





Independent Auditors Report
to the members of Wates Group Limited

We have audited the Group and parent companyéancial statements (the efiancial statementses) of Wates Group Limited for the year ended

31 December 2007 which comprise the Consolidated Prahd Loss Account, the Consolidated and Company Balance Sheets, the Consolidated
Statement of Total Recognised Gains and Losses, the Consolidated Cash Flow Statement and the related notes. ddmesal‘statements have been
prepared under the accounting policies set out therein.

This report is made solely to the Companyss members, as a body, in accordance with Section 235 of the Companies Act 198Kit®wrk has been
undertaken so that we might state to the Companyss members those matters we are required to state to them in an auditorsaepdor no other
purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Compattyea@dmpanyss
members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors
The directorse responsibilities for preparing th@dncial statements in accordance with applicable law and UK Accounting Standards (UK Generally
Accepted Accounting Practice) are set out in the Statement of Directorse Responsibilities on page 51.

Our responsibility is to audit therfancial statements in accordance with relevant legal and regulatory requirements and International Standards on
Auditing (UK and Ireland).

We report to you our opinion as to whether thenancial statements give a true and fair view and are properly prepared in accordance with the
Companies Act 1985. We also report to you whether in our opinion the information given in the Directorse Report is consigtethiew nancial
statements.

In addition we report to you if, in our opinion, the Group and Company have not kept proper accounting records, if we haeeeiged all the
information and explanations we require for our audit, or if information sped‘by law regarding directorse remuneration and other transactions
is not disclosed.

We read the other information contained in the Annual Report and consider whether it is consistent with the audii@ukcial statements. We consider
the implications for our report if we become aware of any apparent misstatements or material inconsistencies witmtreial statements. Our
responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Pr&gdimes An audit
includes examination, on a test basis, of evidence relevant to the amounts and disclosures inrthacial statements. It also includes an assessment
of the signi“cant estimates and judgments made by the directors in the preparation of thehcial statements, and of whether the accounting policies
are appropriate to the Groupes and Companyes 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 itogro®ide us with
suf“cient evidence to give reasonable assurance that th@éncial statements are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information ihrthecial statements.

Opinion

In our opinion:

€ the “nancial statements give a true and fair view, in accordance with UK Generally Accepted Accounting Practice, of the staeeGrbtlpes and
the parent companyes affairs as at 31 December 2007 and of the Groupes fpiar‘the year then ended;

€ the “nancial statements have been properly prepared in accordance with the Companies Act 1985; and

€ the information given in the Directorse Report is consistent with thericial statements.

KPMG LLP

Chartered Accountants London
Registered Auditor 27 March 2008
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Consolidated Profit and Loss Account

For the year ended 31 December 2007

2007 2006
Notes £000s £000s
Turnover:
Group and share of joint ventures 973,982 885,592
Less share of joint ventures turnover (25,287) (22,783)
Group turnover 2 948,695 862,809
Cost of sales (849,112)  (784,040)
Gross profit 99,583 78,769
Administrative expenses (2006: including exceptional credit of £17,100,000) 3 (74,300) (41,334)
Other operating income 90 5,653
Group operating profit 4 25,373 43,088
Operating profit from interests in joint ventures 1l 4,245 1,499
Total operating profit: Group and share of joint ventures 29,618 44,587
Profit on sale of investments 7 980 -
Profit on ordinary activities before interest and taxation 30,598 44,587
Net interest receivable 8 9,150 5,703
Net interest payable - joint ventures (1,637) (1,436)
Net other finance charges 8 (450) (393)
Profit on ordinary activities before taxation 2 37,661 48,461
Taxation 9 (12,064) (12,329)
Profit for the financial year 25,597 36,132

The above results have been derived from continuing operations.

There is no material difference between the reported results and the results calculated on an unmodified historical cost basis.

A statement of movements in reserves is set out in note 19.
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Consolidated Balance Sheet

As at 31 December 2007

2007 2006
Notes £000s £000s
Fixed assets
Tangible fixed assets 10 5,233 5323
Investments L 195 1,544
Investments in joint ventures:
Share in gross assets I 68,053 63,003
Share in gross liabilities 1 (65,150) (62,379)
Loans provided to joint ventures I 13,076 7,331
Total investments in joint ventures L 15,979 7,955
21,407 14,822
Current assets
Stocks 12 14,235 12,361
Debtors
Amounts falling due within one year 13 176,986 130,988
Amounts falling due after more than one year 13 58,177 55,374
235,163 186,362
Cash at bank and in hand 133,054 131,785
382,452 330,508
Creditors: amounts falling due within one year 14 (278,571)  (242944)
Net current assets 103,881 87,564
Total assets less current liabilities 125,288 102,386
Creditors: amounts falling due after more than one year 15 (59,717) (43,642)
Provisions for liabilities and charges 16 (3,446) (5,936)
Net pension liability 24 (208) (704)
Net assets 2 61,917 45,704
Capital and reserves
Called up share capital 18 9,777 9,777
Share premium account 19 956 956
Capital redemption reserve 19 17,447 15,975
Capital reserve on consolidation 19 1,098 1,098
Other reserve 19 - (3,279)
Profit and loss account 19 32,639 21177
Shareholders' funds 61,917 45,704

Approved by the Board of Directors on 27 March 2008 and signed on its behalf by:

P. ). Drechsler
Chairman and Chief Executive

D. H. Davies
Chief Financial Officer
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Consolidated Statement of Total
Recognised Gains and Losses

