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Highlights of 2006
Interserve is a services, maintenance and building group.

•

Revenue up 16 per cent to £1,408.5 million (2005: £1,214.5 million)

•

Profit before tax, exceptional items and amortisation: up 61 per cent
to £58.1 million (2005: £36.0 million)a

•

Net cashflow from operating activities up 15 per cent to £40.1 million
(2005: £34.8 million)

•

Earnings per share before exceptional items and amortisation:
up 68 per cent to 31.7p (2005: 18.9p)b

•

Full-year dividend: increased by 4.8 per cent to 15.4p (2005: 14.7p)

“Our trading performance emphatically demonstrated the strength of each of Interserve’s three
main operating divisions, with headline earnings per share rising by 68 per cent to 31.7 pence
(2005: 18.9 pence). We also made the exciting acquisition of MacLellan Group plc, which opens up
new markets, augments the range of services we can offer to existing clients and enables us to bid
for work using the combined skills and scale of the two organisations. The integration of MacLellan
and of the Industrial Services division into our Facilities Services operation is well advanced.
“In addition to trading strongly we won a notable amount of new business during 2006 which will
generate revenue going forward. Our future workload at 31 December had grown to £5.6 billion, up
17 per cent on 2005 (£4.8 billion). With the underlying strength of the business demonstrated in
our 2006 performance, our record future workload and the opportunities created by our acquisition
of MacLellan, Interserve’s future prospects are encouraging.”
Adrian Ringrose
Chief Executive

a after exceptional items and amortisation: £15.1 million (2005: £36.2 million)
b after exceptional items and amortisation: (1.4)p (2005: 19.0p)

Our profile

Principal activities

Overall revenue split by
market sector
Interserve is a services,
maintenance and building
group. We provide services
across the whole life of many
types of buildings and
infrastructure such as hospitals,
schools, offices, industrial
plant, bridges, waterworks or
roads. We offer our services at
each stage of the asset
lifecycle: we build, we help
others build by hiring them
equipment, we maintain, we
support operations and we
replace. Around 80 per cent of
our services are delivered into
the built environment and 20
per cent to plant and
infrastructure.
A common theme throughout
our services is that we manage
complex environments to
enable our clients’ businesses
to run more effectively. The
core competencies that enable
us to deliver the services our
customers need are:
• Service integration
• Direct delivery and supply
chain management
• Productivity improvement
• Development of long-term
working relationships
• Driving and managing change

Increasingly our customers wish
to buy more services from
fewer suppliers. With our
breadth of skills and services,
we are able to respond to that
customer need and to deliver a
“one-stop-shop”, integrated
service. Private Finance
Initiative (PFI) projects are an
excellent example of where the
customer wants to work with
an organisation that can design,
build, operate, maintain,
replace and finance their asset.
Our ability to tailor our services
to meet individual client needs
by harnessing expertise from
across the Group differentiates
us and means that we can
achieve growth with existing
clients by delivering additional
services. For example, in a
number of cases we are
developing facilities
management (FM) services from
our existing construction
framework agreements and are
winning construction contracts
with FM clients.
Interserve’s value chain shows
how our services support the
creation and management of
assets throughout their lives
and how we add value at each
stage. Our strategy is to build
long-term relationships, and
these can relate to any of the
links in the value chain,
although our longest contracts
are for operational and
maintenance services.

Value chain
Lifecycle
stage

Key
Interserve
roles

Design

Specify
Architecture
Engineer

New Build

Project manage
Procure
Deliver

Refurbish

Manage
Interface
Deliver

7%

Divisional revenue split by
market sector – see left for key
2%

9%

11%

6% 10%
14%

19%

7%

38%

8%
15%

27%

8%
6%
13%

Health
Defence
Industry

Facilities Management
Activities
Provision of outsourced support
services to public- and privatesector clients.

Central and local government
Infrastructure
Commerce
Education
Custodial/police

The Facilities Management (FM)
division concentrates on
opportunities where it can
deliver benefits through
integrating the management
and delivery of several services
for one customer.
Typical services
• mechanical and electrical
maintenance
• communications
• building fabric maintenance
• energy monitoring
• estates management
• reception
• helpdesk
• security
• cleaning
• catering
• porterage
• waste management
• industrial access
• industrial cleaning
• application of protective
coatings and insulation
• power transmission
• pipework fabrication

Operate

Complex HR issues
Hard FM
• fabric/services
Soft FM
• occupancy support
Lifecycle management

Key sectors
• health
• education
• commerce
• defence
• industry
• central and local
government
• custodial/police
• retail
Geographical scope
United Kingdom, Ireland,
Cyprus, South Atlantic
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Split of investment commitment
2% 3%

2%
13%

8%

9%

7%
6%

11%

5%
2%

5%
2%
57%

5%

21%

11%
3%

18%

36%
52%

38%

34%

17%

31%
2%

Specialist Services

Project Services

Equipment Services

PFI Investments

Activities
Provision of a set of specialised
services. These can be
delivered either individually or
as part of bundled service
packages through the FM
division.

Activities
Design, construction and
maintenance of buildings and
infrastructure.

Trading name
RMD Kwikform Limited

Activities
Transaction structuring and
management of Interserve’s PFI
activities.

Typical services
• manned guarding
• security stewards
• mechanical and electrical
installation and
maintenance
• heating, ventilation and air
conditioning servicing
• asbestos surveying and
remediation
• specialist window and
façade cleaning
• safety systems for working
at height
Key sectors
• commerce
• finance
• retail
• sport
• central and local
government
• infrastructure
• industry
Geographical scope
United Kingdom

Focusing on framework
agreements, PFI projects and
long-term maintenance
contracts, Project Services has
a progressive approach,
working in true partnership and
forming long-term relationships
with its customers and its
supply chain.
Typical services
• building design,
construction and
maintenance
• road design and
construction
• bridge maintenance and
repair
• design, construction and
commissioning of water and
sewage treatment plants
Key sectors
• health
• education
• commerce
• defence
• industry
• central and local
government
• infrastructure
• custodial/police
Geographical scope
United Kingdom, Middle East

Activities
Design, hire and sale of
formwork, falsework and
associated access equipment in
infrastructure and building
projects.
The division’s design and
logistics expertise help its
customers maximise the value
of their projects by reducing
time and cost, and position
Interserve as an integral part of
their supply chain.
Typical services
• hire and sale of formwork,
falsework and associated
access equipment
• consultancy in its
application
• project planning
• technical support
• custom design
Key sectors
• infrastructure
• transport
• buildings
• utilities
• waterways
• commerce
• industry
• central and local
government

The division co-ordinates
Interserve’s identification of
suitable target projects,
selection of bid partners and
bid management process. It
manages the Group’s PFI equity
investments and provides
management services to various
special purpose companies. At
31 December 2006 Interserve
was involved in 24 PFI/PPP
(public/private partnership)
contracts with five more at
preferred bidder stage. The
total investment commitment
for these projects was
approximately £71.4 million.
Key sectors
• health
• education
• defence
• central and local
government
• custodial/police
Geographical scope
United Kingdom

Geographical scope
Europe, Middle East,
Australasia, Far East, North &
South America
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Directors and advisers

A

A
B
C
D
E
F
G
H
I

Norman Blackwell
Adrian Ringrose
Tim Jones
John Vyse
Patrick Balfour
Les Cullen
Nicholas Keegan
David Trapnell
Trevor Bradbury

B

C

D

Chairman

Executive directors

Norman Blackwell (Lord Blackwell) 1
Norman was appointed Chairman of
Interserve on 1 January 2006 having joined
the Group as a non-executive director the
previous September. His other business
interests include non-executive
directorships at Standard Life Assurance,
Slough Estates, The Corporate Services
Group and SmartStream Technologies
Group. He is also Chairman of the Centre
for Policy Studies, a board member of the
Office of Fair Trading and a special adviser
to KPMG Corporate Finance.

Adrian Ringrose 1
Chief Executive
Adrian was appointed Chief Executive in
July 2003 having served as Deputy Chief
Executive since January 2003. He joined
Interserve in 2000 on its acquisition of the
Building & Property Group, became
Managing Director of Interservefm a year
later and joined the parent Board in 2002.
Adrian is also a non-executive director of
the Business Services Association and a
Member of the Employers’ Forum on
Disability President’s Group. He is 39.

A former partner of McKinsey & Company,
Norman was Head of the Prime Minister’s
Policy Unit from 1995-1997 and was
appointed a life peer in 1997. His past
business roles have included Director of
Group Development at NatWest Group and
non-executive director of Dixons Group.
Norman is 54.

Tim Jones
Group Finance Director
Tim joined Interserve as Group Finance
Director in August 2003. He was previously
Novar’s Group Director of Financial
Operations. Prior to joining Novar in 2001
Tim spent six years in a variety of senior
financial positions at Exel, both in the
UK and overseas. Having qualified as an
accountant Tim’s early career was in
corporate finance and acquisitions. He is 43.
John Vyse
John was appointed to the parent Board in
2002 and is Chairman of Interserve Project
Services. He joined the Group in 1993 and
in 1996 was appointed Managing Director
of Tilbury Douglas Construction. He has
also held the chairmanship of several
other Interserve subsidiaries. He is 58.
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E

F

G

H

Non-executive directors
G Patrick Balfour 1 2 3 4
Patrick became a non-executive director
on Interserve’s parent Board at the
beginning of January 2003. He is a solicitor
and was formerly a partner of Slaughter
and May. Patrick is 65.
Les Cullen 1 2 3
Les joined Interserve as a non-executive
director in October 2005. He is a nonexecutive director of Avis Europe, DTZ
Holdings and F&C Smaller Companies and
has been appointed as a Trustee of the
British Telecom Pension Fund and Sustrans
Ltd. He has previously held the post of
Group Finance Director at De La Rue,
Inchcape and Prudential. Les is 55.

I

Advisers
Nicholas Keegan 1 2 3
Nicholas joined Interserve as a nonexecutive director in July 2003. He is Chief
Financial Officer of CompAir Group and a
non-executive director of Staffline
Recruitment Group. He has previously
been Group Finance Director at Evenser
Group, Frederick Cooper and Newman
Tonks Group. Nicholas chairs the Audit
Committee and is 51.
David Trapnell 1 2 3
David became a non-executive director of
Interserve in July 2003. Previous roles
include non-executive director and
Chairman of the Audit Committee at
The Royal Mint, Group Chief Executive
of Marley and Vice-President of the
Construction Products Association.
David chairs the Remuneration
Committee and is 62.

Former executive director
Stewart Hagerty
Stewart left the Board on 20 July 2006.

Group Company Secretary
Trevor Bradbury
Registered office
Interserve House
Ruscombe Park
Twyford
Reading
Berkshire RG10 9JU
T +44 (0)118 932 0123
F +44 (0)118 932 0206
info@interserve.com
www.interserve.com
Registered number 88456
Registrar and Share Transfer Office
Capita Registrars
Northern House
Woodsome Park
Fenay Bridge
Huddersfield HD8 0LA
T (UK) 0870 162 3131
T (overseas) +44 20 8639 3131
F +44 (0)1484 600911
shareholder.services@capitaregistrars.com
www.capitaregistrars.com
Auditors
Deloitte & Touche LLP
Bankers
Royal Bank of Scotland plc
HSBC Bank plc
Stockbrokers
JPMorgan Cazenove Limited

1

Member of the Nomination Committee

2

Member of the Audit Committee

3

Member of the Remuneration Committee

4

Senior Independent Director

Lawyers
Wragge & Co LLP
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Chairman’s statement

Interserve’s overall trading
performance in 2006 was very
strong, resulting in headline
profit1 growth of 61.4 per cent
to £58.1 million (2005: £36.0
million). The Group’s strategy
was significantly advanced
through the acquisition of
MacLellan Group plc,
strengthening access to the
private sector facilities
management (FM) market and
adding further breadth to our
service capabilities.
Our results are summarised in
the table below:
Revenue
Headline profit

2006

2005

Growth

£1,408.5m

£1,214.5m

15.9%

£58.1m

£36.0m

61.4%

Profit before tax

£15.1m

£36.2m

(58.3)%

Net cashflow from operating activities

£40.1m

£34.8m

15.2%

Headline earnings per share2

31.7p

18.9p

67.7%

Basic earnings per share

(1.4)p

19.0p

People

Dividend

2006 was a year of
considerable progress for the
Group, involving a significant
acquisition and an extensive
reorganisation together with
further impressive organic
growth despite the setback in
Industrial Services. I am
greatly impressed with the
way our people responded at
all levels, both in terms of
managing change and also with
their determination to
continue delivering services,
developing client relationships
and winning new business. It is
testimony to their efforts that
Interserve has performed so
well and, on behalf of the
Board, I should like to thank
them for their ongoing
dedication.

The directors are therefore
recommending a final dividend
of 10.6p (2005: 10.1p),
bringing the total dividend for
the year to 15.4p (2005:
14.7p). Subject to shareholder
approval at the Annual
General Meeting, the final
dividend will be paid on 8
June 2007 to shareholders on
the register at the close of
business on 23 March 2007.

Prospects

1 Headline profit comprises profit before
taxation of £15.1m (2005: £36.2m)
adjusted for the impact of £30m
impairment of goodwill (2005: £nil);
£2.1m amortisation of intangible assets
(2005: £nil); £12.2m costs associated
with integrating MacLellan and
professional costs associated with the
accounting misstatements in Industrial
Services (2005: £nil); and, set against
these costs, an exceptional gain of
£1.3m from the sale of a PFI asset
(2005: £0.2m from property disposals).
2 Headline earnings per share are based
on Headline profit as defined in footnote
1 above (see note 11 to the financial
statements).
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We have concluded the
operational and strategic
review of our Industrial
Services business following the
forensic investigation
previously reported. As part of
this we have reviewed the
carrying value of goodwill for
this business, for which an
impairment of £30 million is
reflected in profit before tax.

The Group’s outstanding
trading performance
demonstrates both its skills
and its resilience. While we
remain dependent on the
continued buoyancy of our
markets, the additional
opportunities available through
the MacLellan acquisition, the
strength of our businesses and
a £5.6 billion future workload
give the Board confidence in
the prospects for the Group’s
continued growth.

Lord Blackwell
Chairman
12 March 2007

Directors’ report

Business review

The directors of Interserve Plc
present their report and the
audited financial statements
and notes for the year ended
31 December 2006.

Principal activities
Interserve is a services,
maintenance and building
group. We create buildings and
other structures for our clients
in the public and private
sectors; we maintain many
different types of buildings,
the operational systems that
support them and a range of
plant and equipment in
specialist fields; and we coordinate a host of background
services for our clients to keep
their operations running
smoothly and efficiently,
allowing them to concentrate
on their core business.
Describing these buildings and
other environments
collectively as “assets” defines
our role as supporting our
clients by providing a range of
services across the asset life
cycle. There is more detail on
pages 2 and 3, and the
principal companies of the
Group, together with details of
their individual activities and
locations, may be found on
pages 103 to 107.

Strategy
We can deliver the best value
to our clients when combining
several services. This may be
during one phase in the
lifetime of an asset, such as
where we supply a suite of
support services in live
operational facilities, or across
several phases from early
design through construction

and into ongoing facilities
management (FM). Our
understanding of clients’
objectives and practices,
combined with the breadth of
skills and resources at our
disposal across the asset life
cycle, enable us to tailor the
services we offer to meet
individual client needs.
We believe that our existing
markets offer significant
opportunities through the long
term and that our position in
them, built on the model
above, is strong. The main
thrust of our strategy is
therefore to develop each of
our businesses organically,
based on the cultivation of
long-term and mutually
beneficial relationships with
our clients. The breadth of our
services capability means that
we can extend and develop
many of these relationships,
offering enhanced value for
money through removing
unnecessary interfaces and
generating mutual stability.
Each of our businesses has
developed a range of skills
which we deploy in helping our
clients achieve their goals. We
aim both to augment these
skills, enabling us to offer
more services to our existing
clients, and to take our
expertise to new markets. For
example, in Facilities Services
the MacLellan acquisition has
given us a top-three position
in the FM retail sector and
we shall be seeking to offer
our comprehensive range of
services to more clients in
this exciting market.

In Project Services we have
proven abilities in delivering
complex projects consistently
on time and to budget, often
in “live” environments, and in
advising our customers on
construction and development
matters as their businesses
advance. One outcome of this
approach is the creation of an
enviable level of revenue
stability and visibility – our
future workload extends
forward several years through
a series of framework
agreements with major clients
in both the public and private
sectors. The same skills are
equally important
internationally, where our
success is based on offering
certainty of delivery on
projects requiring
sophisticated logistical
management.
Equipment Services’ design,
engineering and logistics skills
are important differentiating
factors. The main sources of
growth in this business will be
a continued focus on our
major markets, investment in
developing new products and
on taking our equipment fleet
into new territories. In some
cases we can do this by using
more of our existing product
range in markets where we are
already present, while in
others we shall consider
geographical expansion. We
have recently opened up an
operation in Oman, where our
Project Services associate
company is well established,
and will be developing our
presence in South Africa
this year.

Acquisitions in related fields
provide additional
opportunities to grow the
Group alongside organic
growth. The purchase of
MacLellan in 2006 is an
example of the successful
implementation of this
strategy. It represents a stepchange in our development,
giving us the opportunity to
expand our outsourcing
business significantly by crossselling more services to wider
markets. This strategic
rationale was underpinned by
MacLellan’s strong market
position and its specialist
security activities, enabling us
to enhance our position as one
of the UK’s leading support
services companies, with a
balanced and very high quality
client base.
In concert with the acquisition
we also enacted another
element of the strategy, which
was to integrate our Industrial
Services business into the
Facilities Services division
alongside MacLellan. In doing
so we have made it possible to
rationalise the back office and
to increase the co-ordination
and cross-selling of our FM
services through a single
reorganised structure.
We continue to assess the
opportunities for selective
acquisitions to enhance our
service offering or give us
access to new market
segments.
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Directors’ report - Business review

Operational review

Our trading performance
emphatically demonstrated the
strength of each of
Interserve’s three main
operating divisions. Headline
earnings per share rose by 68
per cent to 31.7 pence (2005:
18.9 pence) and cash
conversion remained strong at
over 150 per cent. We also
made the exciting acquisition
of MacLellan, which opens up
new markets, augments the
range of services we can offer
to existing clients and enables
us to bid for work using the
combined skills and scale of
the two organisations. We
have made good progress with
the integration of MacLellan
and of the Industrial Services
division into our Facilities
Services operation.

Key performance indicators

Revenue

2006

2005

Change

£1,408.5m

£1,214.5m

15.9%

Headline earnings
per share

31.7p

18.9p

67.7%

1

153.1%

150.2%

2.9% pts

Future workload

£5.6bn

£4.8bn

16.7%

7.9%

7.9%

0%

556

788

(29.4)%

Cash conversion

2

Staff turnover3
All-employee accident
incidence rate per
100,000 workforce

Sector

71%

29%

Public and privatised

Private

Work type

1 Cash conversion is calculated as the
percentage of cash generated from
operations of £49.3m (2005: £45.5m)
divided by the sum of: operating profit
of £1.4m (2005: £30.5m); plus
amortisation of intangible assets of
£2.1m (2005: £nil); plus impairment of
goodwill of £30m (2005: £nil); less profit
on disposal of property and investments
of £1.3m (2005: £0.2m).
2 Future workload comprises contracted
work plus work that has been settled
and on which final terms are being
agreed (principally PFI projects at
preferred bidder stage).

In addition to delivering an
excellent performance during
the year we accelerated the
pace at which we won new
business, which will support our
growth in the future. Our future
workload on 31 December
2006 was £5.6 billion (2005:
£4.8 billion) - over half the
increase coming from organic
growth, with around £360
million being the acquired
MacLellan order book.

76%

24%

Longer-term relationships

Projects and
shorter-term
relationships

Facilities Services
Facilities Services has
developed an excellent
reputation through the
provision and management of
an integrated range of FM
services to the public sector.
Results summary:
2006

2005

Contribution to Total
Operating Profit
£21.4m

£17.8m

3 Staff turnover measures the proportion
of managerial, technical and officebased staff leaving voluntarily over the
course of the year.

Revenue
(net of works bills4) £447.8m £383.3m

4 Works bills (pass-through costs on
certain MoD contracts on which no
margin can be earned) were £28.2m
(2005: £60.9m).

This strong performance – with
an increase of 20 per cent in
total operating profit – resulted
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Margin

4.8%

4.6%

both from new contracts and
from our continued success in
growing existing contracts. Our
South East Prime contract,
covering the MoD’s estate in
London and the south-east of
England, was a notable example
of such growth: in 2006, its
first full-year of operation,
revenue more than doubled.
Our new contracts are a
mixture of those which have
an immediate impact and
those which will do so in
future years once the facilities
in which we shall deliver our
services have been
constructed. They include:

Far Left: London Borough of Croydon
Our total facilities management contract
has so far achieved efficiencies in the region
of £2 million a year on a property portfolio
of 320 buildings throughout the London
Borough of Croydon.
Centre: Tesco Ireland
Initially awarded to MacLellan in 2004 for
a year, renewed in 2005 for a year, and in
2006 for a further two years, this contract
provides an integrated retail cleaning
solution to 48 stores throughout Ireland
and employs over 290 staff.
Right: Beth Flood
In November 2006, Beth Flood, 28, our
Facilities Manager for Coopers Square
Shopping Centre, in Burton-upon-Trent,
scooped the prestigious FMA Young
Manager of the Year at the PFM Awards.

• Croydon Council: a £60
million, seven-year contract
providing a broad range of
services in over 600
properties from the Town
Hall to libraries, youth clubs
and sports grounds (where
we not only maintain the
building fabric, plant and
equipment but also provide
services such as security,
cleaning and catering for the
buildings’ occupants).

• Tunbridge Wells (Pembury)
Hospital PFI – first choice
bidder: once the new sevenstorey hospital has been built
we shall deliver FM services
over a 30-year period.

• MoD Cyprus Prime Contract:
worth £100 million over five
years. Interserve is providing
maintenance, repair and
minor construction services
covering buildings and
infrastructure including
roads, water and power.

The integration of MacLellan
and of Industrial Services with
our Facilities Services
operations is at an advanced
stage. We have now
reorganised into two business
streams: Facilities Management
(FM) and Specialist Services. FM
provides a range of services
which we “bundle” together
and manage on behalf of our
clients, while Specialist
Services offers a number of
individual services to clients
with discrete requirements
(although we also incorporate
our Specialist Services into FM
contracts where appropriate).
The two sections of the division
already share many of the
same back-office and support
functions and this will increase
as the integration of the
businesses reaches completion.
We expect to achieve £3
million of annualised cost
savings as a result of this
integration programme.

• Holy Cross College PFI,
Strabane, Northern Ireland:
we shall deliver services
worth £15 million over the
college’s 25-year life
beginning in 2008.
• MoD Corsham PFI – preferred
bidder: a £180 million
contract where, once
constructed, we shall
provide a range of FM
services to this key
communications centre over
its 25-year operational
phase.
• Metropolitan Police: worth
£150 million over seven
years, this contract for a
broad range of services
begins in April 2007 and
continues the relationship
Interserve has had with the
client since 1999.

• Derry Schools PFI, Northern
Ireland – preferred bidder:
we shall provide FM services
in two new schools over 25
years following their
construction.

MacLellan
Results summary
(no 2005 comparators):
20 July31 December 2006
Contribution to Total
Operating Profit
Revenue

£5.2m
£114.1m

Margin

4.6%

This is in line with our
expectations at the time
of acquisition.
Amongst the new work secured
in 2006 are an integrated FM
contract for PRUPIM’s (part of
Prudential plc) portfolio of
14 retail schemes, a two-year
renewal of the contract to
clean 48 Tesco’s stores in
Ireland and a three-year
contract with Cable and
Wireless covering 72 sites in
the UK.
MacLellan’s pedigree was
underscored by the PFM
(Premises and Facilities
Management) Awards 2006
where we won in three out of
12 categories:
• Beth Flood, Facilities
Manager at Coopers Square
Shopping Centre in Burtonupon-Trent, won the
Facilities Management
Association’s Young Manager
of the Year award (following
previous Interserve winners
Cleantha Nodwell in 2003
and Vicky Rennie in 2004).
• MacLellan, PRUPIM and
Intelligent Property Group
won the E-Business category
for their innovative
Centremonitor.net asset and
task management system.
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Directors’ report - Business review

Operational review continued

68%

growth in headline
earnings per share

Rory Stoddart
Duty Facilities Manager,
UCL Hospital contract.
Named as one of the rising
young stars of the FM industry
by the British Institute of
Facilities Management in its
"35 under 35" poll, Rory, 26,
has been with Interserve for
three years and for 18 months
in his current role. He joined
the Group in an accounting
position and made the move into
FM when the UCLH opportunity
was advertised internally.

• The team at our contract
with HM Revenue & Customs
and the Department for
Work & Pensions in
Newcastle won the MultiService award.
MacLellan is already making a
significant contribution to the
Group. We are cross-selling its
services, particularly the
specialist security and window
cleaning capabilities, into both
existing and new contracts
such as University College
London Hospitals, Network Rail
and the London Borough of
Croydon. This has so far
generated revenue of £7
million. The benefits of
combining the skills of both
organisations have already
been proven in securing
contracts such as those with
the Metropolitan Police, the
Office for National Statistics
and Fujitsu-Siemens, worth
over £160 million in aggregate.

Industrial Services
Industrial Services, now
integrated within the Facilities
Services division, provides
specialised, maintenance-led
services on industrial and
similar sites. It also supplies
access equipment to these
sites where required.
Results summary:
2006

2005

Contribution to Total
Operating Profit
£(6.1)m £(5.4)m
Revenue
Margin

£154.1m £148.9m
(4.0)%

(3.6)%

As previously reported, upon
uncovering accounting
misstatements in the division

Left: Doha International Airport
Helping put Qatar on the map, Interserve’s
associate company, Gulf Housing &
Constuction, has undertaken a succession of
contracts at the Doha International Airport
for Qatar Airways.
Right: Sohar Industrial Complex
The Independent Water & Power Plant was
one of several projects undertaken at the
port development of Sohar in 2006 by
Douglas OHI, Interserve’s associate company
in the Sultanate of Oman.

we made wide-ranging changes
to the management team.
These involved the
secondment of a number of
senior managers from across
the Group and subsequently
the recruitment of external
personnel to provide
leadership, to enhance
operational, commercial and
financial control measures and
to effect the assimilation of
the business into the
established review and
reporting systems of the
Facilities Services division.
In light of our reappraisal of
Industrial Services’ historic
profitability we have
undertaken an operational and
strategic review of the
division’s future prospects.
This has included a critical
evaluation of the contract and
cost bases, together with a
root-and-branch review of the
organisational structure and,
as a result of integrating the
business into our Facilities
Services operations, the
amalgamation of the two backoffice support infrastructures.
We have concluded that the
industrial FM market remains
attractive, particularly for a
business with the broad
service range that we offer.
With a more efficient
organisational structure and
benefiting from improved
business development focus,
we judge that it is capable of
making a profitable
contribution to the Group’s
future results and are
implementing our plans
accordingly.

We have continued to win
work with new and existing
clients despite the challenges
faced by the business during
the year. These include:
• Two further contracts with
Scottish Power where we are
now carrying out overhead
line refurbishment on three
separate lines;
• We have continued our
relationship with BAE
Systems, winning a further
contract to provide the
access equipment and
conduct the blasting and
painting in all machinery
spaces and deckheads on
new Type 45 destroyers for
the Royal Navy.
• A further contract with longterm client Urenco to
provide mechanical and
electrical maintenance and
installation, structural
steelwork, painting,
insulation and other services
at its state-of-the-art
uranium enrichment site at
Capenhurst in the northwest of England.
• A two-year framework
agreement with Central
Networks for the provision
of high-voltage transmission
refurbishment services to its
eastern area substations and
underground and overhead
cables.
• A contract awarded by North
London Waste Authority to
deliver Insulation Services
on its Edmonton Solid Waste
Incineration Plant for a
three-year period with a
two-year option to extend.

The industrial sector is still
comparatively young in its use
of outsourced services, and we
believe that our consolidation
model, where we displace
several single-service providers
and give the client one point
of contact and improved
coordination of services, is
one the market is finding
highly attractive.

Project Services
Project Services works in close
collaboration with clients in
the UK and certain overseas
markets, providing professional
services to lead the design and
construction process in the
creation of a broad range of
buildings and infrastructure.
Results summary:
2006

2005

Contribution to Total
Operating Profit
£23.4m

£18.3m

UK

£12.7m

£12.2m

International

£10.7m

£6.1m

Revenue
Margin (UK only)

£556.0m £514.2m
2.3%

2.4%

The division performed very
well, with total operating
profit rising more than 25 per
cent. The majority of this
came from the impressive
growth in our international
operations in the Middle East,
which have continued to
benefit from the ongoing
demand for reliable, high
quality construction of the
type we are well placed to
deliver. Our UK operation
maintained its sound trading
record, with increased profits
at a stable margin.
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Operational review continued

£1.8bn
work won

The majority of Project
Services’ UK work comes from
a large number of small-tomedium-scale, low-risk
projects with long-standing
clients who value our
understanding of their business
and our input to their planning
process. We deliver these
through our highly efficient
network of regional offices,
which are able to call on local
resources as necessary as well
as having the back-up of our
central functions. Framework
agreements are a case in
point, where our central
management team interacts
with the client, architects and
other consultants while the
regional teams manage on-site
delivery and the performance
of the supply chain. We
undertake more extensive
building work, including PFI
contracts such as prisons and
schools and the more complex
projects under ProCure21 for
the NHS, through our Strategic
Projects unit.
In all cases the feature of our
service that clients value most
highly is our ability to deliver
logistically-complex projects
consistently, on time and to
budget. These skills were
recognised in a series of
awards during 2006:
• PFI/PPP Contractor of the
Year (Building awards):
Defence Sixth Form College
for the MoD. This project
was also shortlisted in the
Major Contractor of the Year
category.
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• Brunel Medal 2006 (Institute
of Civil Engineers): River
Gaunless Flood Alleviation
Scheme for the Environment
Agency.
• Award for Architecture (RIBA
East Midlands): Defence
Sixth Form College for the
MoD.
• Best Leisure Regeneration
Project (Property Week
Retail and Leisure awards):
Liberty Stadium for the City
& Council of Swansea.
• We were also runners-up in
three categories in the
Building Better Healthcare
awards.
A major project completed in
2006 was the Hadley Learning
Community in Telford. This
innovative PFI project was the
subject of a television
documentary entitled “Future
School”, charting its progress
from design through to the
opening of the secondary
school last September. The
primary and special-needs
schools and the other
remaining elements of the
Community, all of which form
part of the same extensive
structure, opened to schedule
in January 2007 and we are
now providing a full range of
FM services through a 28-year
contract.

