernent liabilities as follows:

2005 2004

£ millien £ million

Post retirement medical liability at 1 January {4.3) (4.2}
Other finance cost (0.2} (0.2}
Contriputions 0.2 a2
Actuarial l0ss (0.7) [{1R)]
Post retirement medical liability at 31 December (5.0} {4.3)
Associated deferred tax asset 1.5 1.3
Net post retirement medical liability (3.5) {3.0}
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21 POST RETIREMENT OBLIGATIONS (CONTINVED)
b) Post retirement medical benefit (continued)

The annual rate of increase in the per capita cost of medical benefits was assumed to be 8% in 2005 !t is assumed to
remain at 8% in 20086, falling to 4 25% over the nex! five years and remaining at 4.25% thereafter, Assumed medicai cost
rend rates have a significant effect on the liability reported for this scheme. A 1% change in assumed medical cost trend
rates would have had the foliowing effect:

1% increase 1% decrease

Effect on service cost plus interest cost {0.3) 0.2

Effect on defined benefit ob'igatian (5.6} 4.6

22 PROVISICONS
Charged to Transfer

1 January protit and and other 3t December

2005 less account adjustments Utilised 2005

E million £ millian E millien £ million £ millien

Retained liabilities 34.4 2.2 - (22.6) 14.0

Property dilapidations 09 al - (0.2) 0.8

Onergus lease 0.6 - - 0.3) 0.3

Other 2.9 0.3 [{*h}} ©2) 29

Total provisions 38.8 2.6 (0.1} (23.3) 1B.0
Disclosed: o
Long-term provisions [ 13 ir 3.0 1
Discontinued (see note 7) ! 355 | L 15.0

RETAINED LIABILITIES provisions include amounts for retained liabilities in respect of the disposed businesses. £3.7 million
{2004 - £24 .2 million) for Construction and £1.6 million {2004 ~ £1.6 million) for Homes. These are assessed regularly on
a contract by contract basis and are expected 1o be utilised over the next few years. in addition, there are provisions of
£8.7 million {2004 - £8.5 million) in respect of self insurance which are calculated using historical dala and are based

on the advice of loss adjustors ang an independeant actuary.

The provision for retained liabilities covers a number of construction contracts for which the Group retained financial responsibility
following the sale of Laing Construction in 2001. The majority of the issues, for which provision was initially made in 2001, have
now been resolved including full and final settlernent of the Great Eastern Hotel claim with the client. However some insurance
related issues remain 1o be settled in respect of that claim and these could resull in payments either to or from the Group.

The Directors believe that, subject to a reascnable outcome on the matters still to be determined, the provisions at 31 Decernber
2005 are suflicient to meet the likely outcome of all retained liability contracts

PROPERTY DILAPIDATION provisions ra'ate mainly 1o leasehold properties previously occupied by the discontinued construction
and house building businesses.

ONEROUS LEASE costs will be utilised over the reraining fife of the leases.
OTHER balances principally relate to provisions held in the accounts of jaint ventures,

LUL COMNECT PROJECT: the Group owns a 19 5% interest in Citylink Telecommunications Limited {'Citylink'), the special purpose
company ('SPG'} that was awarded a contract to upgrade the telecommunications network on the London Underground. Citylink
is in dispute with London Underground Lirited in relation 1o delays in delivering enabling works. The dispute failed to be resolved
through negotiation. In November 2004 formal mediation procedures began and, subsequently. arbitration proceedings have now
commenced wilh a view to establishing responsibility for the delays. This will in turn establish where the financial responsibility
lies as between the contractor, the client and the SPC. The claim relating 1o the delays has not been guantified in terms of a
monetary sum. A decision is expected in late summer 2006. The Group has invested £10.9 million in the LUL Connect project
and has accounted for post acquisition reserves of £3.6 milion (excluding 1AS39 fair value adjusiments on derivatives). The
Directors believe that the carrying value of the Group's investment in the project is fairly stated.
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23 GUARANTEES, CONTINGENT ASSET AND LIABILITIES AND OTHER COMMITMENTS
Certain of the Group's principal subsidiary undertakings and the Company are guaraniors under the Group's banking facilities.

The Group's bankers have issued letters of credit on behalf of the Company or its subsidiaries of which £44.4 million were
outstanding at 31 December 2005 (see note 20d} (2004 — £33.4 million).

As at 31 December 2005 there are capital commitments of £37.5 million (2004 - £32.0 million) for the uncalled capital and loan
funding tor PFI/PPP Project Companies, none of which refates to the Company.

2005 2004

£ miilion £ milkon

Commitments for uncalled capital, ioans, design and construction costs 48.0 40.0
The Group's share of the capital commitments for design and construction costs

of its joint ventures, all of which is to Be financed by committed non-recourse project debt 408.5 134.3

At 31 December 2005 the Directors had not authorised any capital expenditure other than provided for in the above figures
{2004 - Enil}.