For the year ended 31 December 2007

2007 2006
Notes £000s £000s
Profit for the financial year 25,597 36,132
Actuarial gain/(loss) recognised in the pension scheme net of deferred taxation 19 5,589 (8,645)
Total recognised gains and losses relating to the year 31,186 27,487
Reconciliation of Movements in Group
’
Shareholders’ Funds
For the year ended 31 December 2007
2007 2006
Notes £000s £000s
Profit for the financial year 25,597 36,132
Dividends paid (14,973) (1,700)
Other recognised gains and losses relating to the year (net) 19 5,589 (8,645)
Net increase in shareholders' funds 16,213 26,387
Opening shareholders' funds 45,704 19,317
Closing shareholders' funds 61,917 45,704
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Company Balance Sheet

As at 31 December 2007

2007 2006
Notes £000s £000s
Fixed assets
Investments 1l 41,886 43,847
Current assets
Debtors 13 16,055 16,403
Cash at bank and in hand 137 126
16,192 16,529
Creditors: amounts falling due within one year 14 (26,607) (18,883)
Net current liabilities (10,415) (2,354)
Net assets 31,471 41,493
Capital and reserves
Called up share capital 18 9,777 9,777
Share premium account 19 956 956
Capital redemption reserve 19 17,447 15,975
Other reserve 19 = (3,279)
Profit and loss account 19 3,291 18,064
Shareholders' funds 31,471 41,493

Approved by the Board of Directors on 27 March 2008 and signed on its behalf by:

P. ). Drechsler
Chairman and Chief Executive

D. H. Davies
Chief Financial Officer
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Consolidated Cash Flow Statement

For the year ended 31 December 2007

2007 2006
Notes £000s £000s
Cash inflow from Group operating activities 20 15,917 20,753
Dividends received from joint ventures - 615
Returns on investments and servicing of finance
Interest received 9,338 5,483
Interest paid (1,536) (19)
Net cash inflow from returns on investments and servicing of finance 7,802 5,464
Taxation
Corporation tax paid (12,961) (2,645)
Capital expenditure and financial investment
Purchase of tangible fixed assets (1,848) (1,610)
Purchase of investments (223) (137)
Disposal of tangible fixed assets 3 -
Disposal of investments 1,12 7
Net loans (to)/repaid by joint ventures (5,968) 2,030
Net cash (outflow)/inflow from capital expenditure and financial investment (6,924) 354
Equity dividends paid (14,973) (1,100)
Net cash (outflow)/inflow before financing (11,139) 23,441
Management of liquid resources
Cash placed on short-term deposit (632) (36,414)
Net cash outflow from management of liquid resources (632) (36,414)
Financing
Redemption of preference shares (4,913) (6,413)
Increase in long-term borrowings 17,321 29,618
Net cash inflow from financing 12,408 23,205
Increase in cash 21 637 10,232
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Notes to the Accounts

31 December 2007

i)

ii)

iii)

iv)

V)

58

Accounting policies
Basis of accounting

These accounts have been prepared in accordance with applicable accounting standards and under the historical cost accounting rules and in
accordance with reporting requirements of the Companies Act 1985.

Basis of consolidation

The consolidated financial statements include the financial statements of Wates Group Limited and its subsidiary undertakings made up to 31
December 2007. The acquisition method of accounting has been adopted. Under this method, where subsidiaries are acquired or sold during the
year, or where joint arrangements are entered into or terminated during the year, the consolidated financial statements include the results for the
part of the year for which they were subsidiaries or joint arrangements.

An associate is an undertaking in which the Group has a long term interest, usually from 20 per cent to 50 per cent of the equity voting rights and
over which it exercises significant influence. A joint venture is an undertaking in which the Group has a long term interest and over which it exercises
joint control. Associates and joint ventures are accounted for using the equity basis; in the consolidated profit and loss account as the Group’s
share of profits less losses and in the consolidated balance sheet at cost, including advances, plus the appropriate share of post acquisition
retained profits and reserves. Where the Group trades with a joint venture, the proportion of turnover and profit in respect of the proportion of the
joint venture owned by the Group is eliminated on consolidation. Such profit is taken when the assets purchased by the joint venture are sold by it.

Where a Group company is party to a joint arrangement that is not an entity, that company accounts directly for its share of the income and
expenditure, assets, liabilities and cash flows. Such arrangements are reported in the consolidated financial statements on the same basis.

Where the accounting policies of associates and joint ventures do not conform to the Group’s accounting policies, adjustments are made on
consolidation in order to present the Group accounts on a uniform basis.

In accordance with Section 230 of the Companies Act 1985, no separate profit and loss account has been presented for the Company; however
the profit for the year has been disclosed in note 19.

Turnover

Turnover represents the value of work done on contracting activities, sales of residential properties and development properties that are legally
completed within the year and sales of land on which unconditional exchange of contracts has taken place by the year end.

Turnover excludes the value of intra-group transactions, VAT and includes the Group’s share of turnover of joint ventures.
Pre-contract costs

PFI bid costs are charged to the profit and loss account until such time as the Group is virtually certain that it will enter into contracts for the
relevant PFl project. Virtual certainty is generally achieved at the time the Group is selected as preferred bidder. From the point of virtual certainty,
bid costs are capitalised and held in the Group balance sheet as a debtor prior to achieving financial close. On financial close of PFI project and
financing agreements, the Group recovers capitalised bid costs from the relevant project company. If the recovery of bid costs exceeds the
amount capitalised by the Group to financial close, the over-recovery is credited to the balance sheet as deferred income. Deferred income is
released to the profit and loss account over the period of construction.

Tender costs on construction contracts are written off to the profit and loss account up until the point it is virtually certain that the Group will be
awarded the contract.