Among the larger UK contracts
won in 2006 are:
• Two major educational
projects:
• Plymouth Schools PFI –
preferred bidder: a
primary school and a
ground-breaking “allthrough school” which
brings together an earlyyears, primary, secondary
and specialist school on a
single campus. Once these
are constructed we shall
deliver FM services over a
25-year period. This
contract has since reached
financial close.
• Leeds Building Schools for
the Future – preferred
bidder: we shall initially
be creating 14 schools
with a capital works value
of £220 million and shall
then provide FM services
over 25 years.
• Addiewell Prison PFI: we are
building a £70 million facility
for the Scottish Prison Service
to house 700 prisoners.
• Four framework agreements
with an aggregate value of
£400 million:
• Welsh Health Estates’
programme Designed for
Life: Building for Wales.
• The BBC, working across
its UK portfolio.
• Barclays, refurbishing
offices and branches
throughout the country.

• BT, developing exchanges
to form part of BT’s 21st
Century Network.
• NHS Procure Scotland, Fife:
worth £40 million and
involving phased work at
two major hospitals linked
to a separate PPP
development.
Each of our principal associate
companies in Qatar, the United
Arab Emirates and Oman
(where we increased our
holding in the associate from
33 to 49 per cent), contributed
strongly to Project Services’
outstanding international
performance. We completed
several major projects including
three works packages at the
existing Doha International
Airport, the majority of a
series of 49 electricity
distribution substations
throughout Qatar, the addition
of new exhibition halls at the
Dubai World Trade Centre and
an engineer-procurecommission (EPC) contract at
the Sohar refinery in Oman
involving the creation of
various plant and general
buildings, substations and
other facilities such as a
laboratory, medical centre,
mosque and fire station.
We also won a number of
significant new contracts in
the Middle East during the
year including:
• In Qatar:
• The provision of airline
facilities at the New Doha
International Airport.

Left top: Plymouth Schools PFI
Advancing school design for Plymouth City
Council, providing new facilities and
operating them over 25 years. This "all
through school" combines early-years,
primary, secondary and special schools
on a single campus.
Left bottom: HMP Addiewell PFI
This new 700-place prison is being built by
Interserve in Scotland, underlining our
position as a key player in the custodial
sector.
Right: Building Schools for the Future
Interserve is in a long-term partnership
with Leeds City Council to deliver design,
construction and operational services in the
Building Schools for the Future programme,
providing modern, inspirational learning
environments.

• The construction of two
main power stations and a
further 35 substations
across the country.
• In the UAE:
• We have begun building a
554-room hotel complex
as part of a staged
programme based on a
partnering agreement with
Majid Al Futtaim
Hospitality.
• We are creating two new
championship golf courses
- “Fire” and “Earth” designed by Greg Norman
near Dubailand.
• In Oman our success at the
Sohar Industrial Complex
continues with:
• a contract to build a
power station for an
aluminium smelter plant
and
• a further EPC project
associated with an
aromatics chemical plant.

Varadarajan
Sundarajan
Sundar is a contracts manager
for Khansaheb Civil Engineering,
an Interserve associate company
in Dubai, UAE. He is responsible
for overall contract management,
planning the work programme
and co-ordination with the
client, consultants, statutory
authorities and subcontractors.
Sundar, who has been with
Khansaheb since 1985, is
currently managing projects
worth 400 million dirhams (£55
million).
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Operational review continued

Equipment Services
Equipment Services provides
temporary structural
equipment and the engineering
designs for its use in complex
infrastructure projects.
Results summary:
2006

2005

Contribution to Total
Operating Profit
£22.6m

£20.5m

Revenue
Margin

£108.3m £107.2m
20.9%

19.1%

We maintained a healthy level
of investment in our
equipment fleet and this,
combined with the strategic
development of our Middle
East operations, has
contributed to the growth in
both total operating profit and
margin in 2006, following the
already excellent performance
of 2005.
The business generates revenue
through both hire contracts and
equipment sales (of both new
and used components). The
relative proportions of these
remained largely unchanged
from 2005 and followed the
typical pattern, with slightly
more revenue coming from
hire than sale. Some of the
larger projects undertaken
in 2006 were:
• Dubai Mall: when complete
this is scheduled to be the
world’s largest shopping
centre. We are still involved
in the project and have a
total of some 14,000 tonnes
of equipment on site
covering many of our
different product ranges.
• Al Hamad Hospital, Qatar:
based primarily on the
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Alshor Plus shoring system, a
variety of “flying” and other
tables were used in
conjunction with heavilyloaded tall supports to help
create the Hamad City Main
Hospital and its car park.
Once completed this will be
the largest hospital complex
in the world.
• The Pearl: our equipment is
being used to make 26
bridges to give access to this
huge land reclamation
project off the coast of
Qatar. It is the biggest
bridge-building project in
the world.
• Tricastle, Ireland: we hired
out 4,500 square metres of
formwork for a 10-month
period to enable our client
to create a multi-millioneuro mixed development
consisting of a shopping
centre, hotel, office space
and apartments.
• Ciopsa Bridge, Spain: in a
complex piece of
engineering design and
implementation, we
provided formwork tables
(and supports) which were
moved using electric motors
and cables to create a series
of spans in four viaducts
along a section of motorway
running from Valencia into
France.
• East Tsing Yi Viaduct, Hong
Kong: this is part of the
Route 8 project linking Sha
Tin in the Eastern New
Territories to Tsing Ma Bridge
and on to Lantau. We are
supplying a mixture of offthe-shelf and purposedesigned equipment for the

construction of the piers and
beams supporting the road
deck and parts of the deck
itself.

Regionally:
Middle East
We have continued to expand
our presence in the Middle
East to take advantage of the
dynamic market conditions and
the region now houses our
largest design capability. Our
export business from our
Middle East operations to
territories in the region where
we do not yet have
distribution centres grew
alongside our established
markets.
Europe
The UK traded well, with a
strong performance in the
building market offsetting a
weaker infrastructure market.
The result was further buoyed
by export sales. We invested in
people and facilities in Ireland
and increased profit
significantly in a market
growing in both the
infrastructure and commercial
sectors. In Spain our
investment in a new
distribution centre is bearing
fruit as, in a strong
infrastructure market, we had
a record year. We believe this
growth is likely to be
sustained.
Australasia
Although the Australian market
was relatively buoyant in 2004
and 2005, a slowdown in
commercial and residential
activity in Victoria and New
South Wales led to a reduction
in contribution in 2006. Our

Far Left: East Tsing Yi Viaduct, Hong Kong
Rising up to 60m high, the structure's
complex design requires high levels of
planning and technical expertise in order to
meet the tight timetable and guarantee
worker safety.
Centre: St Stephens, Hull
A new shopping and leisure complex in the
centre of Hull. A 52,000m2 scheme which
includes a state-of-the-art transport
interchange, 30 shops and new homes for
the Hull Truck Theatre and the Albemarle
Music Centre.
Right: Al Hamad Hospital, Doha
RMD Kwikform supplied Alshor Plus shoring,
designed in flying tables, mobile back
propping tables and heavily loaded 26m high
supports to assist with the construction of the
new Hamad City main hospital and car park.

performance in New Zealand
also peaked in 2004/2005 but,
despite the country’s economy
now being in recession, our
cost containment and
introduction of new products
helped sustain profits.
Far East
Our business in this region is
somewhat smaller than our
others and provides a mixed
picture. Hong Kong’s
infrastructure spending was
weak in 2006 although there
are prospects of improvement
in the near term offered by
the likelihood of casino
developments in Macao. Korea
remains highly competitive.
We had a record year in the
Philippines, where we have the
largest local base of any
international supplier.

Myriam Martín
Myriam is Commercial and
Marketing Manager for the
Equipment Services division in
Spain (RMD Kwikform Ibérica).
She joined the company in 1992
as personal assistant to the
managing director, just one year
after the Spanish operation had
been established. At that time
there were only four employees;
now there are over 100. Myriam
has grown with the business,
adding a Masters degree in sales
and marketing to her previous
business management degree.
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Operational review continued

£5.6bn
future workload

Ian Lamerton
Ian is a manager with the PFI
Investments division. He provides
management services to the Special
Purpose Company (SPC) set up to run
the Armada project in which
Interserve is building and operating
the MoD's Single Living Accommodation
in the Fleet Accommodation Centre
at Devonport, Plymouth.
Ian, who has been with Interserve for
three-and-a-half years, is responsible
for the day-to-day running of the SPC
including ensuring compliance with the
project deliverables, health and safety
monitoring and risk management. He
also reports on the performance of the
project to Interserve's equity partners
and the project's lenders.

PFI Investments
The PFI Investments division
leads all the Group’s PFI
activities. It manages our
investment portfolio and, in
many cases, delivers
management services to the
Special Purpose Companies
established to run the
contracts.
2006

2005

Contribution to Total
Operating Profit
£1.1m

£0.6m

Interest received
on subordinated
debt investments

£3.8m

£2.6m

£4.9m

£3.2m

The growing maturity of our
PFI portfolio as more projects
move into their operational
phases means that the
contribution from interest on
subordinated debt investments
has become increasingly
important.
With the completion of two
further facilities during 2006 –
Dungannon College in Northern
Ireland and the Hadley
Learning Community in Telford
– we now have 19 fully
operational projects plus five
under construction, in three
of which we are providing
interim services. We sold our
interest in one PFI contract,
Oxford Littlemore hospital,
at the beginning of 2006 for
£1.6 million, generating an
exceptional profit of
£1.3 million.
At the end of the year our
total investment commitment
for signed contracts was
£53.8 million of which we had
already invested £36.3 million.

Left: Derry Schools
Interserve will deliver facilities management
services valued at an estimated £17.5 million
over a period of 25 years. Services will
include security, waste management,
porterage, site maintenance and energy
management.
Right: Omagh College, Dungannon
A major element in the continuing regeneration of the Omagh community area,
Interserve is responsible for 50 per cent of
the equity and the facilities management of
this project including caretaking, cleaning,
building and grounds maintenance.
Photographs supplied by O’Hare and McGovern

We were also named preferred
or first-choice bidder on five
further projects (one of which
has since reached financial
close), bringing our total
commitment to £71.4 million.
As detailed in the Facilities
Services and Project Services
sections above, these are:
• Plymouth Schools (Project
and Facilities) – reached
financial close in early 2007
• MoD Corsham (Facilities)
• Leeds Building Schools for
the Future (Project and
Facilities)
• Tunbridge Wells Hospital
(Facilities)
• Derry Schools (Facilities)
We see PFI as a significant
source of value. The Financial
review on pages 23 and 24
gives a detailed analysis of its
contribution to the Group and
to its past and expected future
cash flows.

Group Services
The costs accounted for within
Group Services are principally
those relating to our PFI
bidding activity, a range of
centrally-provided services
and the Group Board. The
reduction in the 2006 figure
to £11.4 million (2005: £14.8
million) was achieved through
continued rationalisation of
the property portfolio and
lower Board and staff costs.

Outlook
The markets in which
Interserve has chosen to
operate are, overall, growing
healthily. We have positioned

ourselves to take advantage of
this through targeted
investment in new facilities
and capabilities at local and
regional level as well as with
the Group’s acquisition of
MacLellan.
The acquisition gives our
Facilities Services operations
increased access, breadth and
scale in a range of growth
sectors. The demand for
outsourced services is still
expanding. The potential UK
market for FM, already worth
more than £100 billion a year,
is expected to increase at a
real annual growth rate of
between 2 and 3 per cent1.
Within this market the Total
Facilities Management sector,
which embodies our integrated
approach, is forecast to be the
fastest growing segment.
Project Services has built a
reputation in the UK and the
Middle East for the consistent
delivery of projects on time
and to budget. This is
underpinned by a commitment
to fostering long-term
relationships both with clients
and with our supply chains.
The UK market is showing
steady growth and real GDP in
the UAE, Qatar and Oman is
forecast to grow at annual
averages of 6, 8 and 4 per
cent respectively over the
next three years2. With this
foundation the opportunities
for the division remain
positive.
The outlook for Equipment
Services is encouraging.
Prospects in the Middle East

remain strong and in aggregate
the European market is also
likely to grow, while conditions
in the Far East and Australasia
are more challenging. In
pursuit of our ambitions to
expand the business
geographically we have
identified a promising
potential market in South
Africa and also plan to
commence other new
operations in 2007.
Our markets are attractive and
our ability to succeed in them
was demonstrated by the
notable value of new business
generated in the year. Our
future workload grew
organically by 10 per cent to
£5.3 billion (2005: £4.8
billion). MacLellan’s order
book boosted this total to £5.6
billion, representing an
increase of 17 per cent
overall. With the underlying
strength of the business
demonstrated in our 2006
performance, our record
future workload and the
opportunities created by our
acquisition of MacLellan, we
are confident in the prospects
the future holds for Interserve.

1 Source: MBD report March 2006
2 Source: Business Monitor International
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Case studies

Whole-life learning
The Hadley Learning Community, Telford, Shropshire
• Groundbreaking whole-life education facility
• One-stop-shop Interserve solution
• Integrated team and community involvement
The Hadley Learning Community (HLC) is the UK’s first “allthrough” school. Built in less than two years, it is an exciting
development and represents a template for future schools –
a possible solution both to the problems of depressed inner
cities and the troubles of rural areas faced with families’
complex needs.
The HLC is in fact a unique fusion of several schools in one,
extending into family and adult education for the community.
This is a ground-breaking concept which aims to share facilities
and an educational ethos across all age groups and to address
the problem of regression as children pass from one phase of
education to the next. This is a well recognised issue where the
changes in surroundings, classmates and teaching style combine
to unsettle many children and cause their academic performance
to slip backwards, sometimes by as much as a year. The HLC
offers a solution by bringing together nursery, primary and
secondary facilities under a single roof and, importantly, under
a single Principal. This eases the transition between educational
stages, promotes staff collaboration and means that children’s
confidence remains high as they enter their new school.
With a challenging timetable - the contract was signed in March
2005 and the secondary school had to be handed over in
September 2006 followed by the remainder of the school in
January 2007 - the relationship between Interserve and Telford
and Wrekin Borough Council was crucial to the success of the
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project. The early recruitment and in-depth involvement of Dr
Gill Eatough as the future school’s Principal was also fundamental,
and the project benefited greatly from her dedication, drive
and commitment even at the most testing of times.
Key Facts
Primary school pupils

420

Secondary school pupils

1,200

Pupils with severe and profound learning difficulties

150

Sports, leisure and arts centre, including 150-seat theatre
Total number of rooms

740

Value of Interserve services

£105 million

Interserve investment

£3.8 million

Interserve’s Senior Project Manager, Gareth Edwards, and his
team established an excellent relationship with Gill and her
teaching staff, which proved to be a critical part of the build
process. They all soon became mindful of the staff’s specific
needs and were able to accommodate these at an early stage
with regular meetings being held to fine-tune the design and
the equipment proposed. Particular consideration was given to
the needs of the Bridge Special School and the team developed
a thorough understanding of how this facility would operate as
the building progressed.
Community and environmental concerns were recognised and
managed proactively, for example through daily road cleaning
and by establishing access roads for the large plant and
machinery in order to minimise disruption to the area. A 3D
model of the school was displayed at local events so that
residents could see the detail of the school and how it
affected where they lived.

The state-of-the-art installation includes an automated
ventilation system, under-floor heating, a woodchip boiler, a
night cooling system, photovoltaic panels and natural sedum
roofs to control the drainage process and recycle as much water
as possible on site.
The encircling corridors and central external forum area are
fundamental to the design of the building. They give a sense of
shared space and reduce any feeling of segregation between the
schools, drawing everybody into common areas. Informal
interaction is encouraged and staff usually relax in the main
restaurant rather than a staff room.
The delivery dates in the tight timetable were achieved and
where possible the team completed additional areas ahead of
schedule, which meant that the complex mobilisation could be
made more manageable.
The facilities management services in the school, including
catering, cleaning, security, estates management, mechanical
and electrical maintenance and the reception and helpdesk
areas, are integral to the PFI project. Early involvement of the
FM team enabled us to embed the FM processes in the project
timetable, with the result that the transition from construction
to operation went smoothly and we were able to support the
teaching staff in their huge task of getting a major school up
and running from a standing start.
With the HLC now fully open, expectations have been exceeded.
The children have a great learning environment with a fresh and
inspiring atmosphere; the community has access to an excellent
range of facilities and can feel more involved in the education of
the children; and everyone, including Telford and Wrekin Council,
Gill Eatough and Interserve, has a school to be proud of.

“You create a mental image of something
and all the way through this you’ve been
thinking, ‘What will it feel like when the
children are here and they’re sitting
working and eating in this place we’ve
designed?’… and it’s happening, and they
love it, apparently, they really love it.
“What’s amazing is that there’s been
virtually no glitch in the building. You’d
think that, with all these children in,
there’d be something major that might
not work, but the building’s worked
perfectly and beautifully and the
children have been fantastic.”
Dr Gill Eatough, Principal,
on the first day of operation
of the secondary school.
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Case studies

continued

Innovation in retail services
PRUPIM
• Unique partnership
• Investment in award-winning management system
• Environmental focus
Among the strengths that Interserve acquired with MacLellan
was its expertise in the retail sector. This is well demonstrated
in the contract won in 2006 with Prudential Property Investment
Managers (PRUPIM), where we are making innovations on a
number of fronts with this dynamic client.
In a pioneering new partnership with PRUPIM, we have created
a Convergence Team to provide a completely integrated
facilities management solution for PRUPIM’s entire retail
portfolio of 14 schemes, covering six million square feet of
retail space.
During an intensive, phased mobilisation period, the team
delivered 29 tailored presentations on TUPE (Transfer of
Undertakings (Protection of Employment)) to 670 transferring
employees from over 40 contractors. Over 400 hours of on-site
training ensured that all employees were reassured during this
process, kept well informed and prepared for their duties within
the new culture.
To improve efficiency and speed of response we have
implemented a new shopping centre management system CentreMonitor.net® - developed by Intelligent Property Group in
partnership with Interserve and PRUPIM. Mark Boor, PRUPIM’s
Director of Retail Asset Management, explains the purpose of
the software: “One of the key drivers for the convergence
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project was to have a standardised method of managing
activity at the shopping centres which was capable of
comparison and measurement across the whole portfolio.
CentreMonitor permits continuous tracking of compliance with
the highest standards of responsible property management at
each level of the performance chain.”
Essentially CentreMonitor enables owners and managers to
integrate best-practice operational systems more simply and
rapidly than ever before. It manages all tasks such as issuing
actions and tracking status in real time via the web and allows
the production and analysis of business-critical information at
any time, anywhere, on any device with internet access. The
cutting-edge system was presented with the E-Business Award in
the 2006 PFM Awards.
In the environmental field, meanwhile, we are supporting
PRUPIM in its commitment to reduce carbon emissions through
efficiencies in transport, energy and waste management. At The
Mall, Cribbs Causeway, alone, we have achieved a reduction in
CO2 emissions in the region of 300 tonnes per year, generating
annual savings of £30,000 on energy bills. We have also
implemented recycling programmes and are recycling 320
tonnes of waste annually.
With the firm foundation of these and other innovations – for
example, we were the first service provider, and The Mall the
first shopping centre, to be chosen to partner the Home Office
in the new Community Officer programme where individual
security personnel are trained by the police and given the
authority to issue fixed penalties and detain suspects –
we shall continue to seek new ways of enhancing our service
to PRUPIM.

Services

Locations

Operational management

The Mall, Cribbs Causeway, Bristol

Environmental management

West Orchards, Coventry

Fabric maintenance and
decoration

Brunswick Centre, Scarborough

Mechanical and electrical
maintenance

The Grafton Centre, Cambridge

Energy management

Borough Parade, Chippenham

Customer care training

Mander Centre, Wolverhampton

Security staffing, CCTV and
control room operation

Maylord Centre, Hereford

Fire safety liaison

Arndale Centre, Manchester

Cleaning, including internal
and external windows

Rams Walk, Petersfield

Grounds maintenance

The Galleries, Washington

Delivery dock management

Cwmbran Shopping, South Wales

Shop refit management

The Swan Centre, Eastleigh

Concierge services

Culver Square, Colchester

Gift cheque management

Waterside Centre, Lincoln

Waste management
Tenant liaison
Car park and traffic
management
In-centre promotions

“My role is to welcome people to
the centre, to help them find their
way around and give other
assistance if they need it. I started
as a cleaner and moved into this
position a few months ago, and it's
great to be part of such a positive
team. I'm actually past normal
retirement age, so the reason I do
the job is really for the pleasure I
get out of helping everyone. That,
and the beer money!”
George Beardmore, Meeter and
Greeter, Manchester Arndale.
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Financial review

The Chairman’s statement and the Business review provide an
overview of the Group’s results for 2006. This report provides
further information on key aspects of the performance and
financial position of the Group.

Acquisition of MacLellan Group plc
On 20 July 2006 the Group completed the purchase of the AIMlisted MacLellan Group plc, for a total consideration of £122.8
million under a Scheme of Arrangement. This was satisfied by
£89.2 million of cash (funded from increased Group facilities)
and the issue of 9,418,230 new ordinary Interserve shares.

established review and reporting systems of the Facilities
Services division.
In the light of our reappraisal of its historic profitability, a
strategic and operational review has been carried out into the
future prospects for the business in conjunction with the new
management team. Following this review the Board has
reassessed the carrying value of goodwill related to this business
and an impairment charge of £30 million has been taken in these
results.

Financial reporting segments
Prior to consolidation into the Group financial statements a
review has been undertaken of the balance sheets of the
individual businesses within the MacLellan group. This has
identified a number of fair value adjustments as detailed in note
14. In addition intangible assets totalling £41.7 million have
been recognised. These principally represent the value of
existing customer relationships on acquisition and are amortised
over lives of between five and 10 years, resulting in an
amortisation charge of £2.1 million in the period (£4.7 million on
an annualised basis).
During the period since acquisition the MacLellan businesses
have met our expectations, contributing £5.2 million towards
Group operating profit on revenue of £114.1 million.
As part of the integration of the businesses into the Interserve
Group a charge of £3.9 million has been taken in the Group
results from which annualised cost savings of £3 million are
expected to result, representing the consolidation of various
back-office and support functions together with the elimination
of duplicate corporate centre costs.

Restatement of net assets at Industrial Services
On 14 August 2006 the Group announced the discovery of a
misstatement in the results of its Industrial Services division
following the implementation of organisational changes involving
the integration of Industrial Services into a broader Facilities
Services division.
Following an independent forensic investigation carried out by
KPMG and Linklaters, which included all of the Group’s divisions,
the announcement of the Group interim results on 28 September
confirmed an adjustment to brought forward reserves as at 31
December 2005 of £25.9 million, further detail of which is set
out in note 35. The investigation found that controls within the
Industrial Services division were repeatedly evaded over a
number of years in what appears to have been a concerted
effort to overstate divisional results. No evidence was found of
any such irregularities in the accounts for any other divisions.
The total cost of the investigation is £8.3 million which has been
expensed in the Group 2006 results.
Wide-ranging changes have been made to the management
team, involving both external recruitment and the secondment
of a number of senior managers from across the Group to
enhance operational, commercial and financial control measures
and to complete the assimilation of the business into the
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Following the integration of the MacLellan business, the Group
divisional and management structure has been reorganised to
align customer and operational synergies more closely. As a
result the primary segmentation of the Group results will change
in 2007 into the following main segments:
Facilities Management: consisting of the majority of Interserve’s
facilities management operations (in defence, healthcare and
government sectors) and Industrial Services plus MacLellan’s
facilities management operations. These businesses provide a
range of services that are normally integrated into one managed
interface for the customer.
Specialist Services: consisting of Interserve’s mechanical and
electrical and related operations, asbestos surveying and
remedial work, in addition to MacLellan’s security and specialist
cleaning operations. These businesses offer specialist services
that, whilst capable of being combined with a broader offering,
are managed on a stand-alone basis.
Segmentation relating to all other areas is unchanged.
A restatement of 2006 revenue and results in the new
segmentation, which will provide the comparatives to the 2007
results, is provided below.
£million
Revenue

Facilities Management
Specialist Services
Project Services

6 months to
30 June 2006

12 months to
31 December 2006

270.8

606.8

49.2

137.4

273.4

556.0

55.7

108.3

649.1

1,408.5

Facilities Management

4.4

13.9

Specialist Services

2.3

6.6

Project Services

9.0

23.4

10.2

22.6

Equipment Services
Total
Total operating profit*

Equipment Services
Joint Ventures – PFI Investments

0.6

1.1

Group Services

(6.6)

(11.4)

Total

19.9

56.2

* Total operating profit is stated before amortisation of acquired intangible assets,
impairment of goodwill, other exceptional items and profit on disposal of property
and investments.

Investment revenue and finance costs
The net credit for the year of £1.9 million can be analysed as follows:
£million

2006

2005

Net interest on Group debt
Bank interest receivable

1.5

1.8

(6.7)

(4.2)

0.2

0.2

Net interest on Group debt

(5.0)

(2.2)

Interest due on PFI sub debt

3.8

2.6

Interest payable on loans and overdrafts
Other interest (excluding PFI sub debt)

IAS 19
Expected return on assets
Interest on liabilities
Group net interest charge

28.3

22.8

(25.2)

(24.2)

1.9

(1.0)

Tax paid at £9.2 million (2005: £10.7 million) remains lower
than the Income Statement charge incurred by the Group due
principally to the utilisation of consortium relief losses from
a number of joint venture investments against the Group’s
tax liability.
Free cash flow increased to £25.1 million from £21.1 million
in 2005.
Through 2006 average net debt was £52.3 million (2005: £5.2
million), the increase representing higher debt levels following
the purchase of MacLellan.

Dividend
The directors recommend a final dividend for the year of 10.6p,
to bring the total for the year to 15.4p, an increase of 4.8 per
cent over last year. This dividend is covered 2.1 times by
headline earnings per share.

Taxation
The tax charge for the year of £14.0 million includes a charge of
£17.9 million on profits before amortisation of intangible assets,
impairment of goodwill, other exceptional costs and profit on
disposal of property and investments, representing an effective
rate of 30.8 per cent. This rate reflects the mix of the Group’s
businesses both within the UK and overseas. We expect our tax
rate to remain at broadly similar levels for the next few years.

PFI/PPP investments
The credit in the Income Statement relating to the performance
of the Group’s share of the PFI equity portfolio is analysed as
follows:
£million
Share of operating profit

Net debt and cash flow

Interest receivable

Year end net debt was £114.8 million, representing a net outflow
of £97.1 million over the year the main element of which was
the cash portion of the purchase price of the MacLellan business.
This can be analysed as follows:

Interest payable

£million

2006

2005

Cash generated from operations

49.3

45.5

Interest (paid)/received

(1.2)

0.4

3.5

1.6

Dividends received from associates
Tax paid

(9.2)

(10.7)

Capital expenditure

(30.8)

(27.4)

Sale of fixed assets1

14.0

12.8

Other

(0.5)

(1.1)

Free cash flow

25.1

21.1

Dividends paid

(20.2)

(19.2)

Non-recurring proceeds2

0.7

2.8

Issue of shares

0.5

0.9

Purchase of business3
Sale of joint venture / associate
Investments
Movement in net debt

(99.5)

-

1.6

1.0

(5.3)

(6.5)

(97.1)

0.1

1

Proceeds on disposal of property plant and equipment comprises £14.0 million
(2005: £15.6 million) less £nil (2005: £2.8 million) proceeds realised from the
sale of properties. These are included as “non-recurring proceeds”.

2

Non-recurring proceeds represent the sale of properties and investments.

3

Purchase of business comprises cash element of consideration of £89.2 million
plus net debt acquired of £10.3 million (this includes £1.9 million of finance
lease obligations).