The Group has given guarantees of a normat trading hature including performance bonds, some of which may be payable
on demand.

As is usual, there are claims arising ir. the normal course of trading, which are in the process of settlement and, in some cases,
involve or may involve litigaticn. Full provision has been made in these accounts for all amounts which the Direclors consider will
become payable on account of such claims,

The Group also has the following annual commitments under non-canceilable operating leases expiring as follows:

Land and buildings Rolling stock, plant and machinery

31 December 31 December 31 December 31 Decembies

2005 2004 2005 2004

£ million E melion £ miliion £ mitlion

in less than one year 1.0 a.8 al a1
In more than 1 year but less than 5 years 1.8 31 0.1 01

After more than & years - 0.6 15.2 146

Chiltern Railway Company Limited

The Chiltern Railway Company Limited has signed contracts with Network Rail Infrastructure Limited and London Underground
for access te the railway infrastructure (track, stations and depots). These contracts are for a remaining period of seven and six
years respectively. The contracts may be terminated by joint agreement belween the companies.

The Chiltern Railway Company Limited is committed to pay a fixed charge of £29.2 million in the next financial year, including
£3.8 million in respect of station and depot leases. Thereafter Network Rail contracts will rise by RP1+5% and London
Underground conltracts by RPI. In addition, a vanable charge is levied on the basis cf train miles actually run.

Included in revenue for the yvear ended 31 December 2006 is an amount to reflect compensation for lost revenue during 2005 as
a result of the tunnel collapse at Gerrards Cross. The Chiltern Railway Cornpany Limited is in discussion with the developer over
loss of future revenues for 2006 and bevond, for which no debtor has been included at 31 December 2005.
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24 SHARE CAPITAL

25

26

5.6%
LConvertible
Cumulative
Ordinary Preference
Shares of Shares
25 pence each ol £1 each Total
£ millien
At 1 January 2005 457 39.4 851
Issued 12.6 - 126
At 31 December 2005 58.3 39.4 977
Number of shares issued and fully paid up
At 1 January 2005 182,836,621 39,416,427
Converted 18,088 {53,625)
Rights issue 50,049,585 -
Issued in refation to share based incentive schemes 250,047 -
At 31 December 2005 233,154,341 39,362,802
Numtber of shares autherised 310,000,000 40,151,313

Rights issue costs of £4.8 million have been offset against the share premium account.
On 19 July 2005 50,048,685 Ordinary Shares were issued &t £2 under terms of the rights issue.

The 6.4% Convertible Cumulative Preference Shares are not redeemable, have no voting rights and their rights on winding up are
restricted to repayment of the nominal value. These are undated and have a fixed coupon of 6.4% (2004 - 6 4%). Their market
value at 31 December 2005 was £50.0 million {2004 — £43.9 million}.

CAPITAL REDUCTION

At the Company's AGM held on 19 May 2005, shareholders apgroved a resolution to reduce the Company's share premium
account by £50.0 million in order 1o increase distributable reserves, giving the Company additional fiexibility to pay dividends in
the future. The capital reduction was approved by the High Court on 24 June 2005

HEDGING, REVALUATION AND TRANSLATION RESERVE

Hedging Revaluation Translation
reserve reserve reserve Total
E millien £ millien £ millien € millien
Balance at 1 January 2005 - - 0.5 0.9
Adoption of 1A539 (77.4) 136.9 - 59.5
Restated balance at 1 January 2005 {(77.4} 1369 09 60.4
Exchange difference on translalion of overseas operations - - on [(+A}]
fair value of financial assets and derivatives on gdisposal 2.8 (21.7) - (11.9)
Net increase in fair value of financial assets - 47.8 - A7.8
Net reduction in fair vaiue of hedging derivatives (39.8) - - {39.8)
De-designation of hedging relationship® 0.1 - - [+
Batance at 31 December 2005 {107.3) 163.0 0.8 56.5

The fair value of denvatives, inflation and commodity swaps, net of deferred tax is recognised in the hedging reserve.

The fair value of the financial assets, net of deferred tax is recognised in the revaluation resarve.