Tangible fixed assets and depreciation
Tangible fixed assets are initially recorded at cost. Subsequent expenditure on tangible fixed assets is capitalised to the extent that it provides an

enhancement to the economic benefits of the asset above its previously assessed standard of performance. All other subsequent expenditure is
charged to the profit and loss account as incurred.
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v)

vi)

vii)

viii)

ix)
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Accounting policies continued
Tangible fixed assets and depreciation continued

Depreciation is provided in equal annual instalments over the estimated useful lives of assets so as to write off the cost less the estimated residual
values over the following periods:

Freehold buildings 30 to 50 years
Leasehold land and buildings period of lease
Plant and machinery 3to 10 years

Fixtures, fittings, tools and equipment 2 to 10 years
Freehold land is not depreciated.
Investments

In the Company’s financial statements, investments in subsidiary undertakings, associates and joint ventures are stated at cost less any provision
forimpairment. Equity loans and unquoted investments are stated at cost less any provision for impairment. Income from investments is included
in the Group profit and loss account as approved.

Stocks and work in progress
Stocks and work in progress are stated at the lower of cost, including attributable overheads and interest, and net realisable value.
Long-term contracts

The principal estimation technique used by the Group in attributing profit on contracts to a particular accounting period is the preparation of
forecasts on a contract-by-contract basis. These focus on costs to completion and enable an assessment to be made of the final outturn on each
contract. Consistent contract review procedures are in place in respect of contract forecasting.

Profits on long-term contracts are calculated in accordance with SSAP 9 Stocks and Long-term Contracts. For our Construction segment,
profits do not relate directly to turnover. Profit on contracts is only taken at a stage near enough to completion for that profit to be reasonably
certain. Provision is made for all losses incurred to the accounting date together with any further losses that are foreseen in bringing contracts to
completion.

As framework agreements can run over a considerable number of years and cover a number of individual separable construction projects, the
application of a percentage complete profit taking rule is not deemed appropriate. Profit is therefore taken on framework agreements where the
final accounts have been agreed with the client in the year.

Amounts recoverable on contracts which are included in debtors are stated at cost, plus attributable profit, to the extent that this is reasonably
certain after making provision for contingencies, less any losses 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 to 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.

Finance debtors
The Group has adopted the provisions of FRS 5 (Application Note F) in determining the appropriate treatment of the principal assets of, and
income streams from, PFl contracts. Where it has been demonstrated that the balance of risks and rewards derived from the underlying asset are

not borne by the Group, the asset created and/or provided under the contract is accounted for as a finance debtor under FRS 5.

During the construction phase of PFl projects, all attributable expenditure and interest is included in amounts recoverable on contracts and
turnover.

Upon becoming operational, the total costs of the PFl project are transferred to the finance debtor and income derived from the PFl contract is

allocated between the provision of the asset and the provision of subsequent services. Upon acceptance of the constructed asset, the finance
debtor is amortised over the life of the contract against the relevant portion of the contract income.

Notes to the Accounts



Notes to the Accounts
continued

X)

Xxi)

Xii)

Xiii)

Xiv)

XV)

XVi)
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Accounting policies continued
Residential developments

For our Residential Development segment, profits are on the basis of actual property sales to date compared to forecast final sales and costs for
each development site.

Taxation
The charge for taxation is based on the result for the year and takes into account taxation deferred because of timing differences between the
treatment of certain items for taxation and accounting purposes. In accordance with FRS 19 Deferred Tax, deferred taxation is provided fully and
on a non-discounted basis at future corporation tax rates.

Leases
Operating lease rentals are charged to the profit and loss account on a straight line basis over the period of the lease.

Cash and liquid resources

For the purpose of the cash flow statement, cash comprises cash in hand and deposits repayable in not more than one working day, less overdrafts
payable on demand.

Liquid resources are current asset investments which are disposable without curtailing or disrupting the business and are either readily convertible
into known amounts of cash at or close to their carrying values or traded in an active market. Liquid resources comprise term deposits of less than
one year, other than cash and investments in money market managed funds.

Pension costs and post retirement benefits

The Group operates a defined benefit pension scheme providing benefits based on pensionable pay, which is now closed to new entrants. The
assets of the scheme are held separately from those of the Group.

Pension scheme assets are measured using market values. Pension scheme liabilities are measured using a projected unit method and discounted
at the current rate of return on a high quality corporate bond of equivalent term and currency to the liability.

The pension scheme surplus (to the extent that it is recoverable) or deficit is recognised in full. The movement in the scheme surplus/deficit shown
in the profit and loss account is split between operating charges and finance items. Actuarial gains and losses are shown in the statement of total
recognised gains and losses.

The Group also operates a defined contribution scheme. The amount charged to the profit and loss account represents the contributions payable
to the scheme in respect of the accounting period.

Goodwill and negative goodwill
Purchased goodwill (both positive and negative) arising on consolidation in respect of acquisitions before 1January 1998, when FRS 10 Gooduwill
and Intangible Assets was adopted, was written off to reserves in the year of acquisition. When a subsequent disposal occurs, any goodwill
previously written off to reserves is written back through the profit and loss account as part of the profit or loss on disposal.

Preference share capital

Preference share capital is classified as equity if it is non-redeemable and any dividends are discretionary, or is redeemable but only at the
Company’s option. Dividends on preference share capital classified as equity are recognised as an appropriation of profits.

Preference share capital is classified as a liability if it is redeemable on a specific date or at the option of the shareholders or if dividend payments
are not discretionary. Dividends thereon are recognised in the profit and loss account as interest expense.
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2. Segmental information

2007 2006 2007 2006

Turnover Turnover  Profit before tax Profit before tax

£000s £000s £000s £000s
Construction 933,766 837,579 39,432 22,406
Residential development 4,217 21,444 2,761 12,754
Other activities 10,712 3,786 (4,532) (3,799)
948,695 862,809 37,661 31,361
Exceptional item (note 3) - 17,100
37,661 48,461

2007 2006

Net assets Net assets

£000s £000s

Construction (55,195) (73,817)
Residential development 33,855 20,815

Other activities (2,858) (3,461)
Cash and net debt 86,115 102,167

61,917 45,704

Other activities include the Group’s residual residential sales and letting estate agency activity, residual commercial development activity and the net
pension liability (note 24).