Capitalised interest
Taxation
Share of profit included in
Group total operating profit

2006
3.1

2005
2.4

25.3

19.4

(31.6)

(28.2)

4.8

7.2

(0.5)

(0.2)

1.1

0.6

The increase in contribution reflects the increasing maturity of
the Group’s PFI portfolio and, in particular, the fact that 19
projects have now reached their operational stage (2005: 18).
Interest on non-recourse debt held within concession contracts is
capitalised as a cost of construction until the project is
completed and is amortised over the remaining income
generating life of the asset.
Assets created under PFI contracts have been assessed in
relation to the balance of risks and rewards assumed by the
Group and are accounted for as financial assets, classified as
available-for-sale. As such these assets are held at their
assessed fair value at the balance sheet date, with movements
over the period being taken directly to equity.
At the balance sheet date the Group had £53.8 million of
committed investment in 24 PFI/PPP projects which had reached
financial close. Of this £36.3 million had been invested at that
date, with the balance due to be invested over the next three
years.
The Group’s share of gross liabilities of £571.8 million principally
represents non-recourse debt within these ventures to fund
capital building programmes and working capital requirements.
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Financial review continued

On a further five projects the Group has been nominated as
preferred bidder but these had not reached financial close at the
year end; one has since done so. Completion of these projects will
entail a further investment commitment of £17.6 million.
During the year our investment in the medium secure unit at
Oxford Littlemore was sold for proceeds of £1.6 million against a
book value of £0.3 million. The related profit on disposal of £1.3
million has been included in the results for the year. This further
underscores the value inherent in the Group’s portfolio of equity
and sub-debt interests outlined above. Intrinsically the present
value of these investments is determined by the evaluation of
the forward cash flows that the projects are expected to
generate against which is applied a discount rate. Figure i shows
the profile of the forward cash flows expected from the current
portfolio (excluding projects at preferred bidder stage and future
gains such as refinancing) and figure ii demonstrates the value of
these flows as calculated along a range of discount rates.
Figure i: Total life cash flows
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Figure ii: Portfolio valuations

Defined benefit liabilities and funding
The Group has a number of defined benefit schemes, whose
liabilities are measured by discounting the best estimate of
future cash flows to be paid by these schemes using the
projected unit credit method. This amount is reflected in the
consolidated balance sheet. The projected unit credit method
is an accrued benefits valuation method in which the scheme
liabilities make allowance for projected earnings. By contrast,
the accumulated benefit obligation is an actuarial measure of
the present value of benefits for service already rendered
which differs from the projected unit credit method in that it
includes no allowance for future real salary increases. At the
balance sheet date the accumulated benefit obligation was
£538 million, which compares to the projected unit credit
measure of £557 million.
The Group’s principal pension scheme is the Interserve Pension
Scheme (the “Scheme”), comprising approximately 95 per cent
of the total defined benefit obligations of the Group. The
defined benefit section of the Scheme is now closed to all
but a very few new entrants and those employees who, under
agreement, transfer under TUPE to the Group. A defined
contribution section of the Scheme has been established for
all new eligible employees.
The most recently completed triennial valuation of the Scheme
was performed by the Scheme Actuary as at 31 December 2005
and assessed a funding shortfall of £75 million. The Group has
agreed with the Trustee of the Scheme that it will aim to
eliminate this deficit over the period to 31 December 2012 such
that in 2006 the Group paid a further £12.6 million into the
Scheme to help meet the current deficit and ongoing accrual of
benefits. The next triennial valuation is due to be completed as
at 31 December 2008.
The benefit cash flows in respect of accrued benefits, payable
by the Scheme, are expected to be as follows:

200
50

160

45

Benefit cash flows (£million)
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Discount rate
Financially closed
Including Preferred bidder

Pensions
At 31 December 2006 the Group pension deficit, net of
deferred tax under IAS 19, was £78.0 million (2005: £92.8
million). The decrease in the deficit during the year was driven
both by changes in market conditions (principally an increase
in the liability discount rate and asset prices, partly offset by
increased inflationary expectations) and by an increase in
Company contributions.
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The weighted average term to payment (also know as the
duration) of the benefit cash flows is calculated to be 19 years.

Investment risks
At 31 December 2006 the Scheme assets were invested in a
diversified portfolio that consisted primarily of equity and debt
securities. As at 31 December 2006 82 per cent of the Scheme
assets were invested in equities (2005: 86 per cent).

Interest rate risk

In conjunction with Interserve Plc, the Scheme Trustee is
currently reviewing its investment allocation. The existing longterm asset allocation strategy adopted by the Trustee is a
dynamic strategy, which aims to gradually switch from assets
which are expected to deliver a higher return (than bonds) over
the long term, such as equities, to lower-risk assets such as
corporate bonds and index-linked gilts. The switching process,
which is determined by a number of pre-defined rules, reflects
the maturing nature of the Scheme.

Group borrowings are principally denominated in sterling and
mostly subject to floating rates of interest linked to LIBOR.
The Group has in place interest rate caps and swaps which
limit interest rate risk on approximately one third of Group
borrowings. The weighted average duration to maturity of
these instruments is a little over two years.

The majority of equities held by the Scheme are in international
blue chip entities. The aim is to hold a globally diversified
portfolio of equities, with a target of 85 per cent of equities
being held in UK and 15 per cent in US, European and Asia
Pacific equities.
IAS19 sensitivities
The principal sensitivities to the assumptions made with regard
to the balance sheet deficit are as follows:
Assumption
adopted

Sensitivity

Indicative change
in liabilities

The objectives of the interest rate policy for the Group are to
match funding costs with operational revenue performance and
to ensure that adequate interest cover is maintained in line
with Board approved targets and banking covenants.

Liquidity risk
The Group seeks to maintain sufficient facilities to ensure that
it has access to funding to meet current and anticipated future
funding requirements determined from budgets and mediumterm plans.
During the year, and in anticipation of completion of the
MacLellan acquisition the Group extended its total facilities to
£258 million, the principal element of which is a new syndicated
revolving credit facility of £225 million which expires in 2011.
The remaining facilities are provided in the form of short-term
overdraft and money market lines.
Total facilities are sufficient to meet forecast borrowing
requirements for at least the next two years.

Key financial assumptions
Discount rate

5.2%

+/-0.5%

-/+9%

-/+£52m

Foreign currency risk

Inflation

2.9%

+/-0.5%

+/-6%

+/-£33m

Real salary increases

1.5%

+/-0.5%

+/-2%

+/-£12m

Men

84.1

+1 year

+4%

+£22m

Where the Group has overseas operations, the revenues and
costs of the business will typically be denominated in local
currency. Where material trade is transacted in non-local
currency, the Company is required to take out instruments
(which ordinarily will be forward contracts) to hedge the
currency exposure.

Women

86.9

+1 year

+4%

+£22m

Men

85.1

+1 year

+4%

+£22m

Women

87.9

+1 year

+4%

+£22m

Life expectancy (years)
Current pensioners1

Future pensioners2

1
2

Life expectancy of a current pensioner aged 65
Life expectancy at age 65 for an employee currently aged 45

In preparing the financial statements, profits and losses from
overseas activities are translated at the average exchange rates
applying during the year. The balance sheet is translated at the
year-end exchange rates. The impact of fluctuations in exchange
rate during the year did not have a significant effect upon the
reported results.

Treasury
The Group operates a centralised Treasury function whose
primary function is to manage funding, liquidity and financial
risks. The Treasury function is not a profit centre and it does not
enter into speculative transactions. It aims to reduce financial
risk in the Group by the use of hedging instruments. Management
and control of identified risks is carried out by reference to a
framework of policies and guidelines approved by the Board
within which Treasury must operate.
Details of the accounting policies relating to financial assets and
liabilities are set out in note 1(o) and full disclosures, as
required, in note 22.
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Principal risks and uncertainties

Interserve operates in a business environment in which a number
of risks and uncertainties exist. While it is not possible to
eliminate these completely, the established risk-management
and internal control procedures, which are regularly reviewed by
the Risk Committee on behalf of the Board, are designed to
manage their effects and so to contribute to the creation of
value for the Group’s shareholders as we pursue our business
objectives. The Group continues to be dependent on effective
maintenance of its systems and controls. Over and above that,
the principal risks and uncertainties which the Group addresses
through its risk-management measures are:
Market change
Among the market changes which could affect Interserve’s
business are: shifts in the economic climate both in the UK and
internationally; alterations in the UK government’s policy with
regard to expenditure on improving public infrastructure,
buildings and services; delays in the procurement of
government-related projects; market saturation in the Middle
East; shifts in the political climate in some of the regions in
which we operate; changes in our competitors’ behaviour; and
the imposition of unusually onerous contract conditions by major
clients. Any of these might result in a failure to win new
contracts in our chosen growth markets or to win contracts
which are sufficiently profitable.
The Group seeks to mitigate these risks by fostering long-term
relationships with its clients and by operating in various regions
of the world. We constantly monitor market conditions and
assess our capabilities in comparison to those of our
competitors. Whether we win, lose or retain a contract we
analyse the reasons for our success or shortcomings and feed the
information back at both tactical and strategic levels.
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Major contracts
As Interserve focuses on large-volume relationships with certain
major clients for a significant part of its revenue, termination of
one or more of the associated contracts would be likely to
reduce revenue and profit for the Group. In addition, the
management of such contracts entails potential risks including
mis-pricing, inaccurate specification, failure to appreciate risks
being taken on, poor control of costs or of service delivery and
failure to recover, in part or in full, payments due for work
undertaken. In PFI/PPP contracts, which can last for periods of
around 30 years and typically require the Special Purpose
Companies (SPCs) established by Interserve and one or more
third parties to provide for the future capital replacement of
assets, there is a risk that such a company may fail to anticipate
adequately the cost or timing of the necessary works or that
there may be increases in costs, including wage inflation,
beyond those anticipated.
Among the Group’s mitigation strategies are targeting work
within, or complementary to, its existing competencies, the
fostering of long-term relationships with clients, operating an
authority matrix for the approval of large bids, monthly
management reporting with key performance indicators at
contract and business level, the use of monthly cost-value
reconciliation, taking responsibility for the administration of our
PFI/PPP SPCs, securing Board representation in them and
ensuring that periodic benchmarking and/or market testing are
included in long-term contracts.
Key people
The success of Interserve’s business is dependent on recruiting,
retaining, developing, motivating and communicating with
appropriately skilled, competent people of integrity at all levels
of the organisation. The members of the management team
contribute to Interserve’s ability to obtain, generate and manage
opportunities. We have various incentive schemes and run a
broad range of training courses for people at all stages in their
careers. With active human resources management and Investors
in People accreditation in many parts of the Group, we manage
our people professionally and encourage them to develop and
fulfil their maximum potential with Interserve.

Health and safety regime
The nature of the businesses conducted by the Group involves
exposure to health and safety risks for both employees and
third parties. Management of these risks is critical to the
success of the business and is implemented through the
adoption and maintenance of rigorous operational and
occupational health and safety procedures. A commitment to
safety forms part of Interserve’s mission statement and the
subject leads every Board meeting both at Group and divisional
level. Each member of the Executive Committee undertakes
dedicated visits to look at health and safety measures in place
at our operational sites and we have ongoing campaigns across
the Group emphasising its importance.
Financial risks
The Group is subject to certain financial risks which are
discussed in the Financial review on page 25.
In particular, Interserve carries out major projects which from
time to time, require substantial amounts of cash to finance
working capital, capital expenditure and investment in PFI
projects. Failure to manage working capital appropriately
could result in the Group being unable to meet its trading
requirements and ultimately to defaulting on its banking
covenants. Interserve has policies in place to monitor the
effective management of working capital, including the
production of daily balances, weekly cash reports and
forecasts together with monthly management reporting.
Interserve recognises a pension deficit on its balance sheet.
The deficit’s value is sensitive to several key assumptions, and
any significant changes in these may result in the Group having
to increase its pension scheme contribution with a resultant
impact on liquidity.
Damage to reputation
Issues arising within contracts, from Interserve’s management of
its businesses or from the behaviour of its employees at all
levels can have broader repercussions on the Group’s reputation
than simply their direct impact. Control procedures and checks
governing the operation of our contracts and of our businesses
are supported by business continuity plans and arrangements for
managing the communication of issues to Interserve’s
stakeholders.
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Corporate social responsibility

drop in accident
incidence rate

Directly or indirectly,
Interserve’s activities affect
the lives of many thousands of
people across the world. We
believe we have a duty to
behave responsibly in all
respects, in all our
interactions with all our
stakeholders.
Our behaviour is underpinned
by our corporate mission and
the values to which we
subscribe:
Mission
Interserve is dedicated to
delivering sustainable
shareholder value by providing
an integrated range of support
services in partnership with
our clients, our employees and
our supply chain. We operate
safely and responsibly and
seek to improve continually.
Values
• We continually add value to
clients and shareholders
• by providing
complementary services
and by nurturing longterm relationships
• We treat all people with
respect
• by acting ethically and
through encouraging our
people to develop their
full contribution to the
benefit of the business
• We work as a team and
honour our commitments
• by acting in an open,
professional and friendly
manner
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• We act responsibly
• by working safely and with
consideration for those
affected by our operations
• We improve our
performance
• by sharing our knowledge
and through continual
learning and innovation
Culture
We see ourselves, and would
wish others to see us as:
• Open, honest, pragmatic and
trustworthy
• Proud of what we do
• Focused on performance and
success
• Operating safely and
responsibly
• Always learning
• Continuously improving
Commitments
Our values and culture,
together with our internal
policy framework, enable us to
manage our relationship with
stakeholders on the basis of
the following commitments:
• To act in the long-term
interests of all stakeholders
• To conduct our operations
ethically and in accordance
with the law
• To provide information that
stakeholders legitimately
require in a timely, equal
and transparent manner
• To regulate our dealings in
accordance with our
constitution

We manage our corporate
social responsibilities under
three principal policy
headings:
• Health and safety
• Environment
• Social and ethical
Interserve is a member of the
FTSE4Good and Kempen Social
Responsibility indices.

Health and safety
Creating a safe and healthy
working environment is
fundamental to Interserve – so
much so that it forms part of
our mission statement. We
implement a structured
approach to safety
management and work actively
towards our goal of creating
an accident-free environment
for our employees, the
contractors who work for us
and members of the public
who interface with our
operations.
• A health and safety policy
document is signed by the
Chief Executive. John Vyse is
the executive director with
special responsibility for
health and safety.
• Delivering effective health
and safety is a linemanagement responsibility
and in all businesses there
are designated directors
responsible for health and
safety. These Safety
Champions meet on a
quarterly basis to monitor
performance and coordinate Group-wide
initiatives.

Left: Blyth - Peterborough Mini Triathlon
As part of the Fundraising Week staff
collectively ran, rowed and cycled 110km,
raising over £1,600 for ChildLine.
Right: World’s Biggest Coffee Morning 2006
Supporting Macmillan, a range of Interserve
offices took part in this annual event raising
over £1,500 which will pay for nearly 7,000
Cancer Care Guides.

• Formal safety management
systems are implemented in
each business and the
majority are accredited to
the OHSAS 18001 standard.
The systems are specific to
each business and provide
appropriate guidance to deal
with the range of risks
encountered by our
employees.
• Competent health and safety
professionals are employed
to provide advice to senior
management, support to
staff and an audit service.
This includes occupational
health professionals who
provide specialist support
for employee and
management occupational
health issues.
• Health and safety objectives
are agreed by the Group
Board and each business
develops its own annual
targets and appropriate
action plans in support of
these objectives. The core
objectives for the year
were:

• A Don’t Walk By campaign
is run across the Group
using briefings and posters
to empower all employees
to take responsibility both
for their own safety and
also for that of others in
the workplace.
• Senior directors carry out
periodic safety tours of a
range of operations to
provide visibility of their
commitment to safety and
gain assurance as to the
adequacy of the
arrangements being made
for health and safety
management.
The success of our
arrangements is regularly
recognised with the receipt of
safety awards. In 2006 the
various parts of the business
received two British Safety
Council International Safety
Awards and 25 RoSPA awards
including:
• an Order of Distinction for
15 consecutive years of Gold
Awards

• Continue to deliver
improving health and
safety performance

• a President’s Award for 10
consecutive years of Gold
Awards

• Maintain the profile and
importance of health and
safety at all levels within
the Group and for all
stakeholders with the
focus on creating an
accident-free environment

• two Gold Medals for five
consecutive years of Gold
Awards

2006 summary
• The absence rate due to
work-related injury,
measured in days per
100,000 employees, fell to
23,932 from 25,313 in 2005.
• Injury incidence fell to 556
per 100,000 workforce from
788 in 2005.
• There were no convictions
for health and safety
offences and no prosecutions
outstanding at the year end
(as in 2005).
• There were no prohibition
notices served on the Group
(as in 2005).
• There was one improvement
notice served on the Group
(2005: three).
• There were four Dangerous
Occurrences reported under
Reporting of Injuries,
Diseases and Dangerous
Occurrences Regulations
(RIDDOR) (2005: nine).
• There were no cases of
reportable diseases (as in
2005).

• five Gold Awards

• Improve management of
occupational health issues
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Corporate social responsibility continued

Injury incidence
The year saw significant improvements in all of our
performance indicators.
RIDDOR injuries incidence per 100,000

All labour
2006
2005

Employees
2006
2005

Fatal and major

138

177

130

194

All injuries

556

788

517

794

A total of 145 RIDDOR-reportable injuries to employees and
contractors were recorded for 2006. This includes data for
MacLellan companies from the date of acquisition and
represents an all-labour incidence rate of 556 (injuries per
100,000 workforce). Overall, the activities in which the
MacLellan companies engage hold inherently less physical risk
than those of the Interserve Group as it was before the
acquisition. In order to enable a like-for-like comparison
between 2006 and 2005 it is therefore helpful to consider the
position without the inclusion of the MacLellan data. This
results in a 2006 incidence rate of 648 compared to the 2005
figure of 788.

Occupational health
During the year work was
undertaken to enhance our
approach to occupational
health management based on
health surveillance, absence
and attendance management
and work-related injury
management.
A target was adopted for
health surveillance to be
carried out for all employees
identified in a high risk
category. To deliver this
required:
• Carrying out occupational
health risk assessments for
all employees
• Agreeing a model for the
delivery of occupational
health surveillance

All labour
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• Delivering the occupational
health surveillance
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For employees, a total of 98 reportable injuries were recorded
at an incidence rate of 517 per 100,000 employees. Without
MacLellan the rate was 639 (compared to 794 in 2005).
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As our employee numbers
more than doubled in the
middle of the year with the
acquisition of MacLellan it was
to be expected that this target
would take longer to achieve
than originally planned. At
the end of the year
assessments carried out
covered 60 per cent of
employees. Twenty-one per
cent of those assessed were
rated as high risk and health
surveillance had been provided
for 14 per cent of these
employees.

Far Left: Business in the Community
Fifteen Year 9 pupils from Stockland Green
school visited the Project Services head
office as part of the Business in the
Community initiative. The youngsters took
part in four activities - creating a logo,
slogan and advert, constructing a straw
tower, designing the classroom of the future
and learning how to make a brick circle.
Centre: Wear it Pink 2006
Once again this national fundraising day was
well supported by Interserve with our offices
raising over £1,600 between them.
Right: London Marathon 2006
Christine Morley, from RMD Kwikform, ran
for the Multiple Sclerosis Resource Centre.

Progress against health and safety objectives and targets
2006 targets

2006 outcome

2007 targets

Continue to deliver improving health and safety performance:
Reduce all-labour reportable injury

Achieved:

incidence rate to below 746

Incidence rate 556

Reduce incidence rate to below 494

Reduce rate of fatal and major

Achieved:

Zero fatalities

injuries to below 177

Incidence rate 138

Reduce major injury incidence rate
to below 114

Reduce days lost due to work-related

Achieved:

Reduce days lost due to injury to

injury to below 24,600 per

Absence rate 23,932 per

below 23,760 per 100,000 employees

100,000 employees

100,000 employees

Maintain the profile and importance of health and safety at all levels within the Group and for all stakeholders towards
creating an accident-free environment:
Chief Executive and director

Achieved:

Chief Executive and director

responsible for safety to visit sites

12 site safety visits carried out

responsible for safety to visit sites

in each operating company

in each operating company

Managing Directors to visit one site

Achieved:

Managing Directors to visit an

per month

Total of 34 visits carried out by

average of one site per month

Managing Directors*
Improve management of occupational health issues:
Carry out health surveillance for 100%

Not achieved but progress being made.

of employees in high risk category

Currently 14% of identified employees

Carry out health surveillance for 100%
of employees in high risk category

have received surveillance
Reduce work-related sickness absence

Achieved:

Reduce work-related sickness absence

to below 1.21 days per employee

Absence rate of 1.20 recorded

to below 1.16 days per employee

* Other senior directors made a further 30 safety visits.
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Environment
We recognise that our
operations have an
environmental impact and we
are committed to managing
that impact to ensure we are
running a sustainable business.
We have adopted the following
policy:
Group Environmental Policy
Statement
The policy of the Group is to
conduct its operations in an
environmentally sustainable
manner in order to protect the
environment for future
generations.
In implementing its policy the
Group will seek, through its
operating companies, to
ensure:
• Compliance with relevant
environmental legislation
and regulation
• Prevention of pollution
• The efficient use of natural
resources
• The minimisation of waste
and emissions to air and
water
• Environmental awareness of
all employees
• Effective monitoring of
environmental performance
• Continual improvement in
environmental performance

The Group will set targets and
objectives for the
improvement of environmental
management and will publish
details of its environmental
performance.
All employees have a role to
play in care of the
environment. The Group has
appointed a director to be
responsible for environmental
issues, and environmental
responsibilities are allocated
to line management
throughout the organisation.
This policy will be subject to
periodic review to ensure it
continues to meet the Group’s
environmental requirements.
We apply a structured
approach and work to engage
with all our employees to
encourage them to consider
the environmental impact of
their activities. This structured
approach may include:
• Implementation of an
environmental management
system (EMS) registered to
ISO 14001
• Environmental risk
assessments and the
development of site
management plans
• Training for employees to
raise environmental
awareness
• Provision of facilities for
segregation and recycling
of waste
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Project Services holds ISO
14001 registration for all of its
main operations and in
Facilities Services our
contracts with the
Metropolitan Police, Slough
Borough Council, Office for
National Statistics and North
Cumbria Acute Hospital Trust
are registered. A corporate
EMS document was completed
and launched on the Group’s
intranet in August; we have
designated, briefed and
trained a number of EMS
managers across the Group and
are carrying out a series of BSI
EMS audits.
Alongside the need to manage
the potential impact of our
operations on the environment,
we have the opportunity to
work with our customers to
help deliver their environmental
objectives and to provide
environmentally innovative
methods of working. In 2006,
for example:
• We undertook a month-long
ecological survey for great
crested and smooth newts
at a site on Gatwick Airport
to ensure none would
be disturbed by our
construction activities.
• We provided protective
fencing to prevent damage
from debris or pedestrians
to a water vole population
and its habitat adjacent to
the A34 outside Oxford.

Far Left: Car washing for ChildLine
Staff at our Project Services head office took
to their sponges and held weekly car washes
to raise funds. Along with raffles and coffee
mornings the office has raised over £5,000
this year for ChildLine.
Centre: Newcastle Team Fundraising
Newcastle Facilities Services team raised
over £870 by organising a range of events
including ‘name the bear’, football
sweepstakes and a race night.
Right: Operation Christmas Child
Staff at our South Wales office supported the
Samaritans Purse Charity by collecting items
to fill shoeboxes for children who have been
a victim of war, poverty, famine, disease and
natural disaster.

• We installed a “brown” roof
on our site offices at
Westminster Bridge which
are located on a purposebuilt platform in the River
Thames, so as to provide
natural vegetation growth
and a roosting area for
birds.
• The Westminster Bridge
contract also employs an
innovative filter layer built
into the scaffolding so as to
clean the water used to
shot-blast and steamclean/wash existing
paintwork prior to its
discharge into the river.
• We undertook extensive
works to protect existing
trees in our refurbishment of
current facilities at
Edinburgh University.
• At a Mansfield project we
used biological methods to
clean up a contaminated
brownfield site.
• The sedum roofing at the
Hadley Learning Community
(see case study, pages 18-19)
helps control the drainage of
rainwater, which is captured
and recycled to be used in
the toilet facilities.

The success of this approach is
reflected in the awards we
have received:
• The River Gaunless Flood
Alleviation Scheme won
further awards during the
year: the prestigious Brunel
Medal 2006 from the
Institute of Civil Engineers
(ICE), the Robert Stephenson
Award from ICE’s northern
branch and one of the first
Green Hero awards from The
Green Organisation.
• A Green Apple award was
made to the South Leeds
Stadium Link Road for
environmental best practice.
The project also won Urban
Traffic Scheme of the Year in
the 2006 Highways Magazine
Excellence Awards.
• The Liberty Stadium in
Swansea won the Best
Leisure Regeneration Project
in Property Week’s Retail
and Leisure Awards 2006 and
the Hadley Learning
Community was named as
the Best Building and
Learning Environment in the
Education Business Awards.
• We received six Considerate
Constructor Awards including
three Silver National Awards
for Liberty Stadium, the
improvements at the
M3/A303 Bramley Wood
bridge and the A5 from
Weeford to Fazeley.

We use a variety of indicators
relevant to each of our
operating companies to
monitor environmental
performance, but the
following core impacts are
identified for the Group as a
whole:
• Greenhouse gas emissions
from our use of energy,
including electricity, gas,
fuel in vehicles, transport
and travel
• Use of resources including
water and timber
• Generation and disposal of
waste
Unless otherwise specified,
the data cover the Group’s
UK-based operations.
Greenhouse gas emissions
Carbon-dioxide-equivalent
greenhouse gas emissions can
be attributed to the direct and
indirect use of energy in the
delivery of our services and
represent the Group’s main
environmental impact. The key
elements are:
• Fuel (diesel and petrol)
consumption in company
road vehicles and vehicles
being used on company
business, including cars,
vans, lorries and site-based
plant
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• Electricity used at fixed
sites – offices, branches etc.
– for lighting, cooling, IT
equipment, heating and
process equipment
• Gas and oil used to heat
premises
• Travel by employees on
company business in the UK
and overseas, including train
journeys and flying
Our estimate of carbon dioxide
emissions in 2006, excluding
MacLellan companies, is 23.8
tonnes per £million of revenue
(2005: 27.0 tonnes per
£million), a total of 30,849
tonnes (2005: 33,238 tonnes).
This was apportioned:
Tonnes per £m revenue
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Transport fuel

Resource use
Water is used to provide
welfare facilities in offices.
Process water is used in
heating systems, cleaning
operations and spray booth
filters. For our fixed sites an
estimated 45,700m3 of water
was used. This compares to
43,500m3 in 2005, the
difference being due to the
addition of new sites through
our acquisition of MacLellan.
Timber scaffold boards and
formwork panels are sold and
hired out in our scaffolding
and formwork operations.
Timber used in these products
is sourced from suppliers who
confirm that it is being
obtained from managed
sustainable sources. Any
requirement for wooden
pallets and stacking timbers
come from suppliers using
recycled timber.

Waste
All fixed and temporary sites
operate procedures to stream
and recycle waste wherever
possible. In offices this
includes recycling paper,
printer cartridges and
redundant equipment, and on
sites can include timber,
metals and inert hardcore etc.
An estimated 42,200 tonnes of
waste was generated directly
by Interserve activities. Over
90 per cent of this was
construction waste from
refurbishment and new build
activities. As a result of our
focus on managing our
construction waste 40 per cent
of the material removed from
site in skips is reused or
recycled. Examples of active
recycling include:
• Project Services operates a
waste skip service and waste
transfer station. A total of
76,342 tonnes was collected
in skips from customers,
which comprise both
Interserve sites and other
businesses. Of this, 20,900
tonnes (27 per cent) was
taken through the transfer
station where a total of
2,874 tonnes of material was
reclaimed including 344
tonnes of steel and 93
tonnes of timber.

Far Left: Macmillan Peru Trek
Nick Fiore undertook the Macmillan Peru
Cycling Challenge completing the gruelling
480km course raising over £5,500 for
Macmillan.
Centre: Fundraising Week 2006
Interserve’s first Fundraising Week was
held in November 2006. Its aim was to
get as many staff as possible taking part
in some sort of fundraising activity for
ChildLine. The ideas for raising money
were as diverse as the locations they
were held in.
Right: ‘It’s A Knockout’
For the third year running staff at Carlisle
hospital took part in Eden Valley Hospices’s
annual ‘It’s A Knockout’ raising around
£1,000 for the hospice.

• In a Mansfield project
redundant timber fencing
was cleaned and given to
the local community for
their use.
• Damaged and degraded road
cones are recycled when no
longer suitable for use.
• Old road surfaces, concrete,
rubble and filter media are
processed and reused in
project works.
• In Uxbridge a CD recycling
scheme has been introduced
• On the Armada project
arrangements have been
made with manufacturers to
recycle plasterboard waste
(2,100m3) and all demolition
waste was crushed, graded
and reused on site.
Pollution
Arrangements are in place to
record and address any
pollution incidents and
environmental near misses. No
enforcement action was taken
against Interserve or any
Group company in 2006.

Social and ethical
We believe we can help the
communities in which we are
involved not just by
undertaking our work
responsibly but also by
engaging in matters of local
interest. For example, Project
Services’ Stockton office
sponsors a local school through
the Children’s Safety
Education Foundation,
providing them with an
educational programme on
safety including bullying, first
aid, road safety, drug, alcohol
and solvent misuse, vandalism,
fire safety, car crime and antisocial behaviour. In addition
employees from the office
assisted with a number of local
projects including making a
Christmas grotto for a
children’s hospice, the
installation of bird and bat
boxes and the creation of a
modern jazz dance floor.