# on one project the derwvatives no longer meet the criteria to be accounted lor as hedges under 1AS39. Accardingly, 3 portion of the 1 January 2005 bafance has teen
recycled to the rncome statement.
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27 NOTES TO THE GROUP CASH FLOW STATEMENT

29 SHARE BASED PAYMENTS

Equity-settied share option and long-term incentive scheme plans

option granted and the assumptions used in the calculation were as follows:

Grant date

2005 2004
£ miliion £ million
Profit from operations 25.6 211
Adjustments for:
Discent:nued operations (2.5} (0.9}
Other gperating income (21.3) {6.9)
Share of resulls of associate .4 (0.3)
Depreciation of property, piant and equipment 2.6 2.5
Amortisation of intangible assets 0.8 or
Additional contribution to pension fund (6.1} (4.0)
Decrease in provisions (20.8) (8.7}
Operating cash tlows befare movements in working capital {21.3) 35
increase in receivables (48.5) 101.4)
Increase in payables 23.2 35.8
Cash outflow from operations {46.6) (62.1)
income taxes paid (1.6) N
Net cash outflow from operating activities {48.2) (62.2)
28 RECONCILIATION OF CASH AND CASH EQUIVALENTS TO THE GROWP BALANCE SHEET
200S 2004
£ millien E miltion
Cash and cash eguivalents 3B6.9 191.0
investments {see note 12} 26,7 25.4
Severn River Crossing Debentures 5.0 4.7
Cash and cash equivalents in discontinued operations (see note 7) 22.4 i7.5
Cash and cash eguivalents per Graup cash flow 441.0 2386

The John Laing Executive Share Option Plan 2002 (the 'Plan’) provides options over John Laing plc Ordinary Shares of 25p each
at an option price calculated on the average closing mid-market share price over the three business days immediately preceding
the date of the gran!. Provisional awards are also made under the 2001 LTIP whereby conditional awards are made o individuals
at nil cest. The performance conditions are set out in the report of the Remuneration Committee on pages 60 to 61.

On 28 april 2005, an LTIP award under the Executive unapproved Plan 2002 was made. The share awards were valued using the
Black-Scholes option valuation method. No performance conditions were included in the fair value calculations. The fair value per

28 April 2005

Share grice at grant date
Exercise price

Mumber of employees
Shares under award
Vesting period (years)
fxpected life (years)
Expected volatitity
Risk-free rale

Dividend yield

Fair vatue per share award

241.5p

nil

12
489,356
3

3

A0%
4.50%
1.4545
236.932p
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29

30

SHARE BASED PAYMENTS (CONTINUED)
Equity-settled share option and long-term incentive scheme plans (continued)

Expected vaiatility is based on historical volatility of the Group's share price over the last three years. The risk-free rate of return
is the vield on 4.6% treasury gilts of a term consistent with the assumed award lite.

Following the rights issue cn 19 July 2005, the share options and awards were rebased, using a factor of 1.045643 on the
numizer of shares and 0.956349 on the opticn price.

Areconciliation of the option and awards movements over the yeat to 31 December 2005 1s shawn below:

Share based schemes

2005 2004
Weighted Weighted
average average
Number of Number of exercise Number of Number of exercise
LTIP awards share options price {pence) LTIP awards share options price (pence)
Qutstanding at beginning of period 1,056,701 546,557 126.076 616,620 546,557 126.076
Granted during the period 489,356 - - 483,840 - -
Adjustment due to rights issue 70,534 24,929 - - - -
Forfeited during the period - - - (43,759) - -
Qutstanding at the end of the period 1,616,591 571,486 120.573 1,056,701 546,557 126.076

The total charge for the year to 31 December 2006 relating to employee share based payment pfans was £1.0 million
(2004 - £0.6 million) phis & proviston of £0.3 million (2004 — £0.2 milion) for the national insurance liability thereon,

At 31 Dacember 2005, the average remaining contractual life was 272 days with the exercise price of 125-127.5 pence per share.

ACQUISITIONS
During the year, the Group acquired 22.68% of the issued share capitat of Gdansk Transport Company SA, Poland on 14 March
2005 {or cash consideration of £1.1 million.
On 4 November 2005, the Group acquired 11.429% and 8.728% of the issued share capital of ESP Holdings Limited and 3ED
Haldings Limited respectively {Edinburgh and Glasgow schoaols’) for cash consideration of £8.2 million. These acausitions whan
added 1o the Group's exisling interests increased its overall interest in Edinburgh and Glasgow schools to 41.43% and 34 23%
respactively.
In aadition on 4 November 2005 the Group acquired the remaining 50% of Amey Highways Lighting (Holdings) Limited, (‘Walsall
street lighting'), for the purchase price of £1.5 million.
Net assets acguired in the respective transactions, and the fair value arising, were as follows:
Walsall street  Gdansk Trading Edinburgh and
lighting Company Glasgow schools Total
E millien £ miflion £ millien £ million
Book and fair value
Intangible asset Al - 0.4 1.5
Deferred tax asset a3 - - a.3
Inventories 8.0 - - 8.0
Trade receivables 0.2 2.4 34.5 an
Fair value adjustment on financial assets - - 19 19
Bank and ¢ash balances a1 - 5.0 5.1
Bank lpans (7.2 - (32.2) (39.4)
Fair valve of derivatives (0.8} - (4.2} (5.0)
Trade payables (1.0} .3 (4.8} (7.1
Deferred tax liability - - 1.6) (1.6}
07 Nl 5.0 5.8
Equity {oan stock 0.8 - 33 4.1
Total consideration 1.5 1.4 8.3 10.9
Satisfied by:
Cash 1.5 11 83 10.9
Cash and cash equivaients acquired [{*A } - {5.0) (5.1