The exceptional credit in 2006 was predominantly in respect of the Construction activity.

3. Administrative expenses
2007 2006
£000s £000s
Administrative expenses before exceptional credit 74,300 58,434
Exceptional administrative expenses credit
- pensions curtailment credit = (17,00)
74,300 41,334

The exceptional credit in 2006 was in respect of the curtailment of liability for the Group’s defined benefit pensions arrangements and arose because
defined benefit pensions are no longer linked to final salaries. Past benefits for each year of scheme membership are one sixtieth of salary at 31 January
2007 increasing in line with inflation capped at 2.5 percent per annum and future benefits for each year going forward are one sixtieth of that year’s
salary increasing in line with inflation capped at 2.5 percent per annum. The Group contributes to its defined contribution pension scheme in respect of
salaries not covered by defined benefit pension arrangements.
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Notes to the Accounts
continued

4. Operating profit

2007 2006
£000s £000s
This is stated after charging:
Auditor’s remuneration
- audit of these accounts 12 14
- audit of subsidiaries' accounts 255 214
- taxation services 147 412
- services relating to remuneration and recruitment - 35
- other services 32 =
Wates Pension Fund:
- audit of accounts 26 9
- taxation services 1 1
Depreciation of tangible fixed assets
(including loss on disposal £3,000; 2006 £48,000) 1,935 2,250
Hire of plant and machinery 11,300 8,412
Operating lease payments 1,903 1,681
5. Staff numbers and costs
The average number of persons employed by the Group (including directors) during the year, analysed by category, was as follows:
2007 2006
Number Number
Operations 1,755 1,611
Administration 457 391
2,212 2,002
The Company has no employees other than directors, who do not receive remuneration from the Company.
2007 2006
The aggregate payroll costs for the Group were as follows: (Amieles o
Wages and salaries 116,602 94,563
Social security costs 12,336 9,805
Pension costs (2006: including exceptional credit £17,100,000 - note 3) 4,537 (12,265)
133,475 92,103

The pension operating cost for the year under FRS17 was a cost of £2,099,000 (2006 net credit: £13,574,000) in respect of defined benefit
arrangements and cost of £2,438,000 (2006: £1,309,000) in respect of defined contribution arrangements.
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6. Remuneration of directors

2007 2006
£000s £000s

Directors' emoluments - executive and family directors 1,554 1,846
- independent non-executive directors 121 172

Amounts receivable under long-term incentive scheme 1,667 342
Contributions to money purchase pension scheme 126 143
3,468 2,503

Two (2006 - two) directors have retirement benefits accruing under the Group’s defined benefits pension scheme and two (2006 - two) directors have
benefits accruing under a money purchase pension scheme.

2007 2006
£000s £000s
Highest paid director - emoluments 728 797
- amounts receivable under long-term incentive scheme 900 342
- contributions to money purchase pension scheme 100 94

7. Profit on sale of investments
The profit on sale of investments relates to the sale of Wates Facilities Management Limited and is included within the Construction segment.

8. Net interest receivable and other finance charges

2007 2006
£000s £000s
Interest receivable:
Bank 7,223 5,028
Other 3,463 694
Interest receivable 10,686 5122
Interest payable:
Bank (1,524) (18)
Other (12) (1
Interest payable and similar charges (1,536) (19)
Net interest receivable 9,150 5,703
Other finance (charges)/income:
Expected return on pension scheme assets 6,374 6,274
Interest on pension scheme liabilities (6,662) (6,169)
Unwinding of discount (162) (498)
Net other finance charges (450) (393)
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Notes to the Accounts

continued
9. Taxation
a) Analysis of the charge in the year

2007 2006
£000s £000s
Current tax
UK corporation tax on the profits for the year at 30% 9,472 9,440
Adjustment in respect of prior years 1,376 (235)
Joint venture tax 707 50
Total current tax (note 9b) 11,555 9,255
Deferred Tax
Deferred tax movement on pension deficit 508 5,465
Origination and reversal of timing differences 709 (1,704)
Decrease in tax rate 232 -
Deferred tax movement in respect of prior years (940) (687)
Total deferred tax 509 3,074
Total tax on profit on ordinary activities 12,064 12,329
The deferred tax movement on pension deficit in 2006 includes a charge of £5,130,000 in respect of the exceptional credit in 2006 (note 3).
b) Factors affecting the current tax charge for the year
The current tax charge for the year is higher (2006: lower) than the standard rate of corporation tax in the UK (30%).
The differences are explained below:
2007 2006
£000s £000s
Profit on ordinary activities before taxation 37,661 48,461
Profit on ordinary activities multiplied by the standard rate of corporation tax in the UK of 30% 11,298 14,538
Effects of:
Permanent disallowable costs 788 417
Utilisation of tax losses (280) (875)
Capital allowances in excess of depreciation (43) (147)
Franked investment income (27) (1,696)
Untaxed capital gain (294) =
Short-term timing differences and other provisions (718) 2,718
Tax timing difference in relation to pension liability (545) (5,465)
Adjustment to tax charge in respect of prior years 1,376 (235)
Current tax charge for the year 11,555 9,255
c) Factors that may affect future tax charges

The Group is not aware of any significant factor that may affect future tax charges other than unutilised taxation reliefs at 31 December 2007 that
amounted to approximately £0.7 million (2006: £1.8 million). Due to the uncertainty of future profits these have not been recognised as a deferred tax

asset but will be offset against future taxable profits when earned.
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10. Tangible fixed assets