During 2006 Project Services
became a member company of
Business in the Community and
is supporting the Cares
initiative as a bronze member,
with a pilot project in the
midlands to engage employees
in their community through
volunteering. As part of this
initiative a class of year-9
pupils from a local school
visited Project Services’ head
office and took part in a set of
activities designed to give
them an appreciation of the
skills involved in construction
and the role it plays in the
community.
Adrian Ringrose, Chief
Executive, is a Member of the
Employers’ Forum on Disability
President’s Group.
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Diversity and equal
opportunities
Diversity is fundamental to our
business. We operate in many
different environments, in
numerous roles, for a wide
range of clients. To do this
effectively we need an equally
diverse workforce, and in
order to maintain our success
we welcome the widest variety
of people who have the
appropriate skills and
enthusiasm.
Once someone is part of the
Interserve Group they have the
chance to contribute and
develop in whatever way their
abilities and the opportunities
we can offer them allow. We
need to make the most of all
that our employees have to
offer so that we can give the
best possible service to our
clients and develop our
business for the future.
Fairness and respect for
individuals creates the sort of
positive atmosphere that
generates its own success. Our
policy supports the
fundamental belief that all our
employees, including potential
recruits, are equal regardless
of gender, race, disability,
sexual orientation, age,
religion, religious belief or any
other reason that might be
assumed to limit their
contribution or potential.
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All employees have a personal
responsibility for the practical
application of equal
opportunities, demonstrated
by respect for the individual,
in their everyday dealings and
working relationships with
colleagues, customers,
suppliers and other parties.
Ethics
It is important that individuals
throughout all of Interserve’s
operations retain a set of core
values and approaches to the
process of doing business. The
reputation of the Group and
the trust and confidence of
those with whom it deals are
among its most vital resources,
and the protection of these is
of fundamental importance.
We demand and maintain high
ethical standards in carrying
out our business activities and
tolerate no form of corrupt
practice. To support an open
and honest operating
environment, Interserve has a
whistle-blowing policy and
procedure. We updated this at
the end of 2006 and sent a
copy to every employee early
in 2007.
Our ethical policy includes
guidance for managing our
relationships with customers,
suppliers and competitors and
addresses the specific issues
associated with international
business. We consider
harassment of any employee
for any reason to be
unacceptable.

Employee consultation
We believe in involving our
personnel in matters affecting
them as employees and have
continued to keep them
informed of all relevant
factors concerning the Group’s
performance, strategy,
financial status, charitable
activities and other issues. We
achieve this through formal
and informal briefings, through
our Group magazine, Focus,
which is issued three times a
year, and through our intranet.
Employee representatives are
consulted regularly on a wide
range of matters affecting
their current and future
interests.
Investors in People
Investors in People (IiP) is the
national standard which sets a
level of good practice for
training and development of
people to achieve business
goals. It provides a framework
for improving business
performance and
competitiveness through a
planned approach to setting
and communicating business
objectives and developing
people to meet these
objectives.
Our strategy is to roll out IiP
recognition across the Group
and we are reviewing and
updating our plans for
achieving this to take into
account the operations
acquired with MacLellan.
Group Centre, Investments and
Project Services were all
reaccredited successfully in
2006.

Left:Twyford ChildLine Lunch
Supporting ChildLine, our Twyford office
held a charity lunch during the hot summer,
holding a silent auction, reflexology sessions
and a raffle with prizes donated by local
companies and organisations.
Right: Great North Run 2006
Carl Johnson, Ollie Sawle and Ross Miller
continued our relationship with Macmillan by
taking part in the 2006 Great North Run in
October all completing the 13.1 mile course.

In support of good peoplemanagement practices, other
initiatives have been
implemented during the year
including the enhancement of
benefits available to
employees, the development
of a suite of materials to help
employees understand more
about Interserve and how they
can both contribute to and
benefit from the Group’s
capabilities, and Equipment
Services deployed its
management development
programme to the next level
of managers.
The success of individuals
committed to their personal
training and development is
recognised through the wellestablished Interserve Training
Trust. The Chief Executive
presented 45 people from
across the Group with awards
in May 2006.
Charitable giving
Interserve believes in
contributing to the well-being
of the communities in which it
operates. We have a
programme which operates at
different levels: at Group level
we select a charity every two
years and make an annual
donation; we encourage
business units to run
charitable events, either for
the Group charity or for
another cause that is
important to the area or the
people involved; and we offer
support for employees to
undertake sponsored activities.

2006 was the first year of our
association with ChildLine.
ChildLine is the UK’s free, 24hour helpline for children in
distress or danger. Trained
volunteer counsellors comfort,
advise and protect children
and young people who may
feel they have nowhere else to
turn. We have committees in
divisional and business-unit
locations across the Group to
organise fund-raising events
and assist individuals in
undertaking sponsored
activities. As a result of their
work, the commitment and
dedication shown by many
employees in their own
sponsored activities and the
generosity of numerous people
in Interserve and beyond,
£17,500 was raised in 2006 to
complement the Group
donation of £25,000.

We supported the Metropolitan
Police’s Junior Citizen
programme, an annual event
aimed at year-6 children which
aims to teach skills for
handling emergency situations
such as fire safety, home
safety, strangers and
vandalism. Our donation of
£10,000 enabled the
publication of handbooks for
the children. In addition
various parts of the Group and
their staff gave to a range of
charities including £30,000 to
the RNLI and £8,000 to causes
associated with our army and
RAF clients.

Beyond ChildLine, all
Interserve divisions took part
in the Financial Times’ Crisis
at Christmas Card Challenge,
where money is donated to
charity instead of being spent
on Christmas cards. We
donated a total of £10,000:
£2,000 to the appeal, with the
remainder going equally to:
• Learning Through
Landscapes, Winchester
• CLIC Sargent (Caring for
Children with Cancer),
London
• National Association for
Colitis and Crohns Disease,
St Albans
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The Company is committed to achieving and maintaining high
standards of corporate governance throughout the Group and to
integrity and high ethical standards in all its business dealings.
The Company is required to comply with the Listing Rules of the
Financial Services Authority which require the Company, amongst
other things, to make a statement on whether it has complied
throughout the accounting period with the provisions set out in
Section 1 of the Combined Code on Corporate Governance,
published by the Financial Reporting Council (“FRC”) in July 2003
(the “Combined Code”). In June 2006 the FRC introduced a
revised Combined Code on Corporate Governance which
supersedes and replaces the Combined Code for reporting years
beginning on or after 1 November 2006 (the “New Combined
Code”). The Company must also provide an explanation of how
it has applied the principles set out in Section 1 of the Combined
Code to enable its shareholders to evaluate how the principles
have been applied. Where the Company has not complied with
the Combined Code provisions it must specify which it has not
complied with and (where relevant) for what part of the
accounting period such non-compliance continued, giving reasons
for any non-compliance.
The directors consider that the Company has complied with the
provisions of the Combined Code throughout the accounting
period ended 31 December 2006. Whilst not mandatory, the
Company also complied with the provisions of the New Combined
Code during the period under review.

Directors
The Board
The Board is responsible for overall Group strategy and core
values including the creation, acquisition or disposal of corporate
entities and material assets; financial reporting; approval of
annual budgets; the Group’s finance, banking and capital
arrangements; Stock Exchange/Listing Rule/Companies Act
matters; material contracts and contracts otherwise than in the
normal course of business of the Company and its subsidiaries;
matters which could affect the Group’s reputation; employee
issues and key appointments; risk management strategy including
internal controls and Group insurances; health and safety;
defence and settlement of material litigation; and social,
environmental and ethical matters. It also has oversight of the
Group’s operations. These responsibilities are set out in a
schedule of matters reserved for the approval of the Board.
In order to facilitate the efficient use of its time the Board has
delegated certain of its powers to Board committees, details of
which are set out later in this report. From time to time the
Board also establishes certain other committees with defined
terms of reference to deal with a specific issue which the Board
has approved, such as the acquisition or disposal of a business.
Below the Board is the Executive Committee, comprising (at
31 December 2006) the executive directors, the senior executives
Mr S Dance, Mr B Melizan, Mr B Spencer and Mr D Sutherland, and
the Company Secretary.
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The Board normally meets monthly throughout the year and on
an ad hoc basis to consider any matters which are time-critical.
Attendance at Board and committee meetings by individual
directors during the year is set out in the table below.
Board

Audit Remuneration

Nomination

Number of Meetings

21

11

8

3

G P Balfour
Lord Blackwell1
L G Cullen
S B Hagerty2
T C Jones
N F Keegan
A M Ringrose
D A Trapnell
J H Vyse

21
21
20
12
21
20
21
21
19

11
–
10
–
–
11
–
10
–

8
1
8
–
–
8
–
8
–

3
3
3
–
–
3
3
3
–

1 Lord Blackwell was appointed to the Remuneration Committee on 31 August 2006.
2 Mr Hagerty left the Board on 20 July 2006.

Mr Balfour is a director of Interserve Trustees Limited, the
corporate trustee of the Interserve Pension Scheme, and his
interest is noted whenever pension matters are discussed.
The Group Chairman held two meetings with the non-executive
directors during the course of the year, without the executive
directors being present. The non-executive directors also met
twice during the year, under the chairmanship of Mr Balfour,
without either the Group Chairman or the executive directors
being present.
The Company maintains an appropriate level of directors’ and
officers’ insurance in respect of legal actions against the
directors. The insurance does not provide cover where the
director has acted fraudulently or dishonestly.
Chairman and Chief Executive
The roles of the Group Chairman and Chief Executive are split
and clearly defined. The Group Chairman is responsible for the
leadership of the Board and creating the conditions for overall
Board and individual director effectiveness, both inside and
outside the boardroom. The Chief Executive is responsible for
running the Group’s business.
The Group Chairman, assisted by the Company Secretary, sets
the agenda for Board meetings. The Group Chairman also
ensures that Board members, especially the non-executive
directors, receive timely information and are briefed on issues
arising at Board meetings to assist them in making an effective
contribution. The Company Secretary is responsible for
disseminating Board papers, which are normally circulated in
advance of each meeting, presenting certain papers to the
Board and its committees, advising on Board procedures and
ensuring the Board follows them.
The Board has concluded that Lord Blackwell was independent
upon appointment on the basis of the criteria specified in
paragraph A.3.1 of the Combined Code and generally, and
continues to be so.
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Board balance and independence
The Board, which operates as a single team, comprises three
executive directors (four until 20 July), four non-executive
directors and the Group Chairman. The individual directors have
different skills, experience and qualifications with certain of
their number presently or previously working in other sectors of
the economy, and are able to bring independent judgement to
bear on matters for consideration by the Board.

Information and professional development
The Board papers include information from management on
financial, business and corporate issues to enable the directors
to be properly briefed on issues to be considered at Board
meetings. Matters requiring Board and committee approval are
generally the subject of a proposal formulated by the executive
directors and circulated, together with supporting information,
as part of the Board papers.

The Board considers each non-executive director to be
independent, on the basis of the criteria specified in paragraph
A.3.1 of the Combined Code and generally, and free from any
relationships or circumstances which are likely to affect, or
could appear to affect, their judgement. Furthermore, the Board
considers its non-executive directors to be of sufficient calibre
and number that their views may be expected to be of sufficient
weight that no individual or small group can dominate the
Board’s decision-making processes.

The Group has a comprehensive system for reporting financial
results, cash flows and projections to the Board on a monthly basis.
Forecasts of prospective financial performance are prepared in May
and September of each year. Monthly and year-to-date financial
performance is compared with budgets approved by the Board
prior to the commencement of each financial year and against
the May and September forecasts of the year end financial
performance. The financial summaries are accompanied by a
written report explaining operating and financial performance,
the cause and effect of variance from the agreed budgets and
forecasts and other information that may be relevant from time
to time. Monthly written reports on the performance of each
division are provided as part of the Board papers. Those members
of the Executive Committee who are not Board directors attend
that part of each Board meeting dedicated to management
and financial reporting, during which health, safety and
environmental matters are discussed, and present their reports
and respond to any matters concerning their division raised by
the Board. They also attend the relevant part of the Board
meeting at which trading updates are considered and the annual
budget and plans are presented for approval and adoption.

Mr Balfour, as Senior Independent Director, is available to
shareholders should they have any concerns which contact
through other channels has failed to resolve or for which such
contact may be inappropriate.
Appointments to the Board
Nominations for appointments to the Board are made by the
Nomination Committee, which comprises the Group Chairman,
who is chairman of the Committee, the Chief Executive and all
the non-executive directors. The Company Secretary is secretary
to the Committee. The Committee has its own terms of
reference which deal clearly with its authority and duties,
and which are available on the Company’s website at
www.interserve.com and on request. The role of the Nomination
Committee is to consider and review the structure, size,
composition and balance of skills, knowledge and experience
of the Board and to make recommendations to the Board with
regard to any changes. The Committee is responsible for the
supervision of the recruitment process of potential Board
appointees, considering any candidates who are put forward by
the directors and external consultants and recommending to the
Board the appointment of all directors after having interviewed
short-listed candidates. It is also responsible for making
recommendations to the Board concerning the re-appointment
of any director retiring by rotation.
The terms and conditions of appointment of all the
non-executive directors and those of the Group Chairman are
available for inspection at the Company’s registered office
during normal business hours. Each letter of appointment
specifies the anticipated level of time commitment including,
where relevant, additional responsibilities derived from
involvement with the Audit, Remuneration and Nomination
Committees. Non-executive directors and the Group Chairman
are required to confirm, on appointment, that they have
sufficient time to meet what is expected of them and to seek
the Committee Chairman’s agreement, or in the case of the
Group Chairman, the Senior Independent Director’s agreement,
before accepting additional commitments that might impact
upon the time they are able to devote to their role as a
non-executive director of the Company.

The Board also receives monthly reports, quarterly summaries
and an annual report from the Group Health, Safety and
Environmental Manager covering the Group’s health and safety
performance, periodic environmental reports and an annual
presentation covering both performance during the past year and
targets for the forthcoming year. The Board also receives
quarterly written reports from the Group Insurance Manager and
Group General Counsel covering any matters of significance.
On appointment, the directors take part in an induction
programme given by the Company Secretary during which they
receive information about the Company, the role of the Board
and the matters reserved for its decision, the terms of reference
and membership of the Board and its committees, the powers
delegated to those committees, the Company’s corporate
governance practices and procedures, including the powers
reserved to the Group’s most senior executives, and the latest
financial information. In addition to this, visits to certain of the
Group’s operations are undertaken in order for the new directors
to gain an appreciation of, and familiarise themselves with, the
business of the Group. There is also in place an ongoing
programme providing opportunities for non-executive directors
to visit various of the Group’s operations.
The Company Secretary also keeps the directors informed of
appropriate briefings, seminars and training courses and makes
the necessary arrangements for their attendance. Most
non-executive directors attended one or more briefings or
seminars relevant to their role during the year under review.
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Throughout their period in office the directors are updated on
the Group’s business and the competitive and regulatory
environments in which it operates.
Individual directors may, after consultation with the Group
Chairman, take independent legal advice in furtherance of their
duties at the Company’s expense up to a limit of £10,000 in
relation to any one event. All directors have access to the advice
and services of the Company Secretary, whose appointment or
removal is a matter reserved for the approval of the Board or
any duly delegated committee thereof.
Performance evaluation
During 2006, the performance of the directors was appraised by
the Group Chairman and the Chief Executive and, in the case of
the Chief Executive, by the Group Chairman, having consulted
with the other directors. The Group Chairman’s performance
was reviewed by Mr Balfour, with feedback being provided as
appropriate from the remainder of the Board. The Board also
conducted an evaluation of its own performance, that of its
committees, and reviewed its procedures and the matters
reserved for its decision.
The Audit Committee also conducted a review of its terms of
reference and effectiveness for the year under review.
Re-election
All directors are required by the Company’s Articles of
Association to be elected by shareholders at the first AGM
following their appointment, if appointed by the Board.
Directors must subsequently retire by rotation and may offer
themselves for re-election at the AGM at intervals of not more
than three years. The Board typically expects non-executive
directors to serve two three-year terms, although a
non-executive director may be invited to serve one additional
three-year term. Should this be the case the non-executive
director concerned would be expected to retire annually and
offer himself for re-election. Biographical details of all the
directors, including those subject to re-election, are set out on
pages 4 and 5 of this Annual report and financial statements to
enable shareholders to take an informed decision on any
re-election.

responsibility for the preparation of the financial statements and
notes and the statement by the auditors about their reporting
responsibilities are described on pages 54 and 55, respectively,
of this Annual report and financial statements.
Going-concern basis
After making enquiries, the directors have formed a judgement,
at the time of approving the financial statements and notes, that
there is a reasonable expectation that the Company has adequate
resources to continue in operational existence for the foreseeable
future. For this reason they continue to adopt the going concern
basis in preparing the financial statements and notes.
Internal control
The Board has overall responsibility for internal control,
including risk management, and sets appropriate policies having
regard to the objectives of the Group.
The Executive Committee is responsible for the identification
and evaluation for consideration by the Board of risks faced by
the Group and for designing, operating and monitoring a suitable
system of internal control embracing the policies adopted by
the Board.
The principal features of the system of internal control are:
•

An established management structure comprising the Board
with its various committees and an Executive Committee.
The Executive Committee is responsible for the operational
management and delivery against budget and forecast of the
Group, implementing resolutions of the Board, formulation
of strategy, annual budgets and other proposals for
consideration by the Board and devising and implementing
suitable policies and procedures for health and safety,
environmental, social and ethical, treasury, human resources
and information technology.

•

The Board receives comprehensive monthly reports against
the annual budget and periodic forecasts. Each division
prepares monthly trading reports (except January) with a
comparison against budget or forecast, together with
certain key performance indicators. The Board reviews
these for the Group as a whole and determines
appropriate action.

•

Documented delegated authority limits relating to
expenditure which is kept under regular review by the
Board. Larger value proposals and business acquisitions and
disposals are controlled by the Board.

•

A PFI Committee with authority to execute contractual
documentation for PFI projects where prior approval of the
Board has been given to participation in a particular PFI
project, and which reports its actions to the Board.

•

A Risk Committee, comprising the Chief Executive, Group
Finance Director, Group Internal Audit Manager, Group
Health, Safety and Environmental Manager, Group Insurance
Manager, the Company Secretary (who is its secretary) and a
representative from each of the Group’s operating divisions.

Remuneration
The level and make-up of remuneration
The Remuneration Committee, composed entirely of
independent non-executive directors, was chaired by
Mr Trapnell. The names of the Committee members are set out
in the table on page 38. The responsibilities of the Committee,
together with an explanation of how it applies the directors’
remuneration principles of the Combined Code, are set out in
the Directors’ remuneration report on pages 45 to 53.

Accountability and audit
Financial reporting
The Board aims to provide a balanced and understandable
assessment of the Company’s position and prospects. It uses the
Chairman’s statement, the detailed reviews of the performance
and financial position of the Company’s operations included in
the Directors’ report to assist with this. The directors’
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The Risk Committee meets at least four times a year, has
written terms of reference and provides copies of its
meeting minutes to the Board.
•

A General Purposes Committee, comprising any two
executive directors (one of whom shall be the Chief
Executive or, in his absence, the Group Finance Director),
with written terms of reference, which exercises certain
powers of the Board delegated to it and reports upon its
actions to the Board.

•

An Inside Information Committee, comprising the Group
Chairman, Chief Executive and Group Finance Director,
with written terms of reference, which is empowered to
assess quickly if information is inside information, release
inside information to the regulatory information service
in the event that it is not possible to convene a Board
meeting at very short notice and is responsible for setting
up and monitoring the systems and controls with regard to
inside information.

•

Manuals setting out Group policy and financial and operating
procedures, with which all Group companies must comply.
These manuals set out the necessary levels of authorisation
applicable for different transactions.

•

A risk management policy document including the Board’s
own risk management matrix as part of the Group’s internal
controls manual.

•

The Group has certain key areas which are subject to
central management or control, which include health, safety
and environmental, legal, insurance, treasury and company
secretarial. These functions report to executive directors
and operate within defined limits and levels of authority.

•

An internal audit function whose responsibility is to provide
an objective appraisal to the Board, through the Audit
Committee, of the adequacy and effectiveness of the
processes established to control the business to assist the
Board in meeting its objectives and discharging its
responsibilities.

•

One or more members of the Executive Committee and,
in most cases, either the Chief Executive or the Group
Finance Director attend each of the monthly divisional
board meetings.

•

During the course of each year members of the Executive
Committee or other senior operational and financial
management visit all trading companies, including those
located overseas, to discuss and monitor performance of
those businesses.

•

The Group has in place a whistle-blowing policy which was
reviewed in December 2006 and re-launched in January 2007
and has instituted a Group response plan to set out a
framework for dealing with any allegations of fraud,
financial misreporting and any whistle-blowing notification.

An ongoing process for identifying, evaluating and managing the
significant risks faced by all companies within the Group has
been in place for the period under review and until the date of
approval of this Annual report and financial statements. There
is also an ongoing process to embed internal control and risk
management further into the operations of the businesses, to
deal with areas of improvement which are identified from time
to time and to derive the maximum benefit to the business
through the use of risk management procedures.
The internal audit department has, since the acquisition,
conducted a number of reviews on the controls within MacLellan
which have, where appropriate, been brought in line with the
Group’s internal controls.
Internal controls are normally reviewed in September and March
by the Board, which accords with the Revised Guidance for
Directors on the Combined Code produced by the Financial
Reporting Council in October 2005.
On 14 August 2006, the Company announced that a programme
of internal reviews pursuant to an internal reorganisation had
brought to light information relating to the misstatement of
accounting balances within the former Industrial Services
division. The investigatory work confirmed that controls within
Industrial Services had been repeatedly evaded over a period of
several years. The impact of correcting these cumulative
misstatements was to reduce net assets by some £25.9 million on
a post-tax basis, together with professional costs consequential
to the investigation, which amounted to £8.3 million at the year
end. The investigation found no evidence of any such
irregularities in the accounts of the Group’s other divisions.
The deliberate nature of the control evasions enabled them to
go undetected for a prolonged period despite internal and
external audit scrutiny. In order to safeguard against similar
evasions taking place in the future, wide-ranging changes were
made to the management team of Industrial Services involving
the secondment of senior managers from across the Group to
provide leadership, to enhance operational and financial control
measures and to effect the assimilation of the Industrial Services
business into the established review and reporting systems of the
Facilities Services division.
Because of the limitations that are inherent in any system of
internal control, the Group’s system of internal control is
designed to manage rather than eliminate the risk of failure to
achieve business objectives, and can only provide reasonable,
but not absolute, assurance against material misstatement or
loss. The Board has reviewed the effectiveness of the Group’s
system of internal control for the period under review. Apart
from the evasion of internal controls mentioned above, the
Board has not identified nor been advised of any failings or
weaknesses which it has determined to be significant within
contemplation of the Combined Code.
In addition to the above, the work undertaken by KPMG LLP
(“KPMG”) as part of the forensic review during August and
September 2006 to validate the Group consolidated balance
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sheet, provided the Board with sufficient evidence of the
efficacy of the internal controls within the majority of the
Group. The Board subsequently reviewed, amended and
adopted a revised risk matrix in December 2006.
Audit Committee and auditors
The primary role of the Audit Committee is to review the
integrity of the financial reporting and audit process and to
provide an independent overview of risk management and
internal control processes and make recommendations to the
Board. In fulfilling this role the Committee oversees relations
with the external auditors and reviews the effectiveness of the
internal audit function.
The Audit Committee, composed entirely of independent
non-executive directors, was chaired by Mr Keegan. The names
and tenure in office of the Committee members are set out in
the table on page 38. The Board is satisfied that the Committee
includes members with recent and relevant financial experience.
The Committee has written terms of reference, dealing clearly
with its authority and duties, which are available on the
Company’s website at www.interserve.com.
In August 2006, the Board delegated the conduct and control of
the forensic investigation by KPMG and Linklaters into the
accounting misstatements within the Industrial Services division
(“Forensic Investigation”) to the Committee which received
periodic update reports throughout the course of the Forensic
Investigation and at its conclusion made recommendations to
the Board.
The Committee met 11 times during 2006, chaired on one
occasion by Mr Balfour, to coincide with the key dates in the
Company’s reporting cycle and to deal with the Forensic
Investigation. The external auditors and the Group Internal Audit
Manager were present at four and three of the meetings,
respectively. The Group Chairman, the Chief Executive and the
Group Finance Director attended the meetings by invitation, as
did Mr Vyse on one occasion. The Company Secretary is secretary
to the Committee. The Committee has taken the opportunity to
seek the views of the external and internal auditors in private and
both the external and internal auditors have the opportunity to
address the Committee in private at any time should they so wish.
In fulfilling its responsibility of monitoring the integrity of the
Company’s financial reports to its shareholders, the Committee
has evaluated whether they provide a true and fair view,
reviewed the appropriateness and consistency of application of
accounting policies adopted in their preparation and assessed
the basis of any major judgements and estimates. The
Committee also reviewed the audit findings, external audit
management and representation letters before signing on behalf
of the Board.
The Committee evaluated the external auditors’ performance,
reviewed and approved the external auditors’ terms of
engagement, the audit scope and fees and made a
recommendation to the Board as regards their re-appointment.
It also reviewed auditor independence and objectivity and the
effectiveness of the audit process at the end of the audit cycle.
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As part of its review of auditor independence, the Committee
has a policy for the award of non-audit work to the auditors
comprising a set of authority limits in relation to various
categories of work. After reviewing the actual fees for non-audit
work for the Group during 2006, the Committee concluded that
the nature and extent of non-audit fees did not compromise
auditor independence. Further details of the auditors’ fees are
included in note 4 to the financial statements on page 68.
The Committee monitored the role and effectiveness of the
internal audit function, in the context of the Company and the
Group’s overall risk management system, and received periodic
reports against an annually agreed work plan, which included an
assessment of management’s responses to the internal auditors’
findings and recommendations.
Having established an internal audit function in 2003, staffed
exclusively by Company employees and given the growth of the
Group over the last three years, it was concluded that the
internal audit function could be most appropriately enhanced
through the use of external consultants who are able to bring a
wider range of specialist skill to bear on the programme of work
within the annually agreed internal audit work plan.
Consequently, PricewaterhouseCoopers LLP have been appointed
to work as part of a co-sourced internal audit function.
The Committee has, during the 2006 financial year, reviewed its
terms of reference as part of its annual review of its own
effectiveness.
The Committee Chairman reports to the Board on the work
carried out, including any improvement actions required.
Copies of the minutes of Committee meetings are also circulated
to the Board.

Relations with shareholders
Dialogue with institutional shareholders
The Company encourages two-way communication with both
institutional and private investors. The Chief Executive,
accompanied by the Group Finance Director, attended
53 meetings with analysts and institutional investors during the
year ended 31 December 2006. In addition, the Chief Executive
and Group Finance Director attended a further six meetings
each, accompanied by another member of staff.
The Chief Executive arranges for the Company’s brokers to
produce a note of the feedback from institutional investors
which is reported upon at the next meeting of the Board.
All directors and the members of the Executive Committee
also have, and indeed take, the opportunity to attend
analyst briefings.
Shareholders are also kept up to date with Company affairs
through the Annual and Interim reports, trading updates and,
increasingly, the Company’s website.
Constructive use of AGM
All shareholders are given at least 20 working days’ notice of the
AGM, at which all directors and committee chairmen are
introduced and are available for questions.
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Group results and dividends
The Group profit before taxation was £15.1 million (2005:
£36.2 million). The detailed results of the Group are given in
the financial statements on pages 56 to 94 and further
comments on divisional results are given in the Operational
review on pages 8 to 21.
An interim dividend of 4.8p per 10p ordinary share was paid on
30 October 2006 and the Board recommends a final dividend of
10.6p per 10p ordinary share, making a total distribution for the
year ended 31 December 2006 of 15.4p per 10p ordinary share
(2005: 14.7p). Subject to approval of shareholders at the Annual
General Meeting (“AGM”), the final dividend will be paid on
8 June 2007 to shareholders appearing on the register at the
close of business on 23 March 2007.

Share capital
The authorised share capital of the Company is 150,000,000
ordinary shares of 10p each (£15,000,000). During the year,
9,418,230 shares were issued in connection with the acquisition
of MacLellan Group plc, the consideration for which was
0.0943 ordinary shares of 10p each plus 80p in cash for every
one ordinary share of 5p each in MacLellan Group plc. A further
165,000 shares were issued to participants in the executive share
option schemes on the exercise of options at prices of 253.25p
and 346p per ordinary share. The percentages of shares issued
non-pre-emptively in 2006 and in the period 2004 to 2006,
calculated by reference to the Company’s closing issued share
capital at 31 December 2006, were 7.74 per cent and 15.35 per
cent respectively. Excluding the effect of the MacLellan
acquisition, the percentages of shares issued non-pre-emptively
were 0.14 per cent and 0.35 per cent respectively.
As a result of the foregoing allotments, the issued share capital
at the end of the year stood at 123,739,262 ordinary shares of
10p each (£12,373,926.20).
The issued share capital at the date of this report stands at
123,739,262 (2005: 114,156,032) ordinary shares of 10p each
(£12,373,926.20) (2005: £11,415,603.20).
Details of outstanding options over shares in the Company as at
31 December 2006 are set out in note 29 to the financial
statements on page 86.
The Company has authority under a shareholders’ resolution
passed at the AGM held on 17 May 2006 to purchase up to
11,417,103 of the Company’s ordinary shares at prices ranging
between the nominal value for each share and 105 per cent of
the average of the middle market price of the ordinary shares for
the five business days immediately preceding the date on which
the Company agrees to buy the shares concerned. This authority
expires on the date of the forthcoming AGM or 17 August 2006,
whichever shall be the earlier. Shareholders will be asked to
renew the authority, which will include the purchase of shares for
treasury, for a further period of up to 15 months at the AGM.
The Companies Act 1985 requires that any shares issued wholly for
cash must first be offered to existing shareholders in proportion to
their existing holdings unless authorised to the contrary by a
resolution of the shareholders. Resolutions giving such authority

were passed at the AGM held on 17 May 2006 and at the EGM held
on 15 June 2006 in connection with the acquisition of MacLellan
Group plc. The AGM and EGM authorities were used in 2006
only in relation to the issue of shares pursuant to the executive
share option schemes and acquisition of MacLellan Group plc as
described above. Authorities to renew for one year the power
of directors to allot shares pursuant to sections 89 and 95 of the
Companies Act 1985 will be sought from shareholders at the AGM.