Net cash cutflow arising on acquisition 1.4 1.1 3.3 5.8
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ACQUISITIONS (CONTINUED)

Post acquisition resuits

Existing

Acguisitions business Total

£ millien £ miltien £ miltien

Revenue 21.5 3863 407.8
Cost of sales (21.4) {327.6) {349.0)
Gross profit 01 58.7 58.8
Administrative expenses - (54.1) {54.)
Other operating income - 21.3 21.3
Share of results of associate - (0.4} (0.4)
Protit from operations al 255 25.6
Investment income - 121.8 121.8
Finance cosls 0. 1.5y (11.6)
Profit before tax - i5.8 35.8
Tax - (13.0) (13.0}
Profit for the period from centinwing cperations - 22.8 22.8

if the acquisitions had been completed on 1 January 2005, total Group revenue would have been £411.2 million for the year and
profit before tax would have been £36.1 million.

TRANSACTIONS WITH RELATED PARTIES

Transactions belween the Company and its subsidiaries and joint ventures, which are related parties of the Company, have been
aliminated on consalidation and are not disclosed in this note. Details of the remuneration of Directors is disclosed in the Directors’

Remuneration Report, see pages 82 to 66. Details of transactions between the Group and remaining related party are disclosed below.

Trading transacticns

During the year the Group entered into the following trading transactions with related parties that are not members of the Group:

Finance income Dividend incoame Amounts owed by related parties

31 December 31 December

2005 2004 2005 2004 2005 2004

E miilien E million £ million £ milhion £ millian E million

Octagen Group Limited 0.4 0.4 0.4 0.4 4.0 4.0

EVENTS AFTER BALANCE SHEEY DATE

On 9 March 2006 Equicn Limited sold 14.23% of the Glasgow Schoals project {'3EDY) and 21.43% of the Edinburgh Schools project
{('ESP'Y to the Secondary Markel Infrastructure Fund ('SMIF"). The total proceeds were £14 8 miflion comprising £9.8 million in respect
of 3ED and £4.8 million in respect of ESP, giving rise to estimated profit before tax on disposal of £1.9 million and £1.5 milion
respectively and £3.4 million in aggregate. After the disposal Equion Limited retains a 20% holding in each of the w0 assets.

DISCLOSURE - SERVICE CONCESSION ARRANGEMENTS

The Group operates 48 service concession arrangements in the Accommodation, Roads, Utilities and Rail sectors. The concessions
vary on the obligations required but typically require the construction and operation of an asset during the concession period.
The concession may require the acquisition or replacement of an existing asset or the construction of a new asset. The operation
of the asset may include the provision of faciities management services like cleaning, catering and caretaking and major
maintenance. At the end of the concession period on the majority of the concessions the assets are returned back to the
concession provider, However on nine of the projects the Group has a right to retain the asset.

The rights of both the concession provider and concession operator are stated within the specific project agreement.

The standard rights of the provider 1o terminate the project inciude poor performance and in the event of force majeure.

The operator’s rights to terminate include the failure of the provider to make payment under the agreerment, a material breach
ot contract and relevant changes of law which would render it impossible for the service company to fulfill its requirements.
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33 DISCLOSURE - SERVICE CONCESSION ARRANGEMENTS (CONTINUED)

PERIOD OF CONCESSION

Limited

schools, three refurbished
secondary schools and
two special schools.