Land and Land and Fixtures, Assets in the
buildings buildings Plant and fittings, tools course of
freehold short leasehold machinery and equipment construction Group total
Group £000s £000s £000s £000s £000s £000s
Cost:
At1January 2007 36 4,501 278 10,322 10 15,147
Additions = 55 272 1,205 316 1,848
Transfers - - - 105 (105) =
Disposals = (1) (66) (2,343) = (2,410)
At 31 December 2007 36 4,555 484 9,289 221 14,585
Depreciation:
At1January 2007 9 1,595 238 7,982 = 9,824
Provided during the year ] 394 78 1,459 = 1,932
Disposals = (1) (66) (2,337) = (2,404)
At 31 December 2007 10 1,988 250 7,104 - 9,352
Net book amounts:
At 31 December 2007 26 2,567 234 2,185 221 5,233
At 31 December 2006 27 2,906 40 2,340 10 5323
1. Investments and interests in joint ventures
Unquoted Interests in joint
investments Equity loans  Total investments ventures
Group £000s £000s £000s £000s
At1January 2007 1,342 202 1,544 7,955
Additions 223 - 223 6,479
Repayments = (12) (12) (133)
Provisions made (1,560) - (1,560) (223)
Share of profit - - - 1,901
At 31 December 2007 5 190 195 15,979
Unquoted investments
These principally comprise the Group’s interest in the following company:
Interest Activity
Gambado Limited 100% non-voting Preference shares Children's entertainment centres

and 3% Ordinary shares

The cost of unquoted investments is £1,565,000 (2006: £1,342,000).

Equity loans

These comprise amounts advanced to homebuyers to assist in their purchase of the Group’s residential properties under the equity share scheme.
The loans with a cost of £190,000 (2006: £202,000) are repayable together with a share in the capital appreciation of the property upon the sale of
the house or upon the death of the owner. The loans are secured by a charge over the property and are interest free. In the event that the proceeds

from the sale are less than the original value the loan must be repaid from the proceeds first.
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Notes to the Accounts
continued

1. Investments and interests in joint ventures continued

Principal joint ventures

The Group holds the following interests in the ordinary share capital of the following companies:

Interest Activity
Affinity (Reading) Holdings Limited 33.3% PFI
Education Support (Enfield2) Holdings Limited 20.0% PFI
Education Support (Newham) Holdings Limited 20.0% PFI
QED (Clacton) Holdings Limited 20.0% PFI
QED (KMC) Holdings Limited 86.0% PFI
QED (Leeds) Holdings Limited 20.0% PFI
Annington Wates (Cove) Limited 50.0% Residential development
Barratt Wates (Horley) Limited 21.5% Residential development
The Burgess Hill Land Company Limited 50.0% Residential development
Wates Linden BRI Limited 50.0% Residential development
Wates Linden (Cuckfield) Limited 50.0% Residential development
Westcity Wates Property Development Limited 50.0% Residential development
The Group’s joint venture interests are analysed segmentally as follows:
Residential Residential
Construction development Total Construction development Total
2007 2007 2007 2006 2006 2006
G £000s £000s £000s £000s £000s £000s
Turnover 13,713 11,574 25,287 18,579 4,204 22,183
Operating profit 1,459 2,786 4,245 1,020 479 1,499
Profit before taxation 685 1,923 2,608 (137) 200 63
Taxation (179) (528) (707) 10 (60) (50)
Profit after taxation 506 1,395 1,901 (127) 140 13
Share of gross assets
Fixed assets - - - 4 11 15
Current assets 53,895 14,158 68,053 52177 10,811 62,988
Share of gross assets 53,895 14,158 68,053 52,181 10,822 63,003
Share of gross liabilities
Liabilities due within one year (3,551) (3,608) (7,159) (3,375) (5,983) (9,358)
Liabilities due after one year (49,482) (8,509) (57,991) (48,451) (4,570) (53,021)
Share of gross liabilities (53,033) (12,117) (65,150) (51,826) (10,553) (62,379)
Loans provided to joint ventures 4,630 8,446 13,076 3,877 3,454 7,331
Total investment in joint ventures 5,492 10,487 15,979 4,232 3,723 7,955
Turnover from Group trading with joint ventures, which is disclosed in note 27, includes £2,235,000 (2006: £26,821,000) which was eliminated on
consolidation being the proportion of turnover relating to the proportion of those joint ventures owned by the Group.
Shares in Group Unquoted
undertakings investments Total
Company £000s £000s £000s
At1January 2007 42,510 1,337 43,847
Additions - 223 223
Provisions made (624) (1,560) (2,184)
At 31 December 2007 41,886 = 41,886
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1. Investments and interests in joint ventures continued

The cost of shares in Group undertakings is £72,813,000 (2006: £72,813,000).
The cost of unquoted investmentsis £1,560,000 (2006: £1,337,000).

The Group’s principal subsidiary undertakings are set out on page 76.