Directorate and directors’ interests and indemnities
The following (unless otherwise noted) have been directors
throughout the year:
Lord Blackwell* (Group Chairman)
A M Ringrose (Chief Executive)
G P Balfour* (Senior Independent Director)
L G Cullen*
S B Hagerty1
T C Jones
N F Keegan*
D A Trapnell*
J H Vyse
* Non-executive director.
1 Mr Hagerty left the Board on 20 July 2006.

As required by the Company’s Articles of Association, Messrs
Jones, Keegan and Trapnell retire by rotation and, being eligible,
offer themselves for re-election.
The directors’ beneficial interests in, and options to acquire,
ordinary shares and loan stock of the Company at the year end
are set out in the Directors’ remuneration report on pages 50
to 52 of this Annual report and financial statements.
There have been no changes in the directors’ beneficial interests
in, and options to acquire, ordinary shares and loan stock of the
Company between the year end and the date of this report.
The directors do not have any interest in any other Group company.
No director has, or has had, a material interest, directly or indirectly,
at any time during the year under review in any contract significant
to the Company’s business (other than Mr Hagerty’s interest in loan
notes issued in connection with the acquisition of Fincham Industrial
Services Limited by Bandt Holdings Limited prior to the acquisition
of Bandt plc by the Company, all of which were redeemed in full
during the year – see note 1 under Directors’ shareholdings and
share options in the Directors’ remuneration report on page 50).
Qualifying third party indemnities were put in place during the
year in respect of liabilities suffered or incurred by each director
on or after 24 March 2006. The Company also undertook to loan
such funds to a director as it, in its reasonable discretion,
considers appropriate for the director to meet expenditure
incurred by him in defending any criminal or civil proceeding or
in connection with any application under sections 144(3) or (4)
or section 727 of the Companies Act 1985 on terms which require
repayment by the director of amounts so advanced upon
conviction or final judgement being given against him. These
qualifying third party indemnities remained in force at the date
of this report. The deeds of indemnity are available for
inspection by shareholders at the Company’s registered office.
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Substantial shareholdings

Annual General Meeting resolutions

As at 12 March 2007 the Company has been notified of the
following interests in the voting rights over shares:

The resolutions to be presented at the AGM to be held on
14 May 2007, together with the explanatory notes, appear in
the separate Notice of Annual General Meeting sent to all
shareholders and which is also available on our website at
www.interserve.com.

9,421,622
8,206,700
4,896,193
3,905,279

(7.61%)
(6.63%)
(3.96%)
(3.16%)

Prudential plc
Aberforth Partners LLP
Artemis Investment Management Ltd
Legal & General Group Plc

There are no other notifiable interests, so far as the directors
are aware, in the issued share capital of the Company.

Charitable and political donations
Charitable donations made during the year amounted to £36,000
(2005: £36,000). Details of the beneficiaries of donations by the
Company are given on page 37 of the charitable giving section of
the Corporate social responsibility section of this report. No
political donations were made during the period.

Interserve House
Ruscombe Park
Twyford
Reading
Berkshire
RG10 9JU

Approved by the Board of
directors and signed on
behalf of the Board

T Bradbury
Company Secretary
12 March 2007

Creditor payment policy
It is the Group’s normal practice to agree payment terms with
its suppliers and abide by those terms. Payment becomes due
when it can be confirmed that goods and/or services have been
provided in accordance with the relevant contractual conditions.
Trade creditors for the Group (calculated in accordance with
the Companies Act 1985) at 31 December 2006 were 78 days
(2005: 66 days). The Company’s trade creditors at 31 December
2006, calculated in accordance with the requirements of the
Companies Act 1985, were 3 days (2005: 7 days). This represents
the ratio, expressed in days, between the amounts invoiced to
the Company in the year by its suppliers and the amounts due,
at the year end, to trade creditors falling due for payment
within one year.

Auditors
Resolutions to re-appoint Deloitte & Touche LLP as the Company’s
auditors and to authorise the directors to determine their
remuneration will be proposed at the forthcoming AGM.
Statement on information to auditors
Each person who is a director at the date of approval of this
report confirms that:
(a) so far as he is aware, there is no relevant audit information
of which the Company’s auditors are unaware; and
(b) he has made such enquiries of his fellow directors and of the
Company’s auditors and has taken such other steps as were
required by his duty as a director of the Company to exercise
due care, skill and diligence in order to make himself aware
of any relevant audit information and to establish that the
Company’s auditors are aware of that information.
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Cautionary statement
The Directors’ report (the “Report”) set out above has been
prepared solely for existing members of the Company in
compliance with UK company law and the Listing Rules of the
Financial Services Authority. The Company, the directors and
employees accept no responsibility to any other person for
anything contained in the Report. The directors’ liability for the
Report is limited, as provided in the Companies Act 2006.
The Company’s auditors report to the Board whether, in their
opinion, the information given in the Report is consistent with the
financial statements, but the Report is not audited. Statements
made in this Report reflect the knowledge and information
available at the time of its preparation. The Report contains
forward-looking statements in respect of the Group’s operations,
performance, prospects and financial condition. By their nature,
these statements involve uncertainty. In particular, outcomes
often differ from plans or expectations expressed through
forward-looking statements, and such differences may be
significant. Assurance cannot be given that any particular
expectation will be met. No responsibility is accepted to update
or revise any forward-looking statement, resulting from new
information, future events or otherwise. Liability arising from
anything in this Annual report and financial statements shall be
governed by English Law. Nothing in this Annual report and
financial statements should be construed as a profit forecast.

Directors’ remuneration report

Introduction
This report has been prepared by the Remuneration Committee
(the “Committee”) and approved by the Board of Interserve Plc.
The report complies with the Directors’ Remuneration Report
Regulations 2002 (the “Regulations”), meets the relevant
requirements of the Listing Rules of the Financial Services
Authority and explains how the Company has complied with the
principles and provisions of the Combined Code. A resolution to
approve this report will be proposed at the Annual General
Meeting (“AGM”) of the Company.
The Regulations require the auditors to report to the Company’s
members on the auditable section of this report and to state
whether in their opinion that part of the report has been
properly prepared in accordance with the Companies Act 1985
(as amended by the Regulations). The report has therefore been
divided into separate sections containing unaudited and audited
information. Pages 45 to 48 of this report contain unaudited
information and pages 49 to 53 (beginning with Directors’
emoluments and compensation and ending with Directors’
pension entitlements) contain audited information.

Remuneration Committee
The Board is responsible for determining the remuneration of
all directors and the Company Secretary. It has delegated
responsibility for determining the remuneration of the Group
Chairman, the executive directors and the Company Secretary,
to the Committee. The terms of reference of the Committee are
available on the Company’s website at www.interserve.com and
on request.

No member of the Committee has any personal financial interest
in the Company (other than as a shareholder), any conflict of
interest arising from cross-directorships, or any day-to-day
involvement in running the business.
In determining the executive directors’ remuneration, the
Committee consulted with and received recommendations from
Mr Ringrose, the Chief Executive. The Committee also received
advice from New Bridge Street Consultants LLP, Sacker &
Partners LLP, Wragge & Co LLP and Mr Bradbury, the Company
Secretary, which materially assisted the Committee in relation
to the 2006 financial year. New Bridge Street Consultants LLP,
appointed by the Committee during 2001, also carried out work
for the Company in relation to valuation of share incentives.
Sacker & Partners LLP, who were appointed by the Committee,
are advisers to the Interserve Pension Scheme and also provide
advice to the Group on pension-related matters from time to
time. Wragge & Co LLP, who were appointed by the Committee,
provide legal services to the Group.

Remuneration policy
Executive directors’ remuneration packages are designed to
attract, retain and motivate directors of the quality required to
improve the Company’s performance, to align the interests of
the executive directors with those of the shareholders and to
reward them for enhancing shareholder value. The determination
of the executive directors’ annual remuneration packages is
undertaken by the Committee in accordance with this policy
and will be the subject of regular review during this and future
financial years.

The Committee’s role is, after consultation with the Group
Chairman and/or the Chief Executive (except where conflicted),
to set the remuneration policy and determine the individual
remuneration and benefit packages of the Group Chairman, the
Chief Executive and the senior management team, comprising
the executive directors, the Company Secretary and the other
senior executives below the Board who report to the Chief
Executive. This includes formulating for Board approval
long-term incentive plans which require shareholder consent and
overseeing their operation. The Committee also monitors the
terms of service for, and level and remuneration structure of,
other senior management.

In accordance with the comprehensive review of executive
directors’ remuneration packages conducted in 2005 the main
elements of the remuneration package for executive directors
for 2007 and beyond will be:
•

basic annual salary and benefits;

•

annual bonus payments with a requirement to invest a
proportion of the bonus in Company shares;

•

participation in a long-term incentive plan – the Interserve
Performance Share Plan 2006; and

The non-executive directors who have served on the Committee
during the year are:

•

pension arrangements.

D A Trapnell
G P Balfour
Lord Blackwell
L G Cullen
N F Keegan

The remuneration of the non-executive directors is determined
by the Board and reviewed biennially within the limits set out in
the Articles of Association and is designed to attract and retain
non-executive directors of sufficient calibre to undertake the
responsibilities entrusted to them. Non-executive directors do
not receive a bonus or participate in any incentive
arrangements.

(Chairman)
(from 31 August 2006)

all of whom the Board regards as independent.
The Committee meets as often as is necessary to discharge its
duties and met eight times during the year ended 31 December
2006. The Chief Executive and Group Finance Director are
invited to attend meetings as appropriate. They are not present
when matters affecting their own remuneration arrangements
are considered.

Basic annual salary and benefits
The executive directors’ salaries are reviewed by the Committee
annually for implementation from 1 July in each year. Ad hoc
reviews can also be made. In deciding upon appropriate salary
levels, the Committee takes in to account current remuneration
trends, relative up-to-date information from the comparator
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group, the provisions of Schedule A to the Combined Code and
increases in pay across the Group.
In addition to basic salary, the executive directors receive
certain benefits-in-kind, principally a fully-expensed car or car
allowance and medical and permanent health insurance.

Annual bonus payments
The Committee establishes performance conditions annually
which govern the amount of bonus payable to the executive
directors in respect of each financial year, subject to a maximum
bonus of 100 per cent of basic salary.
Performance conditions under the 2006 bonus scheme were
based on the achievement of International Financial Reporting
Standards (“IFRS”), as applied to the 2006 budget, normalised
earnings per share, i.e. basic earnings per share adjusted to
remove the effects of IAS 19 Employee Benefits, IAS 36
Impairment of Assets and IAS 39 Financial Instruments, and any
other items determined by the Committee. The performance
conditions were set such that 50 per cent of base salary would
be payable upon achievement of budgeted EPS, with an entry
point target EPS and upper level EPS set to provide a bonus
range between 33.33 per cent and 100 per cent of base salary.
A performance below the entry point target EPS would result in
no bonus becoming payable.
Under the rules of the 2006 bonus scheme, a percentage of the
net bonus receivable in excess of 25 per cent of base salary was,
unless the executive director was within three years of
retirement, required to be invested in Company shares according
to the following arrangement:
(a) for the balance of any bonus between 25 per cent and
50 per cent of base salary, 30 per cent of the net cash
bonus was required to be invested in Company shares and
70 per cent was permitted to be retained in cash; and
(b) for the balance of a bonus payable between 50 per cent and
100 per cent of base salary, 50 per cent of the net cash
bonus was required to be invested in Company shares and
50 per cent was permitted to be retained in cash.

extent that Investment Shares are retained for a three-year
period, the participant remains employed and if certain
conditions are satisfied, they will receive free shares from
the Company (“Free Shares”) that will “match” the number
of Investment Shares deemed acquired (on a pre-tax basis)
and retained.
Awards made under the first and second cycle of the Share
Matching Plan, in connection with the bonuses earned in 2002
and 2004, respectively, are set out on page 51 of this report.
Share option schemes
The earliest executive share option scheme under which options
are still outstanding (the “1997 Scheme”) was introduced on
17 April 1997. There are currently options granted under the
1997 Scheme which remain unexercised, the details of which are
set out on page 50 of this report. Options will no longer be
granted under the 1997 Scheme.
The Interserve Plc 2002 Executive Share Option Scheme (the
“2002 Scheme”) was introduced following its approval at the
AGM on 9 May 2002.
Options granted to executive directors under the 2002 Scheme
since its introduction, together with the performance conditions
attaching thereto, are set out on page 50 of this report. There
are currently no plans to grant any further options under the
2002 Scheme.
Since the adoption of IFRS by the Group, the Committee has
used IFRS performance conditions, where performance is
tested against a base year by reference to EPS. However, in
determining whether any particular performance condition has
been achieved for the purpose of permitting the exercise of an
option where EPS for the applicable base year was set under UK
GAAP, the EPS calculated under IFRS is translated into UK GAAP
by reference to the UK GAAP applicable for the base year of
the grant.
No amendments are proposed to be made to the terms and
conditions of any entitlement of an executive director to share
options. Non-executive directors are not eligible to participate
in the Group’s share option schemes.

Company shares so acquired must be held for three years.
Similar arrangements will also form the basis of the 2007 bonus
scheme, the performance conditions for which will be based on
the achievement of normalised EPS (as defined above) against
the 2007 budget.

Share incentives
Share Matching Plan
The Share Matching Plan was introduced following its approval at
the AGM on 9 May 2002. No further awards are to be made under
the Share Matching Plan following the introduction of the
Performance Share Plan in 2006. Under this arrangement
participants were required to invest up to 50 per cent of their
net annual cash bonus in Company shares (“Investment Shares”).
The percentage of bonus applicable for each year (not exceeding
50 per cent) was determined annually by the Committee. To the
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Performance Share Plan
The Performance Share Plan (the “Plan”) was approved by
shareholders at the AGM held on 17 May 2006.
Under the Plan, the Committee may make awards over shares
(“Awards”) annually to selected executives representing a
market value of no greater than 150 per cent of basic salary per
individual calculated on the date of the Award. Performance
conditions are attached to any Awards made, which are
measured over a three-year performance period and, subject to
the quanta of the performance conditions achieved (if any),
Awards will vest in full or in part no earlier than the third
anniversary of grant.

Directors’ remuneration report continued

Awards made in 2006 were limited to 100 per cent of basic
salary for the most senior executives, with lower Award levels
for less senior executives. The Awards will vest no earlier than
the third anniversary of grant, provided that the performance
conditions have been satisfied and the participant is still
employed. Details of Awards made to the executive directors
in 2006, together with the performance conditions attaching
thereto, are set out on page 52 of this report.
Dividends notionally accrue on Awards from the date of award
and an equivalent cash sum will become payable on vesting to
the extent that the shares ultimately vest.
The Committee considers that a combination of normalised
EPS and Total Shareholder Return (“TSR”) remains the most
appropriate measure of performance for Awards made under
the Plan for the following reasons:
•

the EPS target rewards significant and sustained increases
in value that would be expected to flow through into
shareholder value. This also delivers strong “line of sight”
for the executive directors as it is straightforward to
evaluate and communicate;

•

the addition of the TSR performance condition to the
long-term incentive arrangements provides a balance to the
package (particularly compared to the previous package,
which was entirely EPS-focused). TSR rewards good relative
stock market performance and ensures that there is still a
share price-based discipline in the package in the absence
of options. Many of the comparator companies are
recognised by management as competitors of the Company,
which ensures that this is an effective incentive from the
management’s perspective; and

•

the HM Revenue & Customs limits in force prior to 5 April 2006
(“Cap”), for which the executive directors make a contribution
of 8 per cent of their Capped salary. An equivalent Scheme cap
on accrual and contributions (other than for Mr Ringrose) applies
since 5 April 2006. After 5 April 2006, Mr Ringrose’s contributions
are 8 per cent of basic salary and there is no Scheme cap on his
pension accrual.
In the event of death in service, the executive directors in the
Scheme are covered for a lump sum benefit of four times basic
salary (subject to HM Revenue & Customs limits) payable by the
Trustee of the Scheme at its discretion to one or more of their
dependants. In addition, a pension would be payable to
their spouse.
The normal retirement age for executive directors was 60 years
of age. However, in view of the Employment Equality (Age)
Regulations 2006, an executive director will now be entitled to
elect to retire between reaching the ages of 60 and 65 and may,
upon reaching 65 years of age, request the Company to agree to
their deferring their retirement beyond the age of 65. There are
no unfunded or unapproved pension promises or similar
arrangements for directors.

Executive directors’ service contracts
The Company’s policy on the duration of directors’ service
contracts is that all newly appointed executive directors should
have contracts terminable at any time on one year’s notice save
where it is necessary to offer longer notice periods to any new
directors recruited from outside the Group, in which case such
periods would be reduced to one year after an initial period.
Details of service contracts of the executive directors who held
office during the financial year ended 31 December 2006 are
summarised as follows:

whilst TSR can be sensitive to the precise measurement
period, the combination of EPS and TSR is a more consistent
basis for measurement.

Shareholding Guidelines
In June 2006, the Committee introduced Shareholding Guidelines
for executive directors with the effect that executive directors
are expected to retain no fewer than 50 per cent of shares net
of taxes following an option exercise or Award vesting, until such
time as a shareholding equivalent to 100 per cent of base salary
has been achieved. Shares purchased under the annual bonus
arrangements also count toward this limit.
Dilution limits
At 31 December 2006 there remained 5,622,871 shares over
which options may be granted under the Company’s share
schemes. All exercises of options granted under the 1997 and
2002 Schemes and most likely the Plan will be satisfied by the
issue of new shares.

Pension arrangements
All executive directors are members of the defined benefits
section of the Interserve Pension Scheme (the “Scheme”). In
general the Scheme provides a pension on retirement equal to
1/60 of basic annual salary for each year and proportionately for
each month of pensionable service, subject to this not exceeding

Name
S B Hagerty1
T C Jones
A M Ringrose
J H Vyse

Date of
contract
13 December 2001
1 August 2003
13 December 2001
13 December 2001

Unexpired
term at
12 March 2007
see note 1 below
indefinite
indefinite
indefinite

Notice
period
n/a
one year
one year
one year

1 Mr Hagerty left the Board on 20 July 2006.

In the event of the termination of any service contract the
policy of the Company would be not to make payments beyond
its contractual obligations.
The service contracts provide that if the contract is terminated
summarily (for reasons other than gross misconduct), liquidated
damages equal to the executive’s annual basic salary are
payable. The executive’s entitlement to this payment would not
be affected if the executive was in fact able to reduce his loss
by obtaining alternative employment during the normal notice
period. There are no provisions entitling the executive to
terminate his employment or receive damages in the event of
a change in control of the Company. Copies of the service
contracts are available for inspection by shareholders at
the AGM.
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None of the executive directors, save for Mr Ringrose, who is a non-executive director of the Business Services Association,
hold non-executive directorships at other companies.

Group Chairman and non-executive directors
Non-executive directors are appointed initially until the first AGM of the Company following appointment when they are required to
stand for re-election and, subject to their re-election, thereafter for a maximum period of three years, renewable on the agreement
of both the Company and the director. These appointments are terminable upon one month’s notice by either party, without
compensation, save for the Group Chairman whose appointment is terminable upon six months’ notice by either party, without
compensation. The fees of the non-executive directors are determined by the Board as a whole, taking into account amounts paid
by other similar-sized companies within the FTSE 350 index. Details of non-executive appointments are as follows:
Name
G P Balfour
Lord Blackwell
L G Cullen
N F Keegan*
D A Trapnell*

Date first appointed
1 January 2003
1 September 2005
1 October 2005
11 July 2003
11 July 2003

Date last re-elected
17 May 2005
17 May 2006
17 May 2006
13 May 2004
13 May 2004

* To retire by rotation at the forthcoming AGM and, being eligible, will offer themselves for re-election.

Copies of the individual contracts of appointment are available for inspection by shareholders at the AGM.

Performance graph
The graph below, which has been included as required by the Regulations, shows a comparison of the TSR for the Company’s shares
for each of the last five financial years against the TSR for the companies comprising the Support Services sector of the FTSE All-Share
Index. This was chosen for comparison because it includes the most appropriate readily available group against which the
performance of the Company may be judged.

Value of hypothetical £100 holding

The graph demonstrates the value on 31 December 2006 of £100 invested in Interserve Plc on 31 December 2001 compared with the
value of £100 invested in the Support Services sector of the FTSE All-Share Index.
£200

Interserve
FTSE Support Services

£150
£100
£50
£0
2001

2002

Source: Thompson Financial
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The following information has been audited:

Directors’ emoluments and compensation
Aggregate directors’ remuneration
The total amounts for directors’ remuneration were as follows:

Emoluments

Total
2006
£

Total
2005
£

2,014,843

2,303,282

Compensation for loss of office

Nil

Nil

Gains made on the exercise of share options

Nil

57,664

31,554

Nil

Nil

Nil

Amounts received under long-term incentive schemes
Money purchase pension contributions

The following table sets out details of the emoluments and compensation paid or receivable by each director in respect of qualifying
services during the financial year ended 31 December 2006:
Basic
salary
and fees
£

G P Balfour
Lord Blackwell

Other cash
emoluments
£

Benefits
in kind
£

Termination
payment
£

Annual
bonuses
£

Total
2006
£

Total
2005
£

48,000

–

-

–

–

48,000

37,500

100,000

-

–

–

–

100,000

16,700

33,000

-

–

–

–

33,000

6,800

S B Hagerty1

117,711

7,674

547

276,503

-

402,435

426,599

T C Jones

265,000

13,935

2,349

–

151,965

433,249

503,282

38,000

-

–

–

–

38,000

30,500

331,000

7,527

18,557

–

193,410

550,494

622,032

L G Cullen

N F Keegan
A M Ringrose

36,000

-

–

–

–

36,000

30,250

228,875

13,935

994

–

129,861

373,665

442,619

Total 2006

1,197,586

43,071

22,447

276,503

475,236

2,014,843

-

Total 2005

1,255,750

41,805

37,812

-

967,915

-

2,303,282

D A Trapnell
J H Vyse
Former directors

187,000

1 Mr Hagerty left the Board on 20 July 2006.

The bonuses set out above represent a payment of 55.26 per cent of base salary under the 2006 bonus scheme.
The aggregate emoluments and compensation disclosed above do not include any amounts for the value of options to acquire
ordinary shares in the Company granted to or held by the directors. Mr Ringrose is also a non-executive director of the Business
Services Association, for which he receives no director’s fee.
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Directors’ shareholdings and share options
The following table sets out details of the beneficial interests in shares and share options held by or granted to each director during
the year:
Name

Ordinary shares of 10p each

Options over ordinary shares of 10p each
Exercised
during
year

Lapsed
during
year

31.12.06
or date of
cessation

Exercise
price
pence

Market price
at exercise
date
pence

Exercise period

01.01.06

31.12.06

01.01.06

Granted
during
year

G P Balfour

2,000

2,000

-

-

-

-

-

-

-

-

Lord Blackwell

3,000

3,000

-

-

-

-

-

-

-

-

L G Cullen

2,000

3,000

-

-

-

-

-

-

-

-

71,164

71,164+

SB

Hagerty1

T C Jones

N F Keegan
A M Ringrose

D A Trapnell
J H Vyse

9,630

21,310

91,330

-

-

-

91,330a+

346.00

-

14.06.03 – 13.06.07

8,670

-

-

-

8,670a+

346.00

-

14.06.03 – 13.06.10

30,000

-

-

-

30,000b+

542.50

-

26.03.04 – 25.03.08

45,000

-

-

-

45,000b+

566.50

-

19.03.05 – 18.03.09

139,000

-

-

-

139,000c+

253.25

-

26.05.07 – 25.05.14

107,144

-

-

-

107,144e+

359.33

-

14.03.08 – 13.03.15

11,846

-

-

-

11,846c

253.25

-

26.05.07 – 25.05.14

156,154

-

-

-

156,154c

253.25

-

26.05.07 – 25.05.14

126,068

-

-

-

126,068e

359.33

-

14.03.08 – 13.03.15

2,000

2,000

-

-

-

-

-

-

-

48,816

65,420

24,471

-

-

-

24,471b

-

542.50

-

26.03.04 – 25.03.08

5,529

-

-

-

5,529b

542.50

-

26.03.04 – 25.03.11

45,000

-

-

-

45,000b

566.50

-

19.03.05 – 18.03.09

200,000

-

-

-

200,000d

205.83

-

23.04.06 – 22.04.13

253.25

-

26.05.07 – 25.05.14

359.33

-

14.03.08 – 13.03.15

-

-

-

200,000

-

-

-

200,000c

150,280

-

-

-

150,280e

2,000

2,000

-

-

-

-

-

23,708

36,510

15,000

-

-

-

15,000a

346.00

-

14.06.03 – 13.06.07

30,000

-

-

-

30,000b

542.50

-

26.03.04 – 25.03.08

39,705

-

-

-

39,705b

566.50

-

19.03.05 – 18.03.09

5,295

-

-

-

5,295b

566.50

-

19.03.05 – 18.03.12

139,000

-

-

-

139,000c

253.25

-

26.05.07 – 25.05.14

112,710

-

-

-

112,710e

359.33

-

14.03.08 – 13.03.15

The market price of the shares as at 31 December 2006 was 401.0p. The highest and lowest market prices of ordinary shares during
the financial year were 429.0p and 260.0p respectively.
+

As at 20 July 2006, being the date Mr Hagerty left the Board. All options outstanding on 20 July 2006 subsequently lapsed unexercised on 14 December 2006.

1

On 7 April 2006, £550,000 unsecured loan notes issued by Bandt Holdings Ltd, which had been held by a nominee company on behalf of Mr Hagerty, were redeemed in full, leaving nil
outstanding (2005: £550,000).

a

The performance condition attached to these options is that over a three-year period the Company’s performance, in terms of EPS growth, must exceed the growth in the RPI by an
average of 2 per cent per year.

b

The performance condition attached to these options is that over a three-year period the Company’s performance in terms of EPS growth, must exceed the growth in the RPI by an
average of 4 per cent per year.

c

The performance condition attached to these options is that over a three-year period in respect of the first third of an option, the Company’s EPS growth must exceed the growth in
the RPI by an average of at least 10 per cent per year; in respect of the second third of an option, the Company’s EPS growth must exceed the growth in the RPI by an average of at
least 15 per cent per year; and in respect of the final third of an option, the Company’s EPS growth must exceed the growth in RPI by an average of at least 20 per cent per year.
To the extent that the performance conditions are not satisfied by the third anniversary of grant, the option lapses.

d

The performance condition attached to this option is that over a three-year period in respect of the first third of an option, the Company’s EPS growth must exceed the growth in the
RPI by an average of at least 3 per cent per year; in respect of the second third of an option, the Company’s EPS growth must exceed the growth in the RPI by an average of at least
4 per cent per year; and in respect of the final third of an option, the Company’s EPS growth must exceed the growth in the RPI by an average of at least 7 per cent per year. To the
extent that the performance conditions are not satisfied by the fifth anniversary of grant, the option lapses.

e

The performance condition attached to these options is that over a three-year period in respect of the first third of an option, the Company’s EPS growth must exceed the growth in
the RPI by an average of at least 3 per cent per year; in respect of the second third of an option, the Company’s EPS growth must exceed the growth in the RPI by an average of
between 3 and 9 per cent per year; and in respect of the final third of an option, the Company’s EPS growth must exceed the growth in the RPI by an average of at least 9 per cent
per year. To the extent that the performance conditions are not satisfied by the third anniversary of grant, the option lapses.
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Share Matching Plan
Maximum
potential
number of
matching
“Free Shares”*
31.12.06
or date of
cessation

Date of
award

Mid-market
price on
award date
pence

Maximum
potential
number of
matching
“Free Shares”*
01.01.06

Awarded
during
year

Vested
during
year

Lapsed
during
year

S B Hagerty

07.04.03

188.50

16,750

–

–

–

08.04.05

349.50

13,970

–

–

–

13,970+

–

31.12.04 – 31.12.07§

T C Jones

08.04.05

349.50

16,437

–

–

–

16,437

–

31.12.04 – 31.12.07§

A M Ringrose

02.04.03

173.50

14,854

–

3,713

11,141

–

397.00

31.12.02 – 31.12.05#

08.04.05

349.50

19,594

–

–

–

19,594

–

31.12.04 – 31.12.07§

02.04.03

173.50

16,941

–

4,235

12,706

–

397.00

31.12.02 – 31.12.05#

08.04.05

349.50

14,695

–

–

–

14,695

–

31.12.04 – 31.12.07§

Name

J H Vyse

Market
price on
vesting date
pence

Performance period
for matching award

–

31.12.02 – 31.12.05#

16,750+

+ As at 20 July 2006, being the date Mr Hagerty left the Board. Mr Hagerty’s 2003 and 2005 awards lapsed in full on 6 October 2006 and 14 December 2006 respectively.
* The number of matching “Free Shares” is the maximum (a match of 1:1) that could be receivable by the executive if performance conditions set out below are fully met:
# Average annual EPS growth
over three-year period after award
Less than RPI + 3%
RPI + 3%
RPI + 3% to 12%
RPI + 12%
§ Average annual EPS growth
over three-year period after award
RPI + 3%
RPI + 3% to 12%
RPI + 12%

Level of match (i.e. number of
“Free Shares” to number of Investment
Shares deemed acquired or retained)
0.25:1
0.5:1
0.5 to 1:1 (pro-rated)
1:1
Level of match (i.e. number of
“Free Shares” to number of Investment
Shares deemed acquired or retained)
0.5:1
0.5 to 1:1 (pro-rated)
1:1
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Performance Share Plan

Name

S B Hagerty

Date of
award

Mid-market
price on
award date
pence

Awards over
ordinary
shares of
10p each
01.01.06

Awarded
during
year

Vested
during
year

Lapsed
during
year

21.06.06

368.50

-

56,769

-

-

Awards over
ordinary
shares of
10p each*
31.12.06
or date of
cessation

56,769+

Market
price on
vesting date
pence

Performance period

-

01.01.06 – 31.12.09

T C Jones

21.06.06

368.50

-

68,365

-

-

68,365

-

01.01.06 – 31.12.09

A M Ringrose

21.06.06

368.50

-

83,914

-

-

83,914

-

01.01.06 – 31.12.09

J H Vyse

21.06.06

368.50

-

59,718

-

-

59,718

-

01.01.06 – 31.12.09

+ As at 20 July 2006, being the date Mr Hagerty left the Board. Mr Hagerty’s 2006 award lapsed in full on 14 December 2006.
* The maximum number of shares that could be receivable by the executive if performance conditions set out below are fully met:
The EPS Performance Condition
EPS growth of the Company over
the performance period
Less than RPI + 12%
RPI + 12%
RPI + 12% to RPI + 30%
RPI + 30%

Vesting percentage of 50% of
shares subject to the award
0%
30%
30% to 100% (pro-rated)
100%

The TSR Performance Condition
This condition is determined by comparing the Company’s TSR performance to the TSR of each of sixteen comparator companies drawn from the Construction and Materials, and Support
Services sectors.
TSR ranking of the company compared to the
comparator group over the performance period
Below median ranking
Median ranking (top 50%)
Median to upper quartile ranking (top 25%)
Upper quartile ranking

Vesting percentage of 50% of
shares subject to the award
0%
30%
30% to 100% (pro-rated)
100%

The directors’ interests set out in the foregoing tables were as at 31 December 2006. There have been no changes between the year
end and the date of this report. There have been no variations to the terms and conditions or performance criteria for options or
awards during the financial year.
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Directors’ pension entitlements
Four executive directors of the Company earned pension benefits in the Interserve Pension Scheme (the “Scheme”) which is a
defined benefit pension scheme.
Defined benefit scheme
The following table sets out the change in each executive director’s accrued pension entitlements under the Scheme during the year
and accrued benefits in the Scheme at the year end, together with the cash equivalent transfer value (“Transfer Value”) of each
executive director’s accrued benefits under the Scheme, calculated in a manner consistent with “Retirement Benefit Scheme –
Transfer Values (GN11)” published by the Institute of Actuaries and the Faculty of Actuaries.
Transfer
Value of real
increase
Increase
in accrued
in Transfer
pension (less
Value less
directors
directors’
contributions) contributions
£
£

Accrued
pension
31.12.05
£

Transfer
Value
31.12.05
£

Real
increase
in accrued
pension
in the year
£

S B Hagerty

9,152

70,000

1,461

1,708

14,000

T C Jones

4,253

26,000

1,816

1,931

6,000

A M Ringrose

29,067

144,000

10,539

11,324

J H Vyse

27,783

440,000

2,147

2,897

Name

1

Increase
in accrued
pension
£

Accrued
pension
31.12.061
£

Transfer
Value
31.12.06
£

44,000

10,860

119,000

16,000

6,184

51,000

55,000

125,000

40,390

289,000

29,000

84,000

30,679

533,000

The Transfer Values disclosed above do not represent a sum paid or payable to the individual executive director. Instead they represent a potential liability of the Scheme.