Shert deseription of Start End No. Obligations te property,
Sector Company name Project name % owned concession arrangement date date years plant and equipment
Accommodation
Hospitals Healthcare North 100% Design, build, finance and  15/8/00 31/3/37 371 Refurbishment and
Support Birmingham operate mental health construction at the All
(Erdington) Mental Health facilities in Birmingham, Saints & Highcroft Hospital
Limited Hospitals costing £12 million,
Healthcare Newcastle 40% Design, buitd, finance and  4/5/05  3/5/43 38 Refurbishment and
Support Hospitals operale hospitals in canstruction at the Freeman
(Newcastle) Newcastle. Hospital and Royal Victoria
Limited Infirmary and construction
of a multi-storey car park
for the Freeman Hospital,
costing £304 million,
Healthcare Newham 50% Design, build, finance and  27/1/04  30/1/32 35 Refurbishment and
Suppert Hospitai cperate extensions at construction of two
{Newham} Newham General Hospilal. extensions costing
Limited £35 million.
Meridian Queen 50% Design, build, finance 8/1/98 M10/30 32 Construction ol hospital
Hospital Elizabeth and operate new hospital costing £96 million.
Company Hospital, in the Greenwich area
Limited Greenwich of London.
Octagon Norfolk and 20% Design, build, finance 5/1/98  8/1/37 39 Construction of haspital
Healthcare Norwich and operate new hospital costing £22% million,
Limited Hospital in Norwich,
Prime Care Kingston 60% Design, build, finance 23/mjoa 22/7/36 32 Construction of extension
Solutions Hospitat and operate extension and temporary car park
(Kingston} to Kingston Hospital. costing £29 million.
Limited
Schools Cducation Swindon 100% Design, build, finance and  1/4/05  30/6/32 27 New schools construction
Support schools operate seven new schools costing E7Q million,
{Swindon) in Swindon.
Limited
Education Highlands 100% Design, build, finance and  25/2/99 31/8/25 27 New school construction
Support School operale one secondary cosling £17 miliion,
(Enfield} school in Enfield.
Limited
Education Newham 80% Design, build, finance and  24/9/03 3V/8/29 26 New schoot construction
Support Schools operate one secondary costing £22 miltion.
{Newham) school in Newham.
Limited
Education Enfield 80% Design, build, finance and  24/9/03 31/8/2% 26 New schools construction
Support Schools operate three schools in costing E27 mitlion.
{Enfield2) Enfieid, two primary and
Limited one secondary.
3ED Glasgow  Glasgow 34.23% Design, build, finance and  26/7/00 30/6/30 30 Major refurbishment and
Limited Schools operate 29 secondary extension of 18 schools -
schoals and one primary £135 million, Construction
school in Glasgow. of 1t new secondary schools
and one new primary
school - £90 million.
The Edinburgh 41.43% Design, dbuild, finance 15/M/01 30/9/33 32 Refurbishment of three
Edinburgh Schools and operate 17 schools secondary schoals and
Schoot in total, 10 new primaries, one special schoot -
Partnership lwo new secondary £25 millicn. New build

of 10 primary schoois,
two secondary and one
special schools -

£82 mitlion.
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33 DISCLOSURE - SERVICE CONCESSION ARRANGEMENTS (CONTINUED)

PERIOT OF CONCESSION

Shert description of Start End Na. Obligations to property,
Sector Company name  FProject name % owned concession arrangement date date years plant and equipment
Police and Claveland Cleveland 42.5%  Design, build, finance 1/4/05 31132 27 Construction costing
Criminal FM Services Police HQ and qperate five police £26 mition.
Justice Limited stations.
Service Avon & 40% Design, build, finance 23/8/04 5/3/34 30 Caonstruction costing
Support Somerset and operale two new £43 million.
(Avon & courts in worle and
Somersel) Bristol, offices, a podium
Limited and a bus station.
Service BTP (British 100% Design, build, finance 26/3/99 28/2/22 23 Construction costing
Support (BTPY Transport and operate one office £2 million,
Limited Police) and operate a further
six BTP premises.
Services Cleveland 100% Design, build, finance and  18/4/00 31/3/26 26 Construction costing
Support Firearms operate firearms training £6 million.
{Clevetand) facility in Cleveland.
Limited
Services MPS Firearms 50% Design, build, tinance and  20/4/01 10/2/28 27 New training facility
Support & POT. operale firearms training and refurbishment of
(Gravesend} tacility in Gravesend. accommodation blocks
Limited construction costing
£40 million.
Services Greater 50% Design, bulld, finance and  4/12/02  31/3/30 27 Construction costing
Suppert Manchester operate 16 naw police £82 mullion.
{Manchester) Police stations in Manchesler.
Limited
Services South East 50% Design, build, tinance 26/10/01 16/1/29 27 Construction costing
Support Landan and pperate tour police £80 miilion.
(SEL) stations in South East
Limited London.
Defence Defence Red Dragon 50% Oesign, build and finance  1/8/03 171219 16 Construction costing
Support air¢raft maintenance £89 miition.
(5t Athan) facilities at RAF St Athan,
Limited
Madus Modus 50% Design. build, finance 4/5/00  3/5/30 30 Refurbishment of
Services and operate Ministry existing buildings costing
Limited of Defence offices £416 millign.
in Whitehall.
Regenaration Bentilee Hub  Bentitee Hub  50% Design, build, finance and  24/2/05 31/1/32 27 £8.3 million
{(Project operate joint services construction cost.
Company) community facility.
Limited
London Canning Tewn  50% Refurbish, finance and 3/6/05  30/1/39 34 Refurbishment of
City East - Newham operate council housmg existing buildings
Partnership Housing i Newharm. costing £20 million.
Limited
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33 DISCLOSURE - SERVICE CONCESSION ARRANGEMENTS (CONTINUED)

PERICD OF CONCESSION

Short description of Start End No.