12. Stocks
2007 2006
Group £000s £000s
Residential land and work in progress under development 14,235 8,611
Commercial developments - 3,750
14,235 12,361
13. Debtors
Group Company
2007 2006 2007 2006
£000s £000s £000s £000s
Amounts falling due within one year
Trade debtors 65,539 52,793 = =
Amounts recoverable on contracts 81,654 54,064 - =
Finance debtors 1,085 = = =
Amounts owed by subsidiary undertakings = = 15,852 16,160
Amounts owed by joint ventures 19,068 15,079 - -
Deferred taxation (note 17) 1,053 1,061 - -
Other debtors 6,133 5,969 = 4
Prepayments and accrued income 2,454 2,022 203 239
176,986 130,988 16,055 16,403
Amounts falling due after more than one year
Amounts recoverable on contracts 6,950 43,255 - -
Finance debtors 48,784 - - -
Amounts owed by joint ventures = 9,683 = =
Deferred taxation (note 17) 2,443 2,436 - -
58,177 55,374 - -
235,163 186,362 16,055 16,403

Construction turnover for the year includes the movement in value of contracting work done based on cost plus attributable profit, as set out in the
accounting policies in note 1; after careful review, it has been decided in the case of contracts where such attributable profit can be determined to be
reasonably certain that cost for this purpose should henceforth include overhead recovery on accrued costs as well as on other costs incurred to date

on which it has previously been included. The cumulative effect of including this additional turnover and profit is £3,772,000 for the year ended

31 December 2007.

Finance debtors include net finance cost capitalised of £1,377,000 (2006: £nil). Amounts recoverable on contracts include net finance cost capitalised

during the course of construction falling due after more than one year of £nil (2006: £535,000).
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Notes to the Accounts

continued
14. Creditors: amounts falling due within one year
Group Company

2007 2006 2007 2006

£000s £000s £000s £000s
Bank loans (note 15) 1,422 - - -
Advance payments on account of contracts 71,264 56,643 = =
Trade creditors and subcontractor accruals 159,990 137,423 5 -
Amounts owed to subsidiary undertakings - - 26,344 13,983
Amounts owed to joint ventures 2,001 - - -
Corporation tax payable 3,972 6,133 258 149
Other taxes and social security 4,279 10,664 - -
Other creditors 3,373 3113 = =
Accruals and deferred income 32,270 24,217 - -
Preference shares - 4,751 - 4,751

278,571 242,944 26,607 18,883

The 1,471,981 non-voting £1 C preference shares at 31 December 2006 were redeemed for £4,913,208 on 3 May 2007. The balance at 31 December

comprised:

Group and company

Fair value Fair value

Nominal Value adjustment Total Nominal Value adjustment Total

2007 2007 2007 2006 2006 2006

Issued and fully paid preference shares S U HIRE B U Gt
Non-voting £1 C preference shares = = = 1,472 3,279 4,751

15. Creditors: amounts falling due after more than one year

Group Company

2007 2006 2007 2006

£000s £000s £000s £000s
Bank loans 45,517 29,618 - -
Trade creditors 5,099 5,903 - -
Accruals and deferred income 9,101 8,121 - -
59,717 43,642 - -

Group Company

2007 2006 2007 2006

Maturity of bank loans £000s £000s £000s £000s
One year or less 1,422 - - -
In'more than one year but not more than two years 1,037 1,422 = =
In more than two years but not more than five years 3,099 3,053 = =
In more than five years - by instalments 1,811 25,565 - -
47,369 30,040 - -
Less: unamortised issue costs (430) (422) - -
46,939 29,618 - -

The bank loans consist of senior debt of a subsidiary repayable in instalments by August 2034. Principal repayments commence in February 2008. The
interest on the senior debt was fixed through the use of swaps at 5.95% (+mla of 0.02%) per annum during the construction period of the PFl project
to August 2007. It then moved to 5.80% (+mla) per annum for the next two years, then 5.85% per annum for the next four years followed by 5.90% per
annum for the next five years and 5.95% per annum thereafter. The senior debt is secured by way of a first fixed charge over the subsidiary’s assets,

principally finance debtors.
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16. Provisions for liabilities and charges

2007
Group £000s
At1January 5,936
Utilised during the year (337)
Transferred on disposal (226)
Profit and loss account - credited during the year (1,927)
At 31 December 3,446
All provisions are construction related.
17. Deferred taxation
2007
Group £000s
At 1January 3,497
Charged to profit and loss account M
At 31 December 3,496
Deferred tax is provided as follows:
2007 2006
£000s £000s
Accumulated depreciation in excess of capital allowances 850 748
Short-term timing differences 2,646 2,749
3,496 3,497
2007 2006
£000s £000s
Deferred taxation asset under one year 1,053 1,061
Deferred taxation asset over one year 2,443 2,436
3,496 3,497
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Notes to the Accounts

continued
18. Called up share capital
2007 2006
Number £000s Number £000s

Authorised:

A ordinary shares of £1 each 613,333 614

B ordinary shares of £1 each 613,333 614

C ordinary shares of £1 each 613,333 614

A second ordinary shares of £0.0277 each 60 -

B second ordinary shares of £0.0277 each 60 -

C second ordinary shares of £0.0277 each 60 =

Non-voting A preference shares of £1 each 5,519,998 5,520

Non-voting B preference shares of £1 each 5,519,998 5,520

Non-voting C preference shares of £1 each 5,519,998 5,520

Index linked non-voting A shares of £1 each 33,333 33

Index linked non-voting B shares of £1 each 33,333 33

Index linked non-voting C shares of £1 each 33,333 33

Non-participating ordinary shares of £1 each 5 =

Non-voting ordinary shares of £1 each 18,399,995 18,400

Index-linked preference shares of £1 each 100,000 100
18,500,172 18,501 18,500,000 18,500

Issued and fully paid:

Equity

A ordinary shares of £1 each 323,854 324

B ordinary shares of £1 each 323,854 324

C ordinary shares of £1 each 323,854 324

A second ordinary shares of £0.0277 each 60 -

B second ordinary shares of £0.0277 each 60 -

C second ordinary shares of £0.0277 each 60 -

Non-voting A preference shares of £1 each 2,914,677 2,914

Non-voting B preference shares of £1 each 2,914,677 2,914

Non-voting C preference shares of £1 each 2,914,677 2,914

Index linked non-voting A shares of £1 each 20,750 21

Index linked non-voting B shares of £1 each 20,750 21

Index linked non-voting C shares of £1 each 20,750 21

Non-participating ordinary shares of £1 each 5 -

Non-voting ordinary shares of £1 each 9,715,593 9,715

Index-linked preference shares of £1 each 62,250 62
9,778,023 9,777 9,777,848 9,777