Non-executive directors’ fees are not pensionable and therefore they have not been included in the above table.
Members of the Scheme have the option to pay Additional Voluntary Contributions. Neither the contributions nor the resulting
benefits are included in the above tables.
Approval
This report was approved by the Board of Directors on 12 March 2007 and signed on its behalf by:

D A Trapnell
Chairman of the Remuneration Committee
12 March 2007
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Directors’ responsibility statement

The directors are responsible for preparing the Annual report
and the financial statements and notes. The directors are
required to prepare financial statements and notes for the Group
in accordance with International Financial Reporting Standards
(“IFRS”) and have chosen to prepare Company financial
statements and notes in accordance with United Kingdom
Generally Accepted Accounting Practice (“UK GAAP”).
In the case of UK GAAP financial statements, the directors are
required to prepare financial statements and notes for each
financial year which give a true and fair view of the state of
affairs of the Company and of the profit or loss of the Company
for that period. In preparing these financial statements and
notes, the directors are required to:
•

select suitable accounting policies and then apply them
consistently;

•

make judgments and estimates that are reasonable and
prudent; and

•

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

In the case of IFRS financial statements, International Accounting
Standard 1 requires that financial statements and notes present
fairly for each financial year the Company’s financial 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
criteria for assets, liabilities, income and expenses set out in the
International Accounting Standards Board’s Framework for the
Preparation and Presentation of Financial Statements. In virtually
all circumstances, a fair presentation will be achieved by
compliance with all applicable IFRSs. Directors are also
required to:
•

properly select and apply accounting policies;

•

present information, including accounting policies, in a
manner that provides relevant, reliable, comparable and
understandable information; and

•

provide additional disclosures when compliance with the
specific requirements in IFRS is insufficient to enable users
to understand the impact of particular transactions, other
events and conditions on the entity’s financial position and
financial performance.

The directors 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 reasonable 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 1985.
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Independent auditors’ report to the members of Interserve Plc

We have audited the Group financial statements of Interserve
Plc for the year ended 31 December 2006 which comprise the
Consolidated income statement, the Consolidated balance sheet,
the Consolidated cash flow statement, the Consolidated
statement of recognised income and expense and the related
notes 1 to 36. These Group financial statements have been
prepared under the accounting policies set out therein. We have
also audited the information in the Directors’ remuneration
report that is described as having been audited.
We have reported separately on the parent company
financial statements of Interserve Plc for the year ended
31 December 2006.
This report is made solely to the Company’s members, as a body,
in accordance with section 235 of the Companies Act 1985. Our
audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to
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 other than the Company and the
Company’s 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 directors’ responsibilities for preparing the Annual report,
the Directors’ remuneration report and the Group financial
statements in accordance with applicable law and International
Financial Reporting Standards (IFRSs) as adopted by the European
Union are set out in the Directors’ responsibility statement.
Our responsibility is to audit the Group financial 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 the Group financial
statements give a true and fair view, whether the Group
financial statements have been properly prepared in accordance
with the Companies Act 1985 and Article 4 of the IAS Regulation
and whether the part of the Directors’ remuneration report
described as having been audited has been properly prepared in
accordance with the Companies Act 1985. We also report to you
whether in our opinion the information given in the Directors’
report is consistent with the Group financial statements.
In addition we report to you if, in our opinion, we have not
received all the information and explanations we require for our
audit, or if information specified by law regarding directors’
remuneration and other transactions is not disclosed.
We review whether the Corporate governance statement reflects
the Company’s compliance with the nine provisions of the 2003
Combined Code specified for our review by the Listing Rules of
the Financial Services Authority, and we report if it does not.
We are not required to consider whether the Board’s statements
on internal control cover all risks and controls, or form an
opinion on the effectiveness of the Group’s corporate
governance procedures or its risk and control procedures.

We read the other information contained in the Annual report
as described in the contents section and consider whether it is
consistent with the audited Group financial statements. We
consider the implications for our report if we become aware of
any apparent misstatements or material inconsistencies with the
Group financial statements. Our responsibilities do not extend to
any further information outside the Annual report.

Basis of audit opinion
We conducted our audit in accordance with International
Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audit includes examination, on a test basis,
of evidence relevant to the amounts and disclosures in the
Group financial statements and the part of the Directors’
remuneration report to be audited. It also includes an
assessment of the significant estimates and judgments made
by the directors in the preparation of the Group financial
statements, and of whether the accounting policies are
appropriate to the Group’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
order to provide us with sufficient evidence to give reasonable
assurance that the Group financial statements and the part of
the Directors’ remuneration report to be audited 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 in the
Group financial statements and the part of the Directors’
remuneration report to be audited.

Opinion
In our opinion:
•

the Group financial statements give a true and fair view, in
accordance with IFRSs as adopted by the European Union, of
the state of the Group’s affairs as at 31 December 2006 and
of its profit for the year then ended;

•

the Group financial statements have been properly prepared
in accordance with the Companies Act 1985 and Article 4 of
the IAS Regulation;

•

the part of the Directors’ remuneration report described as
having been audited has been properly prepared in
accordance with the Companies Act 1985; and

•

the information given in the Directors’ report is consistent
with the Group financial statements.

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
London, United Kingdom
12 March 2007
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Consolidated income statement for the year ended 31 December 2006

Year ended 31 December 2005#

Year ended 31 December 2006

Notes

Before
exceptional
items and
amortisation
of intangible
assets
£million

Total
£million

Before
exceptional
items and
amortisation
of intangible
assets
£million

Exceptional
items and
amortisation
of intangible
assets
£million

Exceptional
items and
amortisation
of intangible
assets
£million

Total
£million

2

1,408.5

-

1,408.5

1,214.5

-

1,214.5

-

(1,243.9)

(1,073.1)

-

(1,073.1)

Continuing operations
Revenue

(1,243.9)

Cost of sales
Gross profit
Other operating income
Distribution costs
Administrative expenses

164.6

-

164.6

141.4

-

-

-

-

0.1

-

0.1

141.4

(28.0)

-

(28.0)

(27.6)

-

(27.6)

(92.2)

-

(92.2)

(83.6)

-

(83.6)

Amortisation of acquired intangible assets

4

-

(2.1)

(2.1)

-

-

-

Impairment of goodwill

5

-

(30.0)

(30.0)

-

-

-

Other exceptional costs

5

-

(12.2)

(12.2)

-

-

(44.3)

(136.5)

(92.2)

Total administrative expenses
Profit on disposal of property and investments

5

-

Operating profit

44.4

Share of result of associates and joint ventures

11.8

Total operating profit

56.2

Investment revenue

7

33.8

Finance costs

8

(31.9)

Profit before tax
Tax (charge)/credit

9

Profit for the year

1.3
(43.0)

(83.6)

-

(83.6)

1.3

-

0.2

0.2
30.5

1.4

30.3

0.2

11.8

6.7

-

6.7

13.2

37.0

0.2

37.2

-

33.8

27.4

-

27.4

-

-

(28.4)

(43.0)

(31.9)

(28.4)

58.1

(43.0)

15.1

36.0

(17.9)

3.9

(14.0)

(11.9)

40.2

(39.1)

1.1

24.1

0.2

24.3

37.5

(39.1)

(1.6)

21.5

0.2

21.7

2.7

2.6

-

2.6

1.1

24.1

0.2

24.3

0.2
-

36.2
(11.9)

Attributable to:
Equity holders of the parent

2.7

Minority interest

40.2
Earnings per share

(39.1)

11

Basic

(1.4p)

19.0p

Diluted

(1.3p)

18.9p

#

Restated (see note 35)
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Consolidated statement of recognised income and expense
for the year ended 31 December 2006

Notes

(6.5)

Exchange differences on translation of foreign operations

0.2

Gain on available-for-sale financial assets

24.1

33

7.7

(4.4)

9

(7.3)

(0.4)

12.1

4.8

Profit for the year
Total recognised income for the year
Total recognised income

(18.4)

Net income recognised directly in equity

Prior periods adjustment – correction of accounting misstatement (net of tax)

3.9

4.7

Gains on available-for-sale financial assets (joint ventures)
Deferred tax on items taken directly to equity

Year ended
31 December
2005#
£million

13.3

Gains/(losses) on cash flow hedges (joint ventures)
Actuarial gains/(losses) on defined benefit pension schemes

Year ended
31 December
2006
£million

35

1.1

24.3

13.2

29.1

–

(17.7)

13.2

11.4

10.5

8.8

Attributable to:
Equity holders of the parent
Minority interest

#

2.7

2.6

13.2

11.4

Restated (see note 35)
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Consolidated balance sheet at 31 December 2006

Notes

Non-current assets
Goodwill
Other intangible assets
Property, plant and equipment
Interests in joint ventures
Interests in associated undertakings
Investments
Deferred tax asset

12
13
15
16
16
17
18

Current assets
Inventories
Trade and other receivables
Cash and deposits

19
21

Total assets
Current liabilities
Bank overdrafts and loans
Unsecured loan notes
Trade and other payables
Short-term provisions

22
23
25
28

Net current liabilities
Non-current liabilities
Bank loans
Trade and other payables
Long-term provisions
Retirement benefit obligation

22
26
28
33

Total liabilities
Net assets
Equity
Share capital
Share premium account
Capital redemption reserve
Merger reserve
Hedging and translation reserves
Retained earnings
Investment in own shares
Equity attributable to equity holders of the parent
Minority interest
Total equity
#

29
30
30
30
30
30
30

30

Restated (see note 35)

These financial statements were approved by the Board of Directors on 12 March 2007
Signed on behalf of the Board of Directors

A M Ringrose
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T C Jones

2006
£million

2005#
£million

228.4
39.6
105.5
60.7
23.3
0.1
13.7
471.3

154.3
99.5
43.0
17.0
32.0
345.8

15.3
305.2
35.2
355.7
827.0

14.8
244.7
39.3
298.8
644.6

(6.8)
(1.4)
(403.0)
(7.0)
(418.2)
(62.5)

(11.6)
(2.2)
(333.1)
(346.9)
(48.1)

(140.2)
(13.0)
(22.3)
(111.4)
(286.9)
(705.1)
121.9

(43.1)
(9.8)
(18.0)
(132.6)
(203.5)
(550.4)
94.2

12.4
109.3
0.1
49.0
18.7
(68.5)
(0.5)
120.5
1.4
121.9

11.4
108.8
0.1
16.4
12.7
(56.1)
(0.5)
92.8
1.4
94.2

Consolidated cash flow statement for the year ended 31 December 2006

Notes

Year ended
31 December
2006
£million

Year ended
31 December
2005#
£million

Operating activities
Operating profit
Adjustments for:
Amortisation of acquired intangible assets
Impairment of goodwill
Depreciation of property, plant and equipment
Gain on disposal of property and investments
Pension payments in excess of the income statement charge
Share of results of associates and joint ventures
Non-cash charge relating to share based payments
Gain on disposal of property, plant and equipment
Currency

13.2

37.2

2.1
30.0
17.5
(1.3)
(10.4)
(11.8)
0.6
(5.8)
(0.4)

16.6
(0.2)
(1.1)
(6.7)
0.7
(4.2)
(0.2)

Operating cash flows before movements in working capital
(Increase)/decrease in inventories
Increase in receivables
Increase in payables

33.7
(0.2)
(21.8)
37.6

42.1
0.7
(19.4)
22.1

Cash generated by operations
Taxes paid

49.3
(9.2)

45.5
(10.7)

Net cash from operating activities

40.1

34.8

5.5
(0.8)
3.5
14.0
(30.8)
(97.6)
(4.5)
0.7
1.6

4.6
1.6
15.6
(27.4)
(6.5)
1.0

(108.4)

(11.1)

(6.7)
(17.5)
(2.7)
0.5
97.1
(0.4)
(0.8)

(4.2)
(16.3)
(2.9)
0.9
(4.6)
(0.1)
(1.7)

Net cash from/(used in) financing activities

69.5

(28.9)

Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Effect of foreign exchange rate changes

1.2
27.7
(0.5)

(5.2)
32.6
0.3

Cash and cash equivalents at end of period

28.4

27.7

Cash and cash equivalents comprise
Cash and deposits
Bank overdrafts and loans

35.2
(6.8)

39.3
(11.6)

28.4

27.7

Reconciliation of net cash flow to movement in net debt
Net increase/(decrease) in cash and cash equivalents
(Increase)/decrease in borrowings
Obligations under finance leases assumed with acquisition of subsidiary
Repayments of obligations under finance leases
Redemption of loan notes

1.2
(97.1)
(1.9)
0.4
0.8

(5.2)
4.6
0.1
1.7

Change in net debt resulting from cash flows
Effect of foreign exchange rate changes

(96.6)
(0.5)

1.2
(1.1)

Movement in net debt during the period
Net debt - opening

(97.1)
(17.7)

0.1
(17.8)

(114.8)

(17.7)

Investing activities
Interest received
Increase in investment in associate
Dividends received from associates and joint ventures
Proceeds on disposal of property, plant and equipment
Purchases of property, plant and equipment
Purchase of subsidiary undertaking
Investment in joint ventures – PFI investments
Disposal of investment
Disposal of investment in associates and joint ventures
Net cash used in investing activities
Financing activities
Interest paid
Dividends paid to equity shareholders
Dividends paid to minority shareholders
Issue of shares
Increase/(decrease) in bank borrowings
Repayments of obligations under finance leases
Redemption of loan notes

Net debt - closing
#

14

Restated (see note 35)
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Basis of preparation note
The Interserve Plc consolidated financial statements have been prepared in accordance with International Financial Reporting Standards
(“IFRS”) and comply with the IFRS and related interpretations (SIC-IFRIC interpretations) as adopted by the European Union.
The directors anticipate that the standards or interpretations that are in issue but are not yet in effect will not have a material impact when
applied other than additional disclosures on IFRS 7 Financial Instruments and IFRIC 12 Service Concession Agreements.
In the preparation of the consolidated accounts management makes certain judgements and estimates that impact the financial statements.
While these judgements are continually reviewed the facts and circumstances underlying these judgements may change resulting in a change
to the estimates that could impact the results of the Group. In particular:
Revenue and margin recognition
The policy for revenue recognition on long-term and service contracts is set out in note 1(d) and (e). Judgments are made on an ongoing
basis with regard to the recoverability of amounts due and liabilities arising. Regular forecasts are compiled on the outcomes of these types
of contracts, which require assessments and judgments relating to the recovery of pre-contract costs, changes in work scopes, contract
programmes and maintenance liabilities.
PFI derivative financial instruments
The Group’s PFI/PPP joint venture and associate companies use derivative financial instruments to manage the interest rate and inflation
rate risks to which the concessions are exposed by their long-term contractual agreements. These derivatives are initially recognised as
assets and liabilities at their fair value and subsequently remeasured at each balance sheet date at their fair value. The fair value of
derivatives, assessed by discounting future cash flows, constantly changes in response to prevailing market conditions.
Measurement of impairment of goodwill
As set out in note 1(b) the carrying value of goodwill is impairment tested at least annually. In determining whether goodwill is impaired an
estimation of the value in use of the cash generating unit (CGU) to which the goodwill has been allocated is required. This calculation of value
in use requires estimates to be made relating to the timing and amount of future cash flows expected from the CGU, and suitable discount
rates based on the Group’s weighted average cost of capital adjusted to reflect the specific economic environment of the relevant CGU.
Retirement benefit obligations
In accordance with IAS 19 Employee Benefits, the Group has disclosed in note 33 the assumptions used in calculating the defined benefit
obligations. In the calculation a number of assumptions around future salary increases, increase in pension benefits, mortality rates, inflation
and the likely future return on scheme assets have been made.
Share-based payments
In calculating the charge for the year certain assumptions have been made surrounding the future performance of the Company’s EPS and the
number of employees likely to remain employed for the duration of the scheme. In addition, in order to arrive at a fair value for each of the
grants, certain parameters have been assumed and these are disclosed for the 2006 and 2005 grants in note 32.
1 Accounting policies
Interserve Plc (the Company) is a company incorporated in the United Kingdom under the Companies Act 1985. These financial statements
are presented in pounds sterling which is the currency of the primary economic environment in which the Group operates. Foreign operations
are included in accordance with the policies set out below.
These financial statements have been prepared on a historical cost basis, except for the revaluation of certain financial instruments.
The significant policies adopted by the directors are set out below.
(a) Basis of consolidation
The Group financial statements incorporate the financial statements of the Company and entities controlled by the Company (its
subsidiaries). The results, assets and liabilities of associates and joint ventures are accounted for under the equity method of accounting.
The results of subsidiaries acquired or disposed of during the year are included from the effective date of acquisition or until the effective
date of disposal respectively.
Where necessary, adjustments are made to the financial statements of the joint ventures and any newly acquired subsidiaries to bring the
accounting policies into line with those used by the Group.
Where a Group company is party to a jointly controlled operation, that company proportionately accounts for its share of the income and
expenditure, assets, liabilities and cash flows on a line by line basis. Such arrangements are reported in the consolidated financial
statements on the same basis.
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1 Accounting policies (continued)
(b) Business combinations
Business combinations are accounted for using the acquisition accounting method. The costs of the acquisition is measured at the aggregate
of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed and equity instruments issued by the Group in
exchange for control of the acquiree, plus any costs directly attributable to the business combination. The acquiree’s identifiable assets,
liabilities and contingent liabilities are recognised at their fair value at the acquisition date.
Goodwill arising on consolidation represents the excess of the cost of acquisition over the Group’s interest in the fair value of the
identifiable assets and liabilities of a subsidiary at the date of acquisition. Goodwill is recognised as an asset and reviewed for impairment at
least annually. Any impairment is recognised immediately in the income statement and is not subsequently reversed.
On disposal of a subsidiary, associate or jointly controlled entity, the attributable amount of goodwill is included in the determination of the
profit or loss on disposal.
Goodwill arising on acquisitions before the date of transition of IFRS has been retained at the previous UK GAAP accounts value subject to
being tested for impairment at that date. Goodwill written off to reserves under UK GAAP prior to 1998 has not been reinstated and is not
included in determining any subsequent profit or loss on disposal. Goodwill arising on the acquisition of shares in associated undertakings is
included within investments in associated undertakings.
The interest of minority shareholders in the acquiree is initially measured at the minorities’ proportions of the net fair value of the assets,
liabilities and contingent liabilities recognised.
(c) Foreign currency
Transactions denominated in foreign currency are translated at the rates ruling at the dates of the transactions. Monetary assets and
liabilities denominated in foreign currencies at the balance sheet date are translated at the rates ruling at that date. These translation
differences are dealt with in the profit for the year. The financial results and cash flows of foreign subsidiaries, associated undertakings and
joint ventures are translated into sterling at the average rate of exchange for the year, the balance sheets are translated into sterling at the
closing rate of exchange, and the difference arising from the translation of the opening net assets and financial results for the year at closing
rate is taken directly to reserves.
(d) Revenue
Revenue comprises the fair value of goods and services supplied to external customers, the value of work executed in respect of provision of
services and construction contracts and the rental and sale of equipment, excluding VAT.
Revenue from construction contracts is recognised in accordance with the Group’s accounting policy on construction contracts (see below).
Investment revenue is recognised on an accruals basis.
(e) Construction contracts
Where the outcome of a contract can be estimated reliably, revenue and costs are recognised by reference to the stage of completion of the
contract activity at the balance sheet date. When the outcome of a contract cannot be estimated reliably, revenue is only recognised to the
extent that it is probable that it will be recoverable. Expected losses are recognised immediately.
(f) Intangible assets excluding goodwill
Intangible assets acquired as part of an acquisition of a business are stated at fair value less accumulated amortisation and any impairment
losses, provided that the fair value can be measured reliably on initial recognition. The assets are amortised over their useful economic lives.
(g) Property, plant and equipment
Tangible fixed assets are carried at cost less any accumulated depreciation and any impairment losses. Properties in the course of
construction are carried at cost less any recognised impairment loss.
Depreciation is charged so as to write off the cost of assets over their expected useful lives.
(i)

Depreciation is provided on a straight line or reducing balance basis at rates ranging between:

Freehold land
Freehold buildings
Leasehold property
Plant and equipment

Straight line
Nil
2% to 5%
over the period of the lease
10% to 50%

Reducing balance
–
–
–
11.5% to 38%

(ii) Fixed assets leased under finance leases are capitalised and depreciated over their expected useful lives. The finance charges are
allocated over the primary period of the lease in proportion to the capital element outstanding.
(iii) The costs of operating leases are charged to the income statement as they accrue.
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1 Accounting policies (continued)
(h) Impairment of tangible and intangible assets
At least annually or when changes in market conditions suggest that an asset may be impaired, the Group reviews the carrying amounts of its
tangible and intangible assets to determine whether there is any indication that those assets have suffered impairment loss. For all assets
except goodwill, where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised estimate of its
recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that would have been determined had
no impairment loss been recognised for the asset in prior years.
(i) Investments
Investments are held at fair value at the balance sheet date. Gains or losses arising from the changes in fair value are included in the income
statement in the period in which they arise.
(j) Inventories
Inventories are stated at the lower of cost and net realisable value. The cost of inventories is calculated using the weighted average method.
Net realisable value represents the estimated selling price less all estimated costs of completion and costs to be incurred in marketing,
selling and distribution.
(k) Borrowing costs
Project-specific finance costs are capitalised until the asset becomes operational. All other borrowing costs are recognised in the income
statement on an accruals basis or the effective interest method as appropriate.
(l) Pre-contract costs
Pre-contract costs are recognised as expenses as incurred, except that directly attributable costs are recognised as an asset when it is
virtually certain that a contract will be obtained and the contract is expected to result in future net cash flows.
In the case of PFI bid costs, on financial close of the project the Group recovers bid costs by charging a fee to the relevant project company.
If the fee exceeds the amount held by the Group as an asset, the excess is credited to the balance sheet as deferred income and is released
to the income statement over a period appropriate to the risks concerned.
(m) Leases
Leases are classified as finance leases whenever the terms of the lease transfer substantially all risks and rewards of ownership to the lessee.
All other leases are classified as operating leases.
Finance leases, which transfer to the Group substantially all the risks and benefits incidental to ownership of the leased item, are capitalised
at the inception of the lease at the fair value of the leased property or, if lower, at the present value of the minimum lease payments. Lease
payments are apportioned between the finance charges and reduction of the lease liability so as to achieve a constant rate of interest on the
remaining balance of the liability. Finance charges are reflected in the income statement.
Operating lease payments are recognised as an expense in the income statement on a straight line basis over the lease term.
(n) Provisions
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event, it is probable that an
outflow of resources embodying economic benefits will be required to settle the obligation and a reliable estimate can be made of the
amount of the obligation. Where the Group expects some or all of a provision to be reimbursed, the reimbursement is recognised as a
separate asset but only when the reimbursement is virtually certain. The expense relating to any provision is presented in the income
statement net of any reimbursement. If the effect of the time value of money is material, provisions are discounted using an appropriate
rate that takes into account the risks specific to the liability. Where discounting is used, the increase in the provision due to the passage
of time is recognised as a finance cost.
(o) Financial instruments
Trade receivables
Trade receivables are measured on initial recognition at fair value. Appropriate allowances for estimated irrecoverable amounts are
recognised in the income statement where there is objective evidence that the asset is impaired.
Cash and deposits
Cash and deposits comprise cash on hand and demand deposits and other short-term highly liquid investments that are readily convertible
to a known amount of cash and are subject to an insignificant risk of changes in value.
Bank borrowings
Interest-bearing bank loans and overdrafts are recorded at the proceeds received, net of direct issue costs. Finance charges, including
premiums payable on settlement or redemption and direct issue costs, are accounted for on an accruals basis in the income statement and
are added to the carrying amount of the instrument to the extent that they are not settled in the period in which they arise.
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1 Accounting policies (continued)
Trade payables
Trade payables are measured at fair value.
Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs.
Derivative financial instruments and hedge accounting
Financial assets and financial liabilities are recognised on the Group’s balance sheet when the Group becomes a party to the contractual
provisions of the instrument.
Transactions in derivative financial instruments are for risk management purposes only. The Group uses derivative financial instruments to
hedge its exposure to interest rate and foreign currency risk. To the extent that such instruments are matched to underlying assets or
liabilities, they are accounted for using hedge accounting.
Changes in fair value of derivative instruments that are designated and effective as hedges of future cash flows and net investments are
recognised directly in equity and the ineffective portion is recognised immediately in the income statement. If the cash flow hedge of a firm
commitment or forecasted transaction results in the recognition of an asset or liability then, at the time the asset or liability is recognised,
the associated gains or losses on the derivative that had been previously recognised in equity are included in the initial measurement of the
asset or liability. For hedges that do not result in the recognition of an asset or a liability, amounts deferred in equity are recognised in the
income statement in the same period in which the hedged item affects net profit or loss.
Changes in fair value of derivative instruments that do not qualify for hedge accounting, or have not been designated as hedges, are
recognised in the income statement as they arise.
Derivatives embedded in other financial instruments or other host contracts are treated as separate derivatives when their economic risks
and characteristics are not closely related to those of the host contracts and the host contracts are not carried at fair value.
Gains and losses arising from changes in fair value of available-for-sale financial assets are recognised directly in equity, until the asset is
disposed of or is determined to be impaired, at which time the cumulative gain or loss previously recognised in equity is included in the net
profit or loss for the period. From 1 January 2005 onwards, assets constructed by PFI concession companies are classified as available-for-sale
financial assets.
(p) Share-based payments
The Group has applied the requirements of IFRS 2 Share-based Payments. In accordance with the transitional provisions, IFRS 2 has been
applied to all grants of equity instruments after 7 November 2002 that were unvested as of 1 January 2004.
The Group issues equity-settled share-based payments to certain employees. The fair value determined at the grant date is expensed on a
straight line basis over the vesting period, based on the Group’s estimate of shares that will eventually vest. Fair value is measured by use
of an appropriate valuation model. The valuation model used for options granted pre 2006 was the Black-Scholes model and for the options
granted in 2006, the Stochastic model.
(q) PFI projects
The Group has determined the appropriate treatment of the principal assets of, and income streams from, PFI and similar contracts.
Where the balance of risks and rewards derived from the underlying assets is not borne by the Group, the asset provided is accounted for
as a financial asset and is classified as available-for-sale.
Income is recognised on PFI projects both as operating revenue and interest income: a proportion of total cash receivable is allocated to
operating revenue by means of a margin on service costs taking account of operational risks, and interest income on the financial asset is
recognised in the income statement using the effective interest method. The residual element is allocated to the amortisation of the
financial asset.
During construction the financial assets are carried at fair value which is assumed to be equivalent to 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.
Once the project reaches its operational phase, the fair value of the financial asset is measured at each balance sheet date by computing
the discounted future value of the cash flow allocated to the financial asset. The movement in the fair value of the financial asset since the
previous balance sheet date is taken to equity.
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1 Accounting policies (continued)
(r) Pensions
The Group has both a defined benefit and defined contribution pension scheme for the benefit of permanent members of staff. For the
defined benefit schemes the cost of providing benefits is determined using the Projected Unit Credit Method, with actuarial valuations being
carried out at each balance sheet date.
Actuarial gains and losses are recognised in full in the period in which they occur. They are recognised outside profit or loss and presented in
the statement of recognised income and expense.
For defined contribution schemes, the amount recognised in the income statement is equal to the contributions payable to the schemes
during the year.
(s) Taxation
Current tax is provided at amounts expected to be paid (or recovered) using the tax rates and laws that have been enacted or substantively
enacted by the balance sheet date.
Deferred tax is provided in full on temporary differences which arise on the difference between the carrying value of an asset or liability and
the tax base of the same item. Deferred tax assets are recognised to the extent that it is regarded as probable they will be utilised.
Deferred tax assets and liabilities are not discounted.
2 Revenue
An analysis of the Group’s revenue for the year is as follows:
Continuing operations

2006
£million

2005#
£million

Provision of services

723.9

566.4

Revenue from construction contracts

576.3

540.9

Equipment sales and leasing income
Other operating income

108.3

107.2

1,408.5

1,214.5

–

0.1

1,408.5

1,214.6

# Restated (see note 35)

3 Business and geographical segments
(a) Business segments
For management purposes during the year, the Group has been organised into six operating divisions - Facilities Services, Industrial Services,
Project Services, Equipment Services, MacLellan and PFI Investments. These divisions are the basis on which the Group reports its primary
segment information. As detailed in the Financial review these segments will be changed from 1 January 2007.
Principal activities are as follows:
Facilities Services
Provision of outsourced support services to public- and private-sector clients.
Industrial Services
Provision of specialised, multi-disciplined support services.
Project Services
Design, construction and maintenance of buildings and infrastructure.
Equipment Services
Design, hire and sale of formwork, falsework and associated access equipment.
MacLellan
Provision of facility services, security and other related specialist services (acquired on 20 July 2006).
Joint ventures – PFI investments
Interserve’s PFI activities.