Obligations to property,

Company name Preject name % owned concesgion arrangement date date years plant and equipment
GRT Greater 30% LIFT scheme for the 4/6/04 3173732 28 Five new care centres
Nottingham Nattingham design, builg, finance and costing £46 million.
Lift Company LIFT operation ol local primary
Limited and social care facilities.
Leicester Lifl  Leicester LIFT  30% LIFT scheme far the 18/8/04 13/2/32 28 Three new care centres
Company design, build, finance and costing £16 million.
Limited operation of Igcal primary

and social care facilities.
LiftCo Midco  MasT LIFT 30% LIFT scheme for the 1/7/04  30/9/32 28 Nine new care centres
(Mast) design, build, finance and costing £38 million.
Limited operation of lpcaf primary

and social care facilities.
North North Notts 30% LIFT scheme for the 112/05  22/n/32 27 Seven new care centres
Nottingham LIFT design, build, finance and costing £32 million.
Lift Company operation of lecal primary
Limited and sccial care faciiities.
Sandwelt Lilt  Sandwell LIFT  30% LIFT scheme for the 15/1/04 5/7/3) 27 Four new care centres
Caompany design, build, finance and costing £10 miilicn.
Limited operation of local primary

and social care facilities.
Southern South Derby 309% LIFT scheme for the 312/04 8/3/32 27 Six new care centres and
Derbyshire LIFT design, buitd, finance and one extension costing
Lift Campany operation of focal primary £34 million.
Limited and social care facilities.
Amey Manchester 50% Installation and 3/3/04 30/6/29 25 Replacement column
Highways Street maintenance of programme costing
Lighting Lighting street lighting. £33 million,
(Manchester)
Limited
Amey Wakefield 50% Installation and 2312/03 2/2/29 25 Replacement column
Highways Street maintenance of pragramme cesting
Lighting Lighting street lighting. £26 million.
{Wakefield}
Limited
Arney Wwatsall Street  100% Installation and 30/4/02 30/4/28 26 Replacement column
Highways Lighting maintenance of street programme costing
Lighting lighting. £16 million.
(Walsall)
Limited
Autolink Mé 19.5% Design, build, finance 112/96  29/7/27 31 Upgrade and maintain
Holdings and operate project to existing motorway costing
{M6) maintain 90 km of the M6 E95 millign.
Limited and M74 (from Gretna, on

the Scottish horder to

Millbank, 30 miles south of

Glasgow). Project includes

the upgrade of the A74 to

a 29 km stretch of dual

three tane motorway.
CountyRoute  A130 100% Design, builg, finance and  1/2/00  31/1/20 30 New build at a cost
{AI30) plc operate the A130 bypass of £76 million.

imnking the A12 and A127 in

Essex.
Gdansk Al Road 29.69% Design, build, finance and  31/8/04  24/8/39 35 New build at a cost
Transport Foland aperate the Al Motorway of €500 millian.
Co. SA in Poland.
Orkdalsvegen Orkdaisvegen 50% The project, the £39 1/4/03 3006730 27 New butid at a cast

AS

betwaen Klett and
Bardshaug, near
Trondheim, is the main
arterial road for the
western part of Norway.
Construction involved a
new grade separated route
of over 22 km, of which

10 km is tunnels.

of £140 millign,
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33 DISCLOSURE - SERVICE CONCESSION ARRANGEMENTS (CONTINUED)

PERIOD OF CONCESSION

Chligatiens to preperty,
plant and equipment

Short description of Start End No.
Sectar Company name Project name % owned concession arrangement date date years
Severn River  SRC 35% Design, build, finance 26/4/92 No later  The earlier
Crossing pic and oparate a second than of 30
crossing gver the Severn 26/4/22  years
River plus operate and or untit
matintain existing apre-
crossing. determined
levet of
revenue
achieved
Sirhowy Sirhowy Way 50% Design. build, finance and  21/1/04  20/1/34 30
tnterprise operate improvements to
Way Limited the A4048/a472
Strategic Highway
Network between the
north of Blackwoed and
the east of Ponllanfraith,
South Wales.
Tiehytio Nelastie 50% Design. build, finance and  1/9/97 30/812 15
Nelostie Oy operate the £4 Metorway
in Finland. The project
has involved the
upgrading of an existing
road and the censtruction
of a new 6% km shadow
toil motorway from
Helsinki to Lahti in the
north.
Tiehytio Yukostie 41% Design, build, finance and  27/10/05 15/n/29 24
Ykkostie Oy operate the E18 Muurla-
Laohja Motorway Project
in Finland.
UK Highways  ASS 50% Design, build, finance and 16/12/98 15/12/28 30
{AS5) Limited operate the ASS5, a trunk
road running across the
Island of Anglesey (Ynys
Mon), North Wales.
UK Highways M40 50% Design, build, finance and  8/10/96  7/10/26 30
M40 Limited operate the M40
Matorway.
Utitities Citytink LUL Connect 12.5% Upgrade of London 2199 21/1h9 20
Telecommunic Underground’s
ations existing radic and
Limited telecommunications
systems and
implementing and
operating a new system.
Coastal Kinnegar 50% Design, build. finance and  30/4/9% 30/a/24 25
Clearwater operate an upagrade to the
Limited waste treatment plant,
Belfast, Northern Ireland.
Rail City CGL Rail 40% Censtruction and 1110/96  3/3/2 25
Greenwich operation of
Lewisham infrastructure on
Rail Link ple Lewisham extension
of the Dockiangs
Light Railway.
M40 Trains Chiltern Rait  100% QOperation of railway 1/3/02 nh2ia 20
Limited Franchise line between Marylebone