During the year the five non-participating ordinary shares of £1 each were subdivided into 180 second ordinary shares of 2.777 pence each and these
were then redesignated as 60 each of A, B and C second ordinary shares of 2.777 pence each; additionally the 9,715,593 non-voting ordinary shares
of £1 each were redesignated as 323,854 each of A, B and C ordinary shares of £1 each and 2,914,677 each of non-voting A, B and C preference shares
of £1 each and the 62,250 index-linked preference shares of £1 each were redesignated as 20,750 each of index linked non-voting A, B and C shares of
£1each.
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19. Share premium account and reserves

Share Capital Capital
premium redemption reserve on Profit and loss
account reserve consolidation Other reserve account
Group £000s £000s £000s £000s £000s
At1January 2007 956 15,975 1,098 (3,279) 21177
Profit for the financial year = = = = 25,597
Dividends paid = = = = (14,973)
Actuarial gain recognised in the pension scheme - - - - 8,044
Deferred tax arising on gain in the pension scheme = = = = (2,455)
Redemption of preference shares - 1,472 - 3,441 (4,913)
Unwinding of discount = = = (162) 162
At 31 December 2007 956 17,447 1,098 = 32,639
Capital
Share premium redemption Profit and loss
account reserve Other reserve account
Company £000s £000s £000s £000s
At1January 2007 956 15,975 (3,279) 18,064
Profit for the financial year - - - 4,951
Dividends paid = = = (14,973)
Redemption of preference shares = 1,472 3,441 (4,913)
Unwinding of discount = = (162) 162
At 31 December 2007 956 17,447 - 3,291

The capital reserve on consolidation comprises the excess of the share capital of certain subsidiary undertakings over the nominal value of the
consideration shares issued by the Company and expenses and arises on consolidation by the merger method of accounting together with negative
gooduwill on acquisitions consolidated by the acquisition method of accounting.

Other reserve consisted of the excess of the fair value of the non-voting £1 C preference shares over the nominal value of the shares for which they
were issued. These shares were redeemed on 3 May 2007.

There is no goodwill written off to reserves (2006: £nil).

20. Reconciliation of Group operating profit to operating cash flows

2007 2006

£000s £000s
Group operating profit including joint ventures 29,618 44,587
Depreciation 1,935 2,250
Provisions movement (481) 3,656
Joint ventures (4,245) (1,499)
(Increase)/decrease in stocks (1,874) 11,863
Increase in debtors (49,614) (59,841)
Increase in creditors 40,578 19,737
Net cash inflow from operating activities 15,917 20,753
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Notes to the Accounts

continued
21. Analysis of changes in net funds
At At
1January Cash Non-cash 31December
2007 flow changes 2007
£000s £000s £000s £000s
Cash at bank and in hand 131,785 1,269 133,054
Less deposits due after one day (36,414) (632) (37,046)
637
Liquid resources: deposits due after one day 36,414 632 37,046
Bank loans due within one year = = (1,422) (1,422)
Bank loans due after one year (29,618) (17,321) 1,422 (45,517)
(17,321)
Net funds 102,167 (16,052) = 86,115
22. Reconciliation of net cash flow to movement in net funds
2007 2006
£000s £000s
At1January 102,167 85,139
Net cash inflow 637 10,232
Cash outflow from increase in liquid resources 632 36,414
Drawdown of bank loans due after one year (17,321) (29,618)
At 31 December 86,115 102,167
23. Operating leases
Land and Land and
buildings buildings
2007 2006
£000s £000s
Annual Group commitments to operating lease payments within one year in respect of leases expiring:
Within one year 127 42
Between two and five years 840 462
After five years 1,102 1,384
2,069 1,888
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24. Pension schemes

The Group operates a funded defined benefit pension scheme, the Wates Pension Fund (“the Scheme™), for all qualifying employees working in the UK
and a Group Personal Pension Scheme providing benefits on a defined contribution basis. The funds of the Scheme are administered by Trustees and
are separate from the funds of the Group. Independent qualified actuaries undertake a formal valuation of the Scheme at least every three years. The
last actuarial valuation of the Scheme was carried out at 1January 2005. The market value of the Scheme’s assets at that date was £87,570,000. The
market value of the Scheme’s assets was sufficient to cover 80 percent of the benefits that had accrued to members, after allowing for expected future
increases in earnings.

Composition of the Scheme

The Scheme is closed to new entrants. The current service cost will increase as the members of the Scheme age. A full actuarial valuation was carried
out as at 1January 2005 and updated annually as at 31 December thereafter by a qualified independent actuary. The major assumptions used by the
actuary were (in nominal terms):

2007 2006 2005
Rate of increase in salaries * 4.20% 4.00% 3.60%
Rate of increase of pensions in payment ** 3.10% 2.90% 2.50%
Rate of increase to deferred pensions 3.20% 3.00% 2.60%
Discount rate 5.70% 515% 4.90%
Inflation assumption 3.20% 3.00% 2.60%

* For past service, most members’ benefits revalue in line with the lower of RPI or 2.5%, rather than in line with salary increases.
**Pension increases for service accrued from 6 April 2006 are the lower of RPI or 2.5% p.a.

For 2007 and 2006 the mortality for all members has been assumed to be in line with the PAS2 tables (year of birth) mc rated up one year. For 2005
the post retirement mortality table used for Actives and Deferred pensioners was the PA92 Base, rated down three years. For 2005 for pensioners the
PAS2 Base table was updated in line with the then most recent funding valuation to PA92 (C=2005).