64 Interserve Plc Annual report 2006

!-Page to
Notes
Head
the !-Page
consolidated
Head Secondary financial statements continued

3 Business and geographical segments (continued)
Segment information about these businesses is presented below.
Sales revenue
(external)
2006
2005 #
£million
£million

Result
2006
£million

2005 #
£million

17.8

Facilities Services

476.0

444.2

21.4

Industrial Services

154.1

148.9

(6.1)

(5.4)

Project Services

556.0

514.2

23.4

18.3

Equipment Services

108.3

107.2

22.6

20.5

MacLellan

114.1

–

5.2

–

–

–

1.1

0.6

1,408.5

1,214.5

Joint ventures - PFI investments
Group Services

67.6

51.8

(11.4)

(14.8)

(2.1)

–

Impairment of goodwill

(30.0)

–

Other exceptional costs

(12.2)

Amortisation of acquired intangible assets

Profit on disposal of property and investments
1,408.5

1,214.5

Investment revenue
Finance costs
Profit before tax
Tax
Profit after tax

–

1.3

0.2

13.2

37.2

33.8

27.4

(31.9)

(28.4)

15.1

36.2

(14.0)

(11.9)

1.1

24.3

Facilities Services revenue includes £28.2 million in respect of works bills (2005: £60.9 million). Works bills are costs relating to services and
materials procured on behalf of the Ministry of Defence on which no margin is allowed but for which a management fee is received.
Inter-segment sales are not material and have been excluded from the above figures.

Segment assets
2006
2005 #
£million
£million

Facilities Services

99.0

89.3

Segment liabilities
2006
2005 #
£million
£million

(176.3)

(166.2)

Net assets/(liabilities)
2006
2005 #
£million
£million

(77.3)

(76.9)

63.0

67.2

(29.2)

(48.6)

33.8

18.6

Project Services

151.8

133.5

(239.3)

(225.5)

(87.5)

(92.0)

Equipment Services

126.7

127.0

(32.6)

(35.9)

94.1

91.1

64.7

–

(43.8)

20.9

–

Industrial Services

MacLellan
Joint ventures - PFI investments
Group Services
Net debt
Net assets (excluding minority interest)
#

–

64.8

45.2

(4.1)

(2.2)

60.7

43.0

570.0

462.2

(525.3)

(478.4)

44.7

(16.2)

274.1

155.1

(83.5)

(28.4)

190.6

126.7

844.1

617.3

(608.8)

(506.8)

235.3

110.5

(114.8)

(17.7)

120.5

92.8

Restated (see note 35)
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3

Business and geographical segments (continued)
Impairment losses
recognised in
income
2006
2005
£million
£million

Depreciation and
amortisation
2006
2005
£million
£million

Additions to
property, plant and
equipment and
intangible assets
2006
2005
£million
£million

Facilities Services

–

–

0.3

0.6

1.7

0.3

Industrial Services

–

–

3.4

3.5

3.1

4.7

Project Services

–

–

0.8

0.6

1.3

1.3

Equipment Services

–

–

11.6

11.6

23.5

19.4

MacLellan

–

–

1.0

–

0.7

–

Joint ventures - PFI investments

–

–

–

–

–

–

–

–

17.1

16.3

30.3

25.7

–

–

2.1

–

–

–

–

0.4

0.3

0.5

1.7

–

–

–

41.7

–

–

19.6

16.6

72.5

27.4

Amortisation of acquired intangible assets
Group Services
Acquired intangible assets

(30.0)
–
(30.0)

(b) Geographical segments
Facilities Services, Industrial Services and MacLellan are predominantly based in the United Kingdom. The Project Services division is located
in the United Kingdom and the Middle East. Equipment Services has operations in all of the geographic segments listed below.
The following table provides an analysis of the Group’s sales by geographical market, irrespective of the origin of the goods/services:
Sales revenue by
geographical market
(external)
2006
2005 #
£million
£million

Total operating
profit
2006
2005 #
£million
£million

1,320.4

1,126.9

35.4

25.2

Rest of Europe

24.8

18.9

4.6

2.4

Middle East and Africa

23.3

30.3

19.4

17.1

Australasia

23.9

26.7

5.7

7.1

Far East

10.0

9.2

(0.3)

(1.3)

United Kingdom

Americas

6.1

2.5

1.7

0.7

1,408.5

1,214.5

66.5

51.2

Joint ventures - PFI investments
Group Services
Profit on disposal of property and investments
Amortisation of acquired intangible assets
Impairment of goodwill

1.1

0.6

(11.4)

(14.8)

1.3

0.2

(2.1)

-

(30.0)

-

(12.2)

Other exceptional costs
1,408.5

1,214.5

13.2

37.2

United Kingdom revenue includes £28.2 million in respect of works bills (2005: £60.9 million). Works bills are costs relating to services and
materials procured on behalf of the Ministry of Defence on which no margin is allowed but for which a management fee is received.
Inter-segment sales are not material and have been excluded from the above figures.
#

Restated (see note 35)
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Business and geographical segments (continued)
Carrying amount
of segment assets/
(liabilities)
2006
2005 #
£million
£million

(149.2)

11.7

4.2

16.4

4.4

4.0

Middle East and Africa

20.3

28.0

3.3

2.6

Australasia

18.2

22.5

3.0

3.6

Far East

37.7

17.3

6.6

2.6

United Kingdom
Rest of Europe

Americas
Joint ventures - PFI investments
Group Services
Acquired intangible assets
Net debt
Net assets (excluding minority interest)
#

(106.6)

Additions to
property, plant
and equipment and
intangible assets
2006
2005 #
£million
£million

11.6

10.2

5.8

1.3

1.3

(16.0)

(59.2)

30.3

25.7

60.7

43.0

–

–

190.6

126.7

0.5

1.7

–

–

41.7

–

72.5

27.4

235.3

110.5

(114.8)

(17.7)

120.5

92.8

Restated (see note 35)
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Profit for the year
Notes

2006
£million

2005
£million

On owned assets

15

16.8

16.3

On assets held under finance leases

15

0.7

0.3

Amortisation of acquired intangible assets

13

2.1

–

Impairment of goodwill

12

30.0

–

Hire of plant and machinery

17.0

19.5

Other lease rentals

15.5

13.6

20.5

25.6

426.3

334.6

0.7

0.6

12.2

–

Fees payable to the Company’s auditors for the audit of the Company’s annual accounts
Audit of the Company’s subsidiaries pursuant to legislation

0.2
0.5

0.2
0.4

Total audit fees

0.7

0.6

Other fees pursuant to legislation

0.1

0.1

Tax services

0.1

0.1

Corporate finance services

0.1

–

Other services

0.2

–

Total non-audit fees

0.5

0.2

Total fees paid to the Company’s auditors

1.2

0.8

Profit for the year has been arrived at after charging:
Depreciation of property, plant and equipment:

Rentals under operating leases:

Cost of inventories recognised as expense
Staff costs

6

Auditors’ remuneration for audit services (see below)
Other exceptional costs

5

A more detailed analysis of auditors’ remuneration on a worldwide basis is provided below:

A description of the work of the Audit Committee is set out in the Corporate governance statement on page 42 and includes an explanation of
how auditor objectivity and independence is safeguarded when non-audit services are provided by the auditors. The increase in the audit fee
is due to the increased scale of the business following the MacLellan acquisition.
5 Exceptional items
Exceptional items are those items that the Group considers to be non-recurring and material in nature that should be brought to the reader’s
attention.

Profit on disposal of property and investments

2006
£million

2005
£million

1.3

0.2

(30.0)

–

Cost of investigation of the prior year accounting misstatement (see note 35)

(8.3)

–

Restructuring costs following the acquisition of MacLellan

(3.9)

–

(12.2)

–

Impairment of goodwill relating to Industrial Services (note 12)
Other exceptional costs

Total other exceptional costs
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6 Staff costs
The average number of employees, being full-time equivalents, within each division during the year, including executive directors, was:
2006
Number

2005
Number

Facilities Services

6,273

5,844

Industrial Services

2,438

2,623

Project Services

2,282

2,173

959

851

Equipment Services
MacLellan
Group Services

6,330

–

104

96

18,386

11,587

2006
£million

2005
£million

380.7

294.2

33.9

26.7

Their aggregate remuneration comprised:
Wages and salaries
Social security costs

0.6

0.7

11.1

13.0

426.3

334.6

Service cost (note 33)

12.2

9.6

Net finance (credit)/cost (note 33)

(3.1)

1.4

9.1

11.0

Other UK - defined contribution

1.3

1.3

Other overseas - defined contribution

0.7

0.7

11.1

13.0

Share-based payments
Other pension costs (see below)

Defined benefit schemes:

Pension costs

Detailed disclosures of directors’ aggregate and individual remuneration and share options are given in the audited section of the Directors’
remuneration report on pages 49 to 53 and should be regarded as an integral part of this note.
7

Investment revenue
2006
£million

2005
£million

Bank interest

1.5

1.8

Other interest

4.0

2.8

28.3

22.8

33.8

27.4

2006
£million

2005
£million

Retirement benefits return on assets (note 33)

8

Finance costs

Bank loans and overdrafts and other loans repayable within five years
Interest cost on retirement benefits liabilities (note 33)

(6.7)

(4.2)

(25.2)

(24.2)

(31.9)

(28.4)

Borrowing costs included within the share of results from joint ventures is net of £4.8 million (2005: £7.2 million) of interest included in the
cost of qualifying assets during the year. This interest arose on project-specific finance.
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9

Tax
2006
£million

2005#
£million

Current tax - UK

6.6

7.9

Current tax - Overseas

1.9

2.8

Deferred tax (note 18)

5.5

1.2

Tax charge for the year

14.0

11.9

# Restated (see note 35)

The UK standard rate of corporation tax is 30% (2005: 30%). Taxation for other jurisdictions is calculated at the rates prevailing in the
relevant jurisdictions.
The total charge for the year can be reconciled to the profit per the income statement as follows:
2005#

2006
£million

Profit before tax

%

15.1

Tax at the UK income tax rate of 30% (2005: 30%)

4.5

Tax effect of expenses not deductible in determining taxable profit
Tax effect of goodwill impairment

£million

%

36.2
29.7%

10.9

30.1%

0.1

0.7%

2.0

5.5%

9.0

59.6%

–

(0.2)

(1.3%)

Effect of overseas losses unrelieved

0.5

3.3%

1.0

2.8%

Prior period adjustments

0.1

0.7%

(1.7)

(4.7%)

14.0

92.7%

11.9

32.9%

Effect of different tax rates of subsidiaries operating in other jurisdictions

Tax charge and effective tax rate for the year
#

(0.3)

0.0%
(0.8%)

Restated (see note 35)

In addition to the income tax charged to the income statement, a deferred tax charge of £7.3 million (2005: £0.4 million) has been charged
directly to equity in the year, £2.3 million charge (2005: £1.3 million credit) relating to actuarial losses on the Group’s defined benefit pension
scheme and £5.5 million charge (2005: £1.7 million) relating to fair-value adjustments on interest rate swaps and available-for-sale financial
assets within the Group’s PFI Special Purpose Companies and £0.5 million credit (2005: £nil) relating to the tax on the intrinsic value of the
share-based payments.
10 Dividends
2006
£million

2005
£million

11.5

11.0

Amounts recognised as distributions to equity holders in the period:
Final dividend for the year ended 31 December 2005 of 10.1p (2004: 9.7p) per share
Interim dividend for the year ended 31 December 2006 of 4.8p (2005: 4.6p) per share
Proposed final dividend for the year ended 31 December 2006 of 10.6p (2005: 10.1p) per share

6.0

5.3

17.5

16.3

13.1

11.5

The proposed final dividend is subject to approval by shareholders at the Annual General Meeting and has not been included as a liability in
these financial statements.
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11 Earnings per share
The calculation of the basic and diluted earnings per share is based on the following data:
Earnings
2006
£million

2005#
£million

Earnings for the purposes of basic earnings per share being net profit attributable to equity holders of
the parent

(1.6)

21.7

Profit on sale of property and investments

(1.3)

(0.2)

Amortisation of acquired intangible assets

2.1

–

Impairment of goodwill

30.0

–

Other exceptional costs

12.2

–

Tax effect of above adjustments

(3.9)

–

Headline earnings

37.5

21.5

Earnings for the purposes of diluted earnings per share

(1.6)

21.7

#

Restated (see note 35)

Number of shares
2006
Number

Weighted average number of ordinary shares for the purposes of basic earnings per share

2005
Number

118,480,953 113,990,232

Effect of dilutive potential ordinary shares:
Share options and awards
Weighted average number of ordinary shares for the purposes of diluted earnings per share

1,253,393

602,944

119,734,346 114,593,176
p

p

Headline earnings per share

31.7

18.9

Basic earnings per share

(1.4)

19.0

Diluted earnings per share

(1.3)

18.9
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12 Goodwill
2006
£million

2005
£million

At 1 January

154.3

154.3

Additions (note 14)

104.1

–

At 31 December

258.4

154.3

Cost

Accumulated impairment
At 1 January
Impairment losses for the year
At 31 December
Carrying amount at 31 December

–

–

30.0

–

30.0

–

228.4

154.3

Goodwill acquired in a business combination is allocated, at acquisition, to the cash generating units (CGUs) that are expected to benefit from
that business combination as follows:

Impaired
£million

At 31
December
2006
£million

At 31
December
2005
£million

–

–

14.3

14.3

–

–

11.5

11.5

89.8

–

–

89.8

89.8

–

At 1 January
2006
£million

Acquired
£million

Maintenance

14.3

Engineering

11.5

Facilities Management

Facilities Services:

MacLellan
Industrial Services

–

104.1

104.1

–

38.7

–

(30.0)

8.7

38.7

154.3

104.1

(30.0)

228.4

154.3

The Group tests goodwill annually for impairment, or more frequently if there are indications that goodwill might be impaired.
The recoverable amounts of the CGUs are determined from value-in-use calculations. The key assumptions for the value-in-use calculations
are those regarding the discount rates, cash flows, growth rates and margins during the period. Management estimates discount rates using
post-tax rates that reflect current market assessments of the time value of money and the risks specific to the CGUs. The growth rates are
based on current Board-approved budgets and forecasts and are extrapolated based on expectations of future changes in the market (these
growth rates vary between 2% and 10% per annum). The Group produces three-year plans and then projects a further two years based on
growth rates normally in line with current inflation, followed by a terminal value based on a perpetuity at a nominal 2.5% growth.
The rate used to discount the future cash flows is based on the Group’s post tax weighted average cost of capital (8%).
In the final quarter the Group reappraised the historic profitablitity of the Industrial Services CGU and after a strategic and operational
review, the future cash flows generated from the assets in use within the Industrial Services CGU, indicated that a £30 million impairment
in the carrying value of goodwill would be necessary. As a result a charge of £30 million was made in the income statement.
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13 Other intangible assets
On acquisition of MacLellan Group plc the following separable intangible assets were identified:
Customer
relationships
£million

Cost
At 1 January 2006

Other
£million

Total
£million

–

–

–

Acquisition of subsidiary

41.0

0.7

41.7

At 31 December 2006

41.0

0.7

41.7

Accumulated amortisation
At 1 January 2006

–

–

–

Charge for the year

2.1

–

2.1

At 31 December 2006

2.1

–

2.1

Carrying amount
At 31 December 2006

38.9

0.7

39.6

At 31 December 2005

–

–

–

7-10 years

5 years

Useful lives

The useful life and amortisation period of each group of intangible assets varies according to the underlying length of benefit expected to
be received.
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14 Acquisitions
On 20 July 2006 the Group acquired all of the share capital of MacLellan Group plc for a combination of £89.2 million in cash (including
acquisition costs of £4.3 million) and the issue of 9.4 million new shares with a fair value of £33.6 million to the shareholders of MacLellan
Group plc in exchange for their holdings in MacLellan.
The acquisition was accounted for using the acquisition method of accounting under IFRS 3, and the separate fair values of intangible assets
have been identified and recognised, with the residual excess over the net assets acquired being recognised as goodwill.

Intangible assets

Acquisition
balance sheet
£million

Fair-value
adjustments
£million

Provisional
fair value
£million

–

41.7

41.7

(0.7)

5.3

Property, plant and equipment

6.0

Investments

0.8

–

Deferred tax assets

0.8

–

Inventories

0.6

(0.3)

0.3

Trade and other receivables

37.8

(1.1)

36.7

Cash

15.3

0.8
0.8

–

15.3

Bank overdrafts and loans

(23.7)

–

(23.7)

Trade and other payables

(38.4)

1.4

(37.0)

Short-term provisions

(4.3)

(1.1)

(5.4)

Long-term provisions

(1.2)

(2.4)

(3.6)

–

(12.5)

(12.5)

25.0

18.7

Deferred tax
Net assets

(6.3)

Goodwill

104.1

Consideration

122.8

Included in the fair-value adjustments are provisional amounts based on management estimates relating to events that have occurred prior to
acquisition and are likely to crystallise during 2007. In particular, certain intangible assets and their relating deferred tax charge have been
separately identified and recognised using appropriate valuation techniques based on the fair value of forecast future cash flows (see note 13)
and provisions relating to long-term contracts and deferred consideration. Although it is anticipated that there will be no material change to
the valuations given above, due to the nature of the adjustments involved the amounts are shown as provisional until management can gain
fuller understanding of these costs.
The resultant goodwill from the acquisition represents the future economic benefits arising from assets that are not capable of being
individually identified and separately recognised.
Since the acquisition, in the period to 31 December 2006 MacLellan has contributed £114.1 million in revenue, £5.1 million in profit before
tax and £3.9 million in profit after tax. In addition the company contributed £5.9 million to operating cash flows, paid £0.1 million and
£1.3 million in interest and tax respectively and utilised £0.7 million for capital expenditure.
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14 Acquisitions (continued)
If the acquisition had occurred at the beginning of the year the results of the Group for the year ending 31 December 2006 would have been
as follows:
2006
£million

1,542.0

Revenue

10.4

Profit before tax
The consideration for 100% of the share capital is made up as follows:
Number of
shares

Fair value
per share

£million

81.9

Cash paid
Purchase of share options

3.0

Acquisition costs incurred

4.3
89.2

Cash consideration
Shares issued in exchange for MacLellan shares
Total consideration
Cash consideration (from above)
Cash acquired

9,418,230

£3.57

33.6
122.8
89.2
(15.3)

Bank loans and overdrafts acquired

23.7

Net cash outflow

97.6
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15 Property, plant and equipment
(a) Movements

Land and
buildings
£million

Plant
and
equipment
£million

Total
£million

152.4

Cost
At 1 January 2005#

13.3

139.1

Additions

2.3

25.1

27.4

Disposals

(3.1)

(23.2)

(26.3)

0.1

6.1

6.2

Exchange differences
At 31 December

2005#

12.6

147.1

159.7

Additions

1.0

29.8

30.8

Acquisition of subsidiary

1.5

23.2

24.7

Disposals

(0.1)

(15.4)

(15.5)

Exchange differences

(0.3)

(6.9)

(7.2)

At 31 December 2006

14.7

177.8

192.5

2.8

53.8

56.6

Accumulated depreciation
At 1 January 2005#
Charge for the year
Eliminated on disposals
Exchange differences

0.7

15.9

16.6

(0.4)

(14.7)

(15.1)

–

2.1

2.1

At 31 December 2005#

3.1

57.1

60.2

Charge for the year

1.0

16.5

17.5

0.2

19.1

19.3

Eliminated on disposals

(0.1)

(7.2)

(7.3)

Exchange differences

(0.1)

(2.6)

(2.7)

At 31 December 2006

4.1

82.9

87.0

10.6

94.9

105.5

9.5

90.0

99.5

Acquisition of subsidiary

Carrying amount
At 31 December 2006
At 31 December 2005#

The carrying amount of the Group’s plant and equipment includes an amount of £1.5 million (2005: £0.3 million) in respect of assets held
under finance leases.
# Restated (see note 35)
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15 Property, plant and equipment (continued)
(b) Land and buildings
Carrying amount of land and buildings

2006

2005

£million

£million

Land at cost

2.4

2.1

Buildings at cost less depreciation

3.4

2.7

5.8

4.8

1.7

1.9

Freehold:

Leaseholds over 50 years:
At cost less depreciation
Leaseholds under 50 years:
At cost less depreciation
Total

3.1

2.8

10.6

9.5

0.5

0.1

Tangible fixed assets are stated at depreciated historical cost.
(c) Future capital expenditure not provided for in the financial statements
Committed
(d) Operating leases
At the balance sheet date, the Group had outstanding commitments for future minimum lease payments under non-cancellable operating
leases, which fall due as follows:
2006
Land and
buildings
£million

2005*

Other
£million

Total
£million

Land and
buildings
£million

Other
£million

Total
£million

Within one year

2.2

5.0

7.2

2.1

3.6

5.7

In the second to fifth years inclusive

6.8

13.2

20.0

4.2

9.0

13.2

11.6

–

11.6

12.2

–

12.2

20.6

18.2

38.8

18.5

12.6

31.1

After five years

* The 2005 numbers have been restated to show the full amounts outstanding on future lease payments.

The majority of leases of land and buildings are subject to rent reviews at periodic intervals of between three and five years.
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16 Interests in associates and joint ventures
(a) Joint ventures – PFI investments
Shares
£million

Loans
£million

Share of
reserves
£million

Total
£million

At 1 January 2005

6.9

18.4

1.6

26.9

Acquisitions and advances

0.1

6.6

–

6.7

–

(0.2)

Cost/fair value

Repayments

-

Fair-value adjustment to financial instruments and derivatives

–

–

9.2

Share of retained profits

–

–

0.4

0.4

At 31 December 2005

7.0

24.8

11.2

43.0

Acquisitions and advances

0.1

4.7

–

4.8

Repayments
Disposals

–
(0.1)

(0.2)

(0.2)

–

9.2

(0.2)

–

(0.1)

(0.2)
12.7

Fair-value adjustment to financial instruments and derivatives

–

–

12.7

Share of retained profits

–

–

0.6

0.6

7.0

29.3

24.4

60.7

Cost/fair value

2006
£million

2005
£million

Non-current assets

534.2

445.6

98.3

106.1

At 31 December 2006
The investment is analysed as follows:

Current assets
Current liabilities
Non-current liabilities

(44.4)

(37.0)

(527.4)

(471.7)

60.7

43.0

The liabilities of the joint ventures principally relate to the non-recourse debt within those businesses.
The most substantial investment is in Health Management (UCLH) Holdings Ltd. The Group’s share of gross assets is £110.1 million
(2005: £128.0 million), current liabilities £10.1 million (2005: £6.0 million) and liabilities falling due after more than one year £99.2 million
(2005: £120.3 million).
Further details of the Group’s investment in PPP/PFI schemes are included in note 36.
At 31 December 2006, the Group had a commitment for additional investment in Joint ventures - PFI investments of £17.6 million
(2005: £17.8 million).
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16 Interests in associates and joint ventures (continued)
Results from the Joint ventures - PFI investments were as follows:

Revenues
Operating profit
Interest receivable
Interest payable
Less: interest capitalised
Taxation
Profit
Dividends
Retained profits

2006
£million

2005
£million

55.6

59.4

3.1

2.4

25.3

19.4

(31.6)

(28.2)

4.8

7.2

(0.5)

(0.2)

1.1

0.6

(0.5)

(0.2)

0.6

0.4

(b) Associated undertakings

At 1 January 2005
Share of retained profits
Disposals
Currency
At 31 December 2005
Share of retained profits
Additions
Currency
At 31 December 2006

Shares
£million

Loans
£million

Share of
reserves
£million

Total
£million

5.1

0.3

6.8

12.2

–

–

4.7

4.7

–

(0.9)

(1.0)

(0.1)
–

–

1.1

1.1

5.0

0.3

11.7

17.0

–

–

7.6

7.6

0.7

–

–

0.7

–

–

5.7

0.3

(2.0)

(2.0)

17.3

23.3

2006
£million

2005
£million

161.5

112.2

10.7

6.1

2006
£million

2005
£million

The investment in associated undertakings includes £1.2 million (2005: £0.8 million) in respect of goodwill.
Results from the associates were as follows:

Revenues
Profit after tax
The investment is analysed as follows:

Non-current assets

14.2

8.7

Current assets

83.6

61.0

(68.2)

(48.3)

Current liabilities
Non-current liabilities
Goodwill
Carrying value of net assets and goodwill

(7.5)

(5.2)

22.1

16.2

1.2

0.8

23.3

17.0

On 16 February 2006 the Group acquired an additional interest in Douglas OHI LLC for £0.7 million (OMR 0.5 million) which increased the
Group’s interest from 33% to 49%. The Group continues to account for the investment as an associate.
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17 Investments

Fair value

2006
£million

2005
£million

0.1

–

The investment is a 15% holding in JSMS Group Ltd, an unquoted company.
18 Deferred tax
The following are the major deferred tax assets and (liabilities) recognised by the Group and movements thereon during the current and prior
reporting period.
Retirement
benefit
obligations
£million

Other timing
differences
£million

Tax losses
£million

Acquired
intangible
assets
£million

Accelerated
capital
allowances
£million

Total
£million

At 1 January 2005#

38.8

(1.4)

0.6

–

(5.7)

32.3

(Charge)/credit to income

(0.4)

0.4

(0.6)

–

(0.6)

(1.2)

Credit to equity

1.3

–

–

–

1.3

(0.4)

–

–

–

(0.4)

39.7

(1.4)

–

–

(6.3)

(4.0)

(1.6)

–

0.6

(0.5)

(5.5)

–

–

(12.5)

0.8

(11.7)

0.5

–

–

–

(1.8)

0.7

–

–

–

(1.8)

–

Exchange differences

–

At 31 December 2005
(Charge)/credit to income
Acquisition of subsidiary
Charge to equity

–
(2.3)

Exchange differences

–

At 31 December 2006

33.4

–

(11.9)

(6.0)

32.0

0.7
13.7

Certain deferred tax assets and liabilities have been offset. The following is the analysis of the deferred tax balances (after offset) for
financial reporting purposes:
2006
£million

Deferred tax liabilities
Deferred tax assets

2005#
£million

(19.7)

(7.7)

33.4

39.7

13.7

32.0

At the balance sheet date, the aggregate amount of temporary differences associated with undistributed earnings of subsidiaries for which
deferred tax liabilities have not been recognised was £1.9 million (2005: £2.0 million). No liability has been recognised in respect of these
differences because the Group is in a position to control the timing of the reversal of the temporary differences and it is probable that such
differences will not reverse in the foreseeable future.
No deferred tax asset has been recognised in respect of certain unused tax losses available for offset against future profits due to the
unpredictability of future profit streams in those businesses. The value of those losses is £2.5 million (2005: £2.1 million).
# Restated (see note 35)
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19 Inventories

Goods held for resale
Materials

2006
£million

2005#
£million

14.5

13.8

0.8

1.0

15.3

14.8

2006
£million

2005#
£million

20 Construction contracts
Contracts in progress at balance sheet date:
Amounts due from contract customers included in trade and other receivables
Amounts due to contract customers included in trade and other payables

Contract costs incurred plus recognised profits less recognised losses to date
Less: progress billings