- Aylesbury and
Maryiebone -
Kidderminster.

Cost of new second
crossing approximately
£320 miitign.

Upgrade and maintain
part of existing road and
build new carriageway
at a cost of £43 miliion.

Upgrade and maintain
part of existing read and
build new motorway at a
cost of £52 million.

Upgrade and maintain
existing road at a cost
of €300 million.

Build new trunk road
and maintain existing
Menai and Britannia
Bridges at a cost of
£102 millien.

Upgrade and maintain
existing motorway at
a cost of £90 million.

Maintain the

existing radio and
communications
systems and replace

at a cost of £198 miilion.

Upgrade at a cost
of £15 mitlion.

Build 4.2 km extensian
of the DLR from Isle
of Dogs to Lewisham,
inctuding boring of
tunnels beneath the
Thames at a <ost of
£205 million,

The Franchise Agreement
includes commitments lo
buitd c. £140 million of
assets including Wembley
Depat, extending
Aylesbury Depot,
redevelopment of High
Wycombe and Birm:ngham
Moor Street Stations and
the Evergreen 2 project.
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34 EXPLANATION OF TRANSITION TO

IFRS

The full reconciiiations of equity at 1 January 2004 (date of transilion to [FRS) and at 31 December 2004 (date of the last UK
GAAP financial stalements) and the reconciliation of profit for 2004, as required by IFRS1, including the significant accounting
policies and notes, have been published on the Company's website www laing.com, cn 19 April 2005.

The most significant impact to Group reporting has been the election to adopt the proportional consolidation presentation in
respect of the joint ventures, whersby the results of the joint ventures and balances at year end are consclidated on a line-by-line
basis {lne John Laing share}. in addition, IAS10 {'Post Balance Sheet events') {with respect to the reversal of the 2004 tinal
dividend) and IAS12 ('Income Taxes'), have an effect.

QOpening balance sheet as at 1 January

2004 - reconciliation UK GAAP to IFRS

Presentational \r !FR?‘
changes UK GAAP balances adjustments I¥FRS
UK GAAP balances in UK GAAP format £ million £ millien £ millien in IFRS format £ million £ million
i Fixed assets | Non-current assets
Intangible assels 12.2 - 12.2  Intangible assets 0.1 12.3
Tangiole assels 31.2 - 31,2  Property, plant and equipment 0.2 34
Investments Q5 (0.5) -
investment in joint ventures 1011 8.8) 92.3 Investment in joint ventures (92.3) -
Investment in assaciate 15.8 - 15.8 Interests in associate - 15.8
32.0 320 Deferred tax assets (4.2} 27.8
318.5 318.5 Trade and other receivables 1.023.8 1,342.3
160.8 ! 3412 502.0 927.6 1,429.6
Current assets Current assets
Stocks 2.8 - 2.8 Inventories 13.2 16.0
Debtors 3802 (32200 | 58.2 Trade and other receivables 57.3 155
Short-term investments 2.2 2.2y -
Cash and bank deposits 1211 {19.4) 1017 Cash and cash equivalents 1 79.8 181.5
S06.3 (343.6) 162.7 150.3 313.0
; Assets classified as held for
233 23.3 sale or discontinued - 23.3
Total assets 1,077.5 1765.9
Creditors: amounts falling due
within one year Current liabilities
Bank and other [oans 4.0 - 4,0 Bank overdrafts and loans 789 829
Other ¢reditors 68.4 {7.5) 60.9 Trade and olher payables 344 | 95.3
z4 2.4 Tax liabilities - 2.4
72.4 (5.1 67.3 1133 180.6
Creditors: amounts falling due after
mare than one year Men-current liahbilities
Bank and other lgans 325.3 - 3253 Bank gverdrafts and loans Ly 874.6 1199.9
i Other ¢reditors 3.8 - 3.8 Trade and other payables 399 437
129.5 129.5 Retirement benefit obligations 1.2 130.7
Deferred tax liabiiities 45.4 45,4
; 0.6 0.6 Leng-term provisions 0.9 15
329 130.1 459.2 962.0 1.421.2
47.5 47.5 Liabilities classified as discontinued - 47.5
Pravisicns for liabilities and charges ‘
Investment in joint venture 8.8 (8.8} -
Other provistons 491 {49.1) -
Total liabifities 1.075.3 1,649.3
Pensions and other post i
retirement ligbilities 937 (937) -
Net assets 14.0 - 114.0 Net assets 2.6 116.6
Equity
Called up share capital 836 - 83.6 Share capital - 83.6
Share premium aceount 82.8 | - 828 Share premium account - 82.8
Other reserves 23 - 2.3 Non-distributable reserve - 2.3
! Profit and loss account (54.7) - |t (54.7) Accumulated losses 2.6 (52.1)
i Pension reserve (9377 - ‘—(_93m Pension reserve (O§T (24.2)
Other L_@L i - 11 39.0 | Cther : 31 423
Sharehclders’ funds 14.0 - 114.0  Tetal equity ! 26 116.6
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34 EXPLANATION OF TRANSITION TO IFRS (CONTINUED)