The assets and liabilities in the Scheme and the expected rate of return were:

2007 2006 2005
% £000s % £000s % £000s
Equities 7.25% 46,251 7.25% 48,486 7.00% 54,249
Bonds 5.15% 68,599 4.75% 59,438 5.00% 26,361
Gilts *** 4.25% 22,261
Property 6.00% 13,145 6.00% 11,105
Cash 5.50% 301 5.00% 593 4.50% 6,344
Total market value of assets 128,296 119,622 109,215
Actuarial value of liabilities (128,585) (129,770) (125,227)
Deficit in the Scheme (289) (10,148) (16,012)
Related deferred tax asset 81 3,044 4,804
Net pension liability (208) (7,04) (11,208)

***Since 31 December 2005 the Scheme altered its investment policy. The bond and gilt portion of the assets is now invested in a single bond fund, with
a benchmark split of 50% gilts and 50% corporate bonds.
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Notes to the Accounts
continued

24. Pension schemes continued

2007 2006
Analysis of the amount charged/(credited) to operating profit HE s
Service cost 1,839 3,526
Past service cost 260 =
Exceptional credit - curtailment of pensions liability (note 3) = (17,100)
Total operating charge/(credit) 2,099 (13,574)
2007 2006
Analysis of net finance (cost)/income on Scheme £000s £000s
Expected return on Scheme assets 6,374 6,274
Interest on pension liabilities (6,662) (6,169)
Net finance (cost)/income (288) 105
2007 2006
Analysis of amount recognised in statement of total recognised gains and losses (STRGL) £000s FO00s
Actual return less expected return on assets 583 1,901
Changes in assumptions 7,461 (14,251)
Actuarial gain/(loss) recognised in STRGL 8,044 (12,350)
2007 2006
Movement in deficit during the year £000s £000s
Deficit in Scheme at 1 January (10,148) (16,012)
Movement in year:
Current service cost (1,839) (3,526)
Past service cost (260) =
Curtailment gain - 17,100
Contributions 4,202 4,535
Net finance (cost)/income (288) 105
Actuarial gain/(loss) 8,044 (12,350)
Deficit in Scheme at 31 December (289) (10,148)
History of experience gains and losses 20U gute s 2 e
Difference between actual and expected return on Scheme assets:
amount (£000s) 583 1,901 9,113 3,376 5,934
percentage of Scheme assets 0% 2% 8% 4% 8%
Experience gains and (losses) on Scheme liabilities:
amount (£E000s) = - 1,444 (343) 2,059
percentage of Scheme liabilities 0% 0% 1% 0% 2%
Actuarial gains/(losses) in STRGL:
amount (£000s) 8,044 (12,350) 695 (1,054) 2,006
percentage of Scheme liabilities 6% 10% 1% 1% 2%
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25. Capital commitments

At 31 December 2007 the Group had no contracted capital expenditure (2006: £nil).

26. Contingencies

There are claims arising in the normal course of trading which are in the process of negotiation and which in some cases are likely to be protracted over
several years. Provision has been made for all amounts which the directors consider will become payable on account of claims. There are contingent
liabilities in respect of guarantees under buildings and other agreements entered into in the normal course of business.

The Company has guaranteed the overdrafts of subsidiary undertakings.

27. Related parties

The Group carried out construction contracts for Gambado Limited during the year at a value of £6,000 (2006: £1,198,000). Members of the Wates
family have shareholding interests and were directors of this company during the year and the prior year.

The Company provides finance to Needspace? Limited. A member of the Wates family was the sole shareholder of this company and he and a director
of the Company were also directors of this company during the year and the prior year. The Company purchased the entire share capital of Needspace?
Limited in January 2008.

There were no purchases made from related party companies.

Turnover in respect of the value of contracting work done for and land sold to companies in which the Group has shareholding interests was as follows:

Turnover Turnover

2007 2006

Relationship to Group E Hs
Joint Ventures 6,350 61,960
Investments 33 1,522
6,383 63,482

Amounts are due to the Group from related party companies as follows:

2007 2006

Relationship to Group D00 ELnD
Joint Ventures 32,144 32,093
Investments 3,457 2,979
35,601 35,072

Additionally at 31 December 2007, the Group owed £2,001,000 to a joint venture (2006: £nil).
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Principal Subsidiary Undertakings

At 31 December 2007

All principal subsidiary undertakings are incorporated in England.
The Wates Group Limited interest is 100% in the issued share capital of these undertakings included in the consolidated financial statements:

Construction companies

Wates Construction Limited*

Wates Interiors Limited

Wates Maintenance Services Limited
Wates PFl Investments Limited

Wates PFI Investments (Projects) Limited
Wates PFI Investments (QED) Limited
Wates Regeneration (Coventry) Limited
QED Education Environments Limited*
QED (Slough) Limited

QED (Slough) Holdings Limited
Residential development companies
Wates Developments Limited*

Wates Group Properties Limited
Commercial property companies

10 St. Bride Street Limited*

Group services companies

Wates Group Services Limited*

Estate agency companies

Wates Estate Agency Services Limited*
Wates Letting and Management Services Limited

* Owned directly by Wates Group Limited
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Group Five Year Summary

2003* 2004* 2005 2006 2007
£m £m £m £m £m
Profit and loss account
Group turnover (plus share of joint ventures' turnover) 586 641 698 886 974
Group turnover 581 631 670 863 949
Operating profit** 15.5 2.7 8.5 44.6 29.6
Profit on ordinary activities before taxation** 14.4 35 10.6 48.5 37.7
Balance sheet
Net assets 28.4 29.4 19.3 457 61.9

*Restated in 2005 to reflect FRS 17 and FRS 25

** Operating profit and profit before taxation for 2006 include an exceptional credit of £17.1m relating to the curtailment of pensions liability
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