Opening balance sheet as at 31 December 2004 - reconciliation UK GAAP to IFRS

[ ) - Presenta“tlunar ’7 7 ’ IF-HS—‘ F
changes UK GAAP balances adjustments IFRS
UK GAAP balances in UK GAAP format E million £ million £ millicn  in IFRS tormat £ millien £ militen
Fixed assets Nen-current assets
Intangible assets .6 - 1.6 Intangible assets 0.3 1ng
Tangible assets 45.2 - 452 Property, plant and equipment ‘ 229 681
; Investments 25.4 25.4 |
Investment in jeint ventures 130.8 | (8.7} 1221 Investment in joint ventures {122.1) - ,
| Investment in associate 15.9 - 159 Interests in asscciate - 159 ‘
52.8 52.8 Deferred tax assels (2.7} 501
406.2 406.2 Trade and other receivables 11209 1,527.1
203.5 450.3 6538 10447 1,698.5
Current assets Current assets
Stocks 21 - 21 Inventories 13.2 15.3 ;
Debters 460.5 (407.0} 53.5 Trade and other receivables 715 | 1250
oH] 0.3  Tax recaverable - 0.1
Cash and bank deposits nz2.0 (i1.5) 94.5 Cash and cash equivalents 96.5 191.0
574.6 (424.4) 150.2 181.2 i34
Assets classified as held
8.3 18.3  for sale or discontinued - 8.3
Total assets 12259 2.048.2 |
Creditors: amounts falling : | i |
due within one year | i Current liabilities i ‘
Bank and other foans 23.6 - 236 Bank overdrafts and toans 24.8 48.4
Cther creditors 843 {10.9) 73.4 Trade and other payables 346 108.0
78 7.8  Tax liabitities - 78
1079 3N 104.8 59.4 164.2
Creditors: amounts falling due
after more than one year i Non-current liabilities .
Bank and other leans a012 | - 4012 Bank leans 10673 1,468.5 i
Qther crediters 3.5 - 3.5 Trade and other payables 38.1 416
192.9 i 1929 Retirement benefit obligations 11 1940 !
Deferred tax liabilities 50.8 50.8 i
09 0.9 Long-term provisions 2.4 i3
4047 1938 598.5 11597 1758.2
; 387 387 Liabilities classified as discontinued - 87
Provisions for liabilities and charges
investment in joint venture a7 (8.1 -
Other provisions 415 | (41.5) -
Total liabilities ; 1,219 19611
Pensions and other post
retirement tliabilities 135.0 (133.0) -
Net assets 80.3 i - 80.3 Net assets 5.8 871
Equity
Cailed up share capital 851 - 851 Share capital - 851
Share premiurn account 874 - 87.4 Share premium account - 874
Other reserves 2.3 - 2.3 Non-distriputable reserve - 2.3
Translation reserves 0.9 09
Protit and loss account {94.5) - (94.5) Accumulated losses 59 (8B.6)
Pension reserve r'_"'ci'ié.ﬁ - I (135,0)1 Pension reserve (0.5) (135.5}
Other | 05 -l 405 | otner | eal| 469
Sharehalders' funds 80.3 - 80.3 Total eguity 6.8 811
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34 EXPLANATION OF TRANSITION TQ [FRS (CONTINUED)

ncome statement for the year ended 31 Pecember 2004 - recoenciliation UK GAAP to 1FRS

- - . - — —_—
5[ r Presentational e 