34.8

27.0

(23.4)

(19.4)

11.4

7.6

2,826.4

2,825.3

(2,815.0)

(2,817.7)

11.4

7.6

At 31 December 2006, retentions held by customers for contract work amounted to £18.9 million (2005: £19.6 million) of which £4.6 million
(2005: £2.0 million) is receivable after one year. Advances received were £23.4 million (2005: £19.4 million) of which £1.7 million is
repayable after one year (2005: £nil).
# Restated (see note 35)
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21 Trade and other receivables
2006
£million

2005#
£million

181.7

145.5

Retentions

18.9

19.6

Amounts due from construction contract customers

34.8

26.9

Amounts owed by associated undertakings

2.4

3.4

Corporation tax

2.0

–

Amounts recoverable from the sale of goods and services

Other receivables
Prepayments and accrued income

8.1

6.9

57.3

42.4

305.2

244.7

4.6

2.0

Amounts included above recoverable after more than one year:
Retentions
The directors consider that the carrying amount of trade and other receivables approximates their fair value.
Average credit period taken on the sale of goods and services is 36 days (2005: 38 days). Amounts recoverable from sale of goods and services
has been reduced by £14.1 million (2005: £10.2 million), which is the amount provided for irrecoverable debt.
# Restated (see note 35)

22 Financial instruments
2006
£million

2005
£million

6.8

11.6

140.2

43.1

147.0

54.7

13.0

9.8

Loan notes (note 23)

1.4

2.2

Finance leases (note 27)

0.9

0.1

162.3

66.8

On demand or within one year

9.1

13.9

In the second year

2.7

–

141.9

44.3

Bank overdrafts
Bank loans
Payables due in greater than one year (note 26)

The borrowings are repayable as follows:

In the third to fifth years inclusive
After five years
Less: Amount due for settlement within 12 months (shown under current liabilities)
Amount due for settlement after 12 months

8.6

8.6

162.3

66.8

(9.1)
153.2

(13.9)
52.9

The Group has a revolving committed syndicated bank facility for £225 million maturing in 2011. At 31 December 2006 £140 million had been
drawn under the Group’s facility. The remaining undrawn committed facility available in respect of which all conditions precedent had been
met was as follows:

Undrawn facilities with more than two years but not more than five years remaining

2006
£million

2005
£million

85.0

121.6

Financial assets comprise short-term cash deposits, long-term debtors and cash at bank. Financial liabilities comprise bank borrowings,
finance leases, loan notes, long-term creditors and interest rate caps. As permitted by IAS 32 Financial Instruments: Presentation, the
disclosures below, other than the currency exposure disclosures, exclude all of the Group’s short-term debtors and creditors.
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22 Financial instruments (continued)
Analysis of financial assets by currency
Floating
rates
£million

Fixed
rates
£million

31 December 2006
Non-interest
Capped
bearing
£million
£million

Total
£million

Floating
rates
£million

Fixed
rates
£million

31 December 2005
Non-interest
Capped
bearing
£million
£million

Total
£million

29.1

–

–

1.6

30.7

31.8

–

–

2.0

–

–

–

–

–

–

–

–

–

–

Euro

1.4

-

-

-

1.4

2.2

–

–

–

2.2

Australian dollar

1.5

–

–

–

1.5

2.7

–

–

–

2.7

3.1

–

–

–

3.1

2.6

–

–

–

2.6

35.1

–

–

1.6

36.7

39.3

–

–

2.0

41.3

Sterling
US dollar

Other

33.8

Deposits receive interest at floating rates related to UK base rates.
Bank balances and cash comprise cash held by the Group and short-term bank deposits with an original maturity of three months or less. The
carrying amount of these assets approximates their fair value.
Analysis of financial liabilities by currency

Sterling
US dollar
Euro
Australian dollar
Other
Weighted average
interest rates

31 December 2006
Non-interest
Capped
bearing
£million
£million

Floating
rates
£million

Fixed
rates
£million

106.3

11.6

30.0

10.6

–

–

–

–

1.9

–

–

–

–

–

31 December 2005
Non-interest
Capped
bearing
£million
£million

Floating
rates
£million

Fixed
rates
£million

158.5

9.3

0.1

20.0

9.8

39.2

–

11.6

–

–

–

11.6

–

1.9

10.0

–

–

–

10.0

–

–

6.0

–

–

–

6.0

Total
£million

Total
£million

0.2

–

–

–

0.2

–

–

–

–

–

108.4

11.6

30.0

10.6

160.6

36.9

0.1

20.0

9.8

66.8

5.4%

5.1%

5.4%

-

5.6%

6.4%

5.4%

-

Borrowings bear interest at floating rates related to relevant LIBOR equivalents, apart from small amounts that are related to base rates.
Interest rate hedges
The Group uses interest rate caps and swaps to manage its exposure to interest rate movements on its bank borrowings. Contracts in place at
the year end were as follows:
Nominal value
£million

Interest rate caps
Interest rate swaps

31 December 2006
Maturity

Strike price

Nominal value
£million

31 December 2005
Maturity

Strike price

20.0

2007

5.00%

20.0

2007

5.00%

10.0

2010

7.00%

–

–

–

10.0

2010

5.145%

-

-

-

The fair value of interest rate hedges at 31 December 2006 is estimated at £0.3 million (2005: £nil). The contracts are designated as cash
flow hedges and to the extent that the hedges are effective hedges, changes in their fair value are deferred in equity. An amount of
£0.1 million has been credited to the income statement in the year in respect of changes in the fair value of the hedges.
Credit risk
The Group’s principal financial assets are bank balances and cash, trade and other receivables and investments, which represent the Group’s
maximum exposure to credit risk in relation to financial assets.
The Group’s credit risk is primarily attributable to its trade receivables. The amounts presented in the balance sheet are net of allowances
for doubtful receivables, estimated by the Group’s management based on prior experience and their assessment of the current economic
environment.
The credit risk on liquid funds and derivative financial instruments is limited because the counterparties are banks with strong credit ratings
assigned by international credit rating agencies.
The Group has no significant concentration of credit risk, with exposure spread over a large number of counterparties and customers.
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23 Unsecured loan notes

Floating rate loan notes

2006
£million

2005
£million

1.4

2.2

The floating rate unsecured loan notes are redeemable at par by the noteholder giving not less than 30 days’ prior notice in writing to expire
on or before any interest payment date. Unless redeemed earlier, repayment will be made on 1 July 2008. Interest is payable half-yearly on
the loan notes at rates ranging between 0.5% and 1.3% below 6 month LIBOR.
24 Derivative financial instruments
Currency exposures
Gains and losses relating to monetary assets and liabilities of Group companies that are not denominated in their functional currency will be
recognised in the income statement. Taking into account the effect of forward contracts, Group companies did not have a material exposure
to foreign exchange gains or losses on monetary assets and monetary liabilities denominated in foreign currencies at 31 December 2006.
Gains and losses arising on the re-translation of overseas net assets are recognised directly in equity. The Group does not hedge re-translation
differences.
Fair values of financial assets and financial liabilities
For the whole Group, financial assets and liabilities have fair values not materially different to the carrying values.
Market price risk
The Group seeks to control its exposures to changes in interest rates by limiting their impact on the interest charge in the income statement.
This is achieved through the use of interest rate caps and swaps where appropriate. An instantaneous 1% increase across all relevant interest
rates would increase the Group’s interest charge by 1.4% of consolidated Group profits before tax.
Gains and losses on hedges
The Group enters into forward foreign exchange contracts to eliminate the currency exposure that arises on sales or purchases denominated
in foreign currencies immediately those sales or purchases are contracted. It also uses interest rate derivatives to manage the interest rate
profile. Changes in the fair value of instruments which are effective as hedges are recognised directly in equity. Gains or losses on hedges
held within joint venture entities that were recognised in equity during the year amounted to £18.0 million along with the associated
deferred tax of £5.5 million (2005: £5.7 million and deferred tax of £1.7 million). There were no unrecognised gains or losses on hedges at
31 December 2006 (2005: £nil).
25 Trade and other payables
2006
£million

2005#
£million

0.9

0.1

182.4

159.2

19.0

18.7

Advances received before related work is undertaken

2.7

0.7

Amounts owed to associated undertakings

0.3

0.2

–

0.4

Obligations under finance leases (note 27)
Trade payables
Advance payments

Corporation tax
Other taxation and social security

31.2

7.0

Other payables

33.8

37.4

132.7

109.4

403.0

333.1

Trade payables

2.0

1.2

Advance payments

1.7

–

Tax liabilities

8.3

8.3

Other payables

0.3

0.3

Obligations under finance leases (note 27)

0.7

–

13.0

9.8

Accruals and deferred income

26 Trade and other payables - amounts falling due after more than one year

The directors consider that the carrying amount of trade and other payables approximates to their fair value.
On average our suppliers are paid within 78 days of receipt of invoice (2005: 66 days).
#

Restated (see note 35)
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27 Obligations under finance leases
Minimum lease
payments
2006
2005
£million
£million

Present value
of minimum lease
payments
2006
2005
£million
£million

Amounts payable under finance leases:
Within one year

0.9

0.1

0.9

In the second to fifth years inclusive

0.7

–

0.7

–

1.6

0.1

1.6

0.1

–

–

n/a

n/a

1.6

0.1

1.6

0.1

12 months (shown under current liabilities)

(0.9)

(0.1)

Amount due for settlement after 12 months

0.7

Less: future finance charges
Present value of lease obligations

0.1

Less: Amount due for settlement within
–

It is the Group’s policy to lease certain of its plant and equipment under finance leases. The average lease term is three to four years.
For the year ended 31 December 2006, the average effective borrowing rate was 6.23% (2005: 6.35%). Interest rates are fixed at the
contract date. All leases are on a fixed repayment basis and no arrangements have been entered into for contingent rental payments.
All lease obligations are denominated in sterling.
The fair value of the Group’s lease obligations approximates their carrying amount.
The Group’s obligations under finance leases are secured by the lessors’ charges over the leased assets.
28 Provisions
Deferred
consideration
£million

Termination
of operations
£million

Contract
provisions
£million

Other
£million

Total
£million

At 1 January 2005

–

1.5

16.0

–

17.5

Additional provision in the year

–

–

3.1

–

3.1

Utilisation of provision

–

(1.1)

–

(2.6)
18.0

At 31 December 2005
Acquired
Additional provision in the year
Utilisation of provision
At 31 December 2006

Included in current liabilities
Included in non-current liabilities

(1.5)

–

–

18.0

–

3.0

–

2.1

3.9

9.0

–

–

4.5

0.1

4.6

–

–

(2.3)

3.0

–

22.3

–

(2.3)

4.0

29.3

2006
£million

2005
£million

7.0

–

22.3

18.0

29.3

18.0

Deferred consideration is contingent on the future performance of certain subsidiaries acquired with MacLellan and is payable on completion
of the earn-out period. This is expected to be paid within one year.
Contract provisions include costs of site clearance, remedial costs and contractual provisions. These are expected to be utilised on final
settlement of the relevant contracts.
Other provisions include £2.3 million representing potential amounts payable for insurance claims acquired with MacLellan. These are
expected to be utilised on settlement of the claims.
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29 Share capital
2006
£million

2005
£million

15.0

15.0

12.4

11.4

Shares
million

Share capital
£million

Authorised:
150,000,000 ordinary shares of 10p each (2005: 150,000,000 ordinary shares of 10p each)
Issued and fully paid:
123,739,262 ordinary shares of 10p each (2005: 114,156,032 ordinary shares of 10p each)

114.2

11.4

MacLellan acquisition

9.4

0.9

Share options exercised

0.2

0.1

Total shares issued in the year

9.6

1.0

123.8

12.4

At 1 January 2006

At 31 December 2006

Awards were granted during the year as indicated below. Exercise and vesting details are stated in the Directors’ remuneration report on
pages 50 to 52. Outstanding options and awards over shares in the Company at 31 December 2006 were as follows:
2006

Sharesave scheme
Executive share option schemes

Date of grant

Subscription
price per
10p share

Number of
employees
including
directors

17 April 2002

441.00p

1997
1998
2000
2001
2002
2003
2004
2004
2005

21 June 2006

18 June
7 October
14 June
26 March
19 March
23 April
26 May
9 December
14 March

2005

Number
of shares

Number of
employees
including
directors

Number of
shares

–

–

4

835

268.40p
212.00p
346.00p
542.50p
566.50p
205.83p
253.25p
324.00p
359.33p

1
2
8
15
17
1
31
1
37

11,175
28,300
123,000
312,000
242,000
200,000
1,214,000
50,000
1,188,570

1
2
15
25
29
1
39
1
47

11,175
28,300
326,000
567,000
488,600
200,000
1,570,000
50,000
1,537,241

nil

49

3,369,045
Performance share plan
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30 Reconciliation of movements in equity

Total
£million

(41.4)

98.7

1.7

100.4

(17.7)

(17.7)

(59.1)

81.0

1.7

82.7

Share
premium
£million

11.4

107.9

0.1

16.4

4.8

–

–

–

–

–

11.4

107.9

0.1

16.4

4.8

Exchange differences on
translation of foreign operations

–

–

–

–

3.9

–

–

3.9

–

3.9

Losses on cash flow hedges
(joint ventures)

–

–

–

–

(18.4)

–

–

(18.4)

–

(18.4)

Gains on available-for-sale
financial assets (joint ventures)

–

–

–

–

24.1

–

–

24.1

–

24.1

Actuarial losses on defined
benefit pension schemes

–

–

–

–

–

–

(4.4)

(4.4)

–

(4.4)

Deferred tax on items taken
directly to equity

–

–

–

–

(1.7)

–

1.3

(0.4)

–

(0.4)

Net income/(expense) recognised
directly in equity in the year

–

–

–

–

7.9

–

(3.1)

4.8

–

4.8

Profit for the year

–

–

–

–

–

–

21.7

21.7

2.6

24.3

(16.3)

(16.3)

(2.9)

(19.2)

Prior period adjustment (note 35)
At 1 January 2005#

Investment
in own
shares
£million

Minority
interest
£million

Share capital
£million

At 1 January 2005

Merger
reserve
£million

Hedging and
translation
reserves
£million

Attributable
to equity
holders of
the parent
£million

Capital
redemption
reserve
£million

(0.5)
–
(0.5)

Retained
earnings
£million

–

(17.7)

Dividends paid

–

–

–

–

–

–

Shares issued

–

0.9

–

–

–

–

–

0.9

–

0.9

Share-based payments

–

–

–

–

–

–

0.7

0.7

–

0.7

At 31 December 2005#

11.4

108.8

0.1

16.4

12.7

(56.1)

92.8

1.4

94.2

Exchange differences on
translation of foreign operations

–

–

–

–

Gains on available-for-sale
financial assets

–

–

–

–

Gains on cash flow hedges
(joint ventures)

–

–

–

Gains on available-for-sale
financial assets (joint ventures)

–

–

Actuarial gains on defined
benefit pension schemes

–

Deferred tax on items taken
directly to equity
Net income/(expense) recognised
directly in equity in the year

–

–

–

–

–

13.3

–

–

–

–

–

–

–

–

–

–

–

–

Profit for the year

–

–

Dividends paid

–

–

1.0
–
12.4

Shares issued
Share-based payments
At 31 December 2006

(6.5)

(0.5)

(6.5)

–

(6.5)

0.2

0.2

–

0.2

–

–

13.3

–

13.3

4.7

–

–

4.7

–

4.7

–

–

7.7

7.7

–

7.7

(5.5)

–

(1.8)

(7.3)

–

(7.3)

–

6.0

–

6.1

12.1

–

12.1

–

–

–

–

(1.6)

(1.6)

2.7

1.1

–

–

–

–

(17.5)

(17.5)

(2.7)

(20.2)

0.5

–

32.6

–

–

–

34.1

–

–

–

–

–

–

0.6

0.6

–

0.6

109.3

0.1

49.0

18.7

120.5

1.4

121.9

(0.5)

(68.5)

34.1

The £49.0 million merger reserve represents £16.4 million premium on the shares issued on the acquisition of Robert M. Douglas Holdings PLC
in 1991 and £32.6 million premium on shares issued in the acquisition of MacLellan Group plc on 20 July 2006.
The own shares reserve represents the cost of shares in Interserve Plc held by the trustee of the How Group Employee Benefit Trust. The
market value of these shares at 31 December 2006 was £924,000 (2005: £835,000).
#

Restated (see note 35)
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31 Contingent liabilities
In the normal course of business, the Group is involved in disputes and litigation with third parties. Appropriate provision has been made in
these accounts for all material uninsured liabilities resulting from proceedings that are, in the opinion of the directors, likely to materialise.
At 31 December 2006 there were guarantees given in the ordinary course of business of the Group. The Company has given guarantees
covering bank overdrafts in its subsidiary and associated undertakings. At 31 December 2006 these amounted to £3.6 million
(2005: £0.4 million).
The Group has given guarantees in respect of bank borrowings and guarantees made available to associated undertakings for sums not
exceeding £5.5 million (2005: £4.2 million) in respect of borrowings and £65.8 million (2005: £36.7 million) in respect of guarantees.
At 31 December 2006 £3.6 million (2005: £0.9 million) had been utilised in borrowings and £38.7 million (2005: £24.7 million) in guarantees.
32 Share-based payments
Under the Group’s share-based incentive schemes the following expense was charged:
Expense charged
2006
2005
£million
£million

1997 Share Option Plan / 2002 Executive Share Option Scheme

0.2

0.7

Performance Share Plan

0.3

–

Share Matching Plan

0.1

–

Total charge

0.6

0.7

1997 Share Option Plan / 2002 Executive Share Option Scheme
The executive share option schemes provide for a grant price equal to the average quoted market price of the Group's shares on the date of
grant. The vesting period is generally three to four years. If the options remain unexercised after a period of 10 years from the date of
grant, the options expire. Furthermore, options are normally forfeited if the employee leaves the Group before the options vest.
2006

Options
number

2005

Weighted
average
exercise price
£

Options
number

Weighted
average
exercise price
£

4.97

1,982,025

4.55

Granted before 7 November 2002 and hence not included in charge calculations:
Outstanding at the beginning of the period
Exercised during the period

1,421,075
(75,000)

3.46

(356,700)

2.35

(629,600)

5.12

Outstanding at the end of the period

716,475

5.00

1,421,075

4.97

Exercisable at the end of the period

151,300

3.21

1,421,075

4.97

3,357,241

3.00

1,878,000

2.50

–

–

1,537,241

3.59

Expired during the period

(204,250)

5.53

Granted since 7 November 2002:
Outstanding at the beginning of the period
Granted during the period
Exercised during the period
Expired during the period
Outstanding at the end of the period
Exercisable at the end of the period
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(90,000)

2.53

(43,000)

2.53

(614,671)

3.13

(15,000)

2.53

2,652,570

2.99

3,357,241

3.00

Nil

–

Nil

–
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32 Share-based payments (continued)
The average share price during the year was £3.69. The outstanding options at the end of the period had exercise prices ranging from £2.06
to £5.67 and had a remaining weighted average contractual life of 6.5 years.
The inputs into the Black-Scholes model are as follows:
Weighted average share price

299.2p

Weighted average exercise price

299.2p
38%

Expected volatility
Expected life

3 years

Risk-free rate

4.9%

Yield

5.0%

Expected volatility was determined by calculating the historical volatility of the Group’s share price over the previous three years. The
expected life used in the model has been adjusted, based on management’s best estimate, for the effects of non-transferability, exercise
restrictions, and behavioural considerations.
Performance Share Plan
The Performance Share Plan is a “free” share award with an effective grant price of £nil, half of which is subject to a Total Shareholder
Return (TSR) performance condition with performance compared with a comparator group of 16 companies, the other half is subject to an
Earnings Per Share (EPS) performance condition. The vesting period is three years. Awards are normally forfeited if the employee leaves the
Group before the awards vest.
2006
Awards
number

Granted on 21 June 2006

884,712

Expired during the period

(112,741)
771,971

Outstanding at the end of the period

–

Exercisable at the end of the period
This is a free share award and as such the weighted average exercise price is £nil. There were no grants under this plan in 2005.
The Group engaged external consultants to calculate the fair value of these awards. The valuation model used to calculate the fair value of
the awards granted under this plan was the Stochastic valuation model.
The inputs into the Stochastic model are as follows:
Weighted average share price
Weighted average exercise price
Expected volatility

368.50p
0p
24%

Expected life

3 years

Risk-free rate

4.8%

Yield

0.0%
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32 Share-based payments (continued)
Share Matching Plan
The Share Matching Plan provides for an effective grant price of £nil on the granting of “free” shares to match Investment Shares deemed
acquired with a proportion of the gross annual bonuses of the participants, subject to performance criteria. The vesting period is three
years. If the awards remain unexercised after a period of 42 months from the date of grant, the awards expire. Furthermore, awards are
normally forfeited if the employee leaves the Group before the awards vest.
2006
Awards
number

2005
Awards
number

113,241

48,545

–

64,696

Granted since 7 November 2002:
Outstanding at the beginning of the period
Granted during the period
Exercised during the period
Expired during the period
Outstanding at the end of the period

(7,948)

–

(54,567)

–

50,726

113,241

Nil

Nil

Exercisable at the end of the period
This is a free share award and as such the weighted average exercise price is £nil.
The inputs into the Black-Scholes model are as follows:

276.3p

Weighted average share price

0p

Weighted average exercise price

38%

Expected volatility
Expected life

3 years

Risk-free rate

4.3%

Yield

5.5%

Expected volatility was determined by calculating the historical volatility of the Group’s share price over the previous three years. The
expected life used in the model has been adjusted, based on management’s best estimate, for the effects of non-transferability, exercise
restrictions, and behavioural considerations.
33 Retirement benefit schemes
The principal pension schemes within the Group have been valued for the purposes of IAS 19 Employee Benefits. For each of these pension
schemes valuation information has been updated by Lane Clark & Peacock LLP, qualified independent actuaries, to take account of the
requirements of IAS 19 in order to assess the liabilities of the various schemes as at 31 December 2006.
Actuarial gains and losses are recognised in full in the period in which they occur. As permitted by IAS 19, actuarial gains and losses are
recognised outside profit or loss and presented in the statement of recognised income and expense. The liability recognised in the balance
sheet represents the present value of the various defined benefit obligations, as reduced by the fair value of plan assets. The cost of
providing benefits is determined using the Projected Unit Credit Method.
The following table sets out the key IAS 19 assumptions used to assess the present value of the defined benefit obligation.
Assumptions

2006

2005

Retail price inflation

2.9% pa

2.6% pa

Discount rate

5.2% pa

4.9% pa

2.9%/2.9%

2.5%/2.6%

Fixed 5%

5.00%

5.00%

3% or RPI if higher (capped at 5%)

3.50%

3.30%

3.65 - 4.40% pa

3.35 - 4.1% pa

Pension increases in payment:
LPI/RPI

General salary increases
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33 Retirement benefit schemes (continued)
The expected rate of return on assets for the financial year ending 31 December 2006 was 7.4% pa (2005: 7.6%). The rate is derived by taking
the weighted average of the long-term expected rate of return on each of the asset classes that the pension schemes were invested in at
31 December 2005. For 2006 a deduction of 0.4% was then made from the expected return on assets for the expenses incurred in running the
schemes (where these were not met separately).
The post-retirement mortality assumption used to value the benefit obligation allows for future improvements in mortality and implies for
the majority of the obligation (that associated with the Interserve Pension Scheme) that a 65-year-old current pensioner is expected to live
until age: male 84.1 (2005: age 84.0) and female 86.9 (2005: age 86.9). A future pensioner who is aged 65 in 2025 is expected to live until
age: male 85.1 (2005: age 85.1) and female 87.9 (2005: age 87.9).
The amount included in the balance sheet arising from the Group’s obligations in respect of the various pension schemes is as follows:
2006
£million

Present value of defined benefit obligation
Fair value of scheme assets
Liability recognised in the balance sheet

2005
£million

557.2

514.6

(445.8)

(382.0)

111.4

132.6

2006
£million

2005
£million

The amounts recognised in the income statement are as follows:

Employer’s part of current service cost

12.2

9.6

Interest cost

25.2

24.2

(28.3)

(22.8)

9.1

11.0

Expected return on scheme assets
Total expense recognised in profit and loss
The actual return on the schemes’ assets over the year was £50.5 million (2005: £65.5 million).
The current allocation of the schemes’ assets is as follows:
2006

2005

Current
allocation

Fair value
£million

Current
allocation

Fair value
£million

Equity instruments

82%

366.1

86%

330.2

Debt instruments

15%

67.7

11%

40.3

3%

12.0

3%

11.5

100%

445.8

100%

382.0

2006
£million

2005
£million

514.6

440.5

Other

A reconciliation of the present value of the defined benefit obligation is as follows:

Opening defined benefit obligation
Employer’s part of current service cost

12.2

9.6

Interest cost

25.2

24.2

6.1

6.6

Actuarial loss

14.5

47.1

Benefits paid

(15.4)

(15.8)

Contributions by plan participants

Bulk transfer
Closing defined benefit obligation

–

2.4

557.2

514.6
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33 Retirement benefit schemes (continued)
A reconciliation of the fair value of the schemes’ assets is as follows:
2006
£million

2005
£million

382.0

311.6

Expected return on assets

28.3

22.8

Actuarial gain

22.2

42.7

Opening fair value of the schemes’ assets

Contributions by the members

6.1

6.6

Contributions by the employer

22.6

11.7

(15.4)

(15.8)

Benefits paid
Bulk transfer
Closing fair value of the schemes’ assets

–

2.4

445.8

382.0

2006
£million

2005
£million

22.2

42.7

5%

11%

Experience adjustments on the schemes’ assets
Amount of gain
Percentage of the schemes’ assets
Experience adjustments on the schemes’ liabilities
Amount of (loss)/gain
Percentage of the present value of the schemes’ liabilities

(13.4)

0.7

(2%)

0%

Loss due to changes in assumptions
(1.1)

Amount of (loss)
Percentage of the present value of the schemes’ liabilities

(47.8)

0%

9%

7.7

(4.4)

1.2

(6.5)

Expense to be recognised immediately outside profit or loss
Actuarial gains and (losses)
Cumulative amount of gains and (losses) recognised in the
statement of recognised income and (expense)

Based on current contribution rates and payroll, the Group would contribute £23 million to the various defined benefit arrangements
during 2007.
34 Related-party transactions
Transactions between the Company and its subsidiaries, which are related parties, have been eliminated on consolidation and are not
disclosed in this note. Transactions between the Group and its associates are disclosed below.
During the year, Group companies entered into the following transactions with related parties who are not members of the Group:
Sales of goods
and services
2006
2005
£million
£million

Joint ventures - PFI investments
Associates

Purchases of goods
and services
2006
2005
£million
£million

Amounts owed
by related parties
2006
2005
£million
£million

Amounts owed
to related parties
2006
2005
£million
£million

237.9

156.7

–

–

17.9

17.9

–

–

4.5

3.1

0.7

1.6

2.4

3.4

0.3

0.2

Sales and purchases of goods and services to related parties were made on normal trading terms.
The amounts outstanding are unsecured and will be settled in cash. No guarantees have been given or received. No provisions have been
made for doubtful debts in respect of the amounts owed by related parties.
Amounts paid to key management personnel are given in the audited section of the Directors’ remuneration report.
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35 Accounting misstatement in Industrial Services
Following the organisational restructuring and Board change announced on 20 July 2006, Industrial Services was integrated into the Facilities
Services division, the subsequent programme of internal reviews brought to light information relating to the misstatement of accounting
balances within the former Industrial Services division. The investigation was carried out by KPMG LLP and Linklaters and their reports have
confirmed that certain control processes within Industrial Services had been repeatedly circumvented over a period of five or more years.
The impact of correcting these cumulative misstatements is to reduce net assets (primarily amounts recoverable on contracts and debtor
balances) by £25.9 million on a post-tax basis as at 31 December 2005. As a result the accounts for the year ended 31 December 2005 and for
the previous period have been restated as summarised in the table below. The current cash position of the Group is unaffected.
Total prior period
adjustment
£million

Year ended
31 December 2005
£million

31 December 2004
and earlier
£million

Impact on income statement
Decrease in revenue

(29.8)

(14.6)

(15.2)

Decrease in operating profit

(37.0)

(11.7)

(25.3)

11.1

3.5

7.6

(25.9)

(8.2)

(17.7)

Decrease in tax
Decrease in profit for the period

31 December 2005
£million

31 December 2004
and earlier
£million

Impact on balance sheet
Decrease in plant, property and equipment

(3.2)

(1.5)

Decrease in inventories

(0.2)

(0.1)

(22.2)

(12.9)

Decrease in trade and other receivables – debtors

(7.6)

(2.3)

Increase trade and other payables – accruals

(3.8)

(8.5)

(37.0)

(25.3)

9.5

7.6

Decrease in trade and other receivables – amounts recoverable on contracts

Trade and other payables - tax
Deferred tax
Decrease in equity

1.6
(25.9)

–
(17.7)
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36 PFI/PPP arrangements
Included below is a list of PFI/PPP arrangements.
Interserve services

Dates

Operate

Whole-life
value
£million

Status

Cumberland Infirmary

yes

135

UCL Hospital

yes

400

Contract

Design/
build

Share of
equity/
sub-debt
%
£million

Total
capital
required
£million

Fully
operational

Contract
end

operational

late 1997 early 2000

2030

50

2.9

84

operational

mid 2000

2040

33

9.4

292

Awarded

Health

Dudley NHS Trust

yes

600

operational

Newcastle NHS Trust

yes

130

interim serv.

mid 2005

mid 2001 early 2005
early 2005

mid 2013

2041

33

3.1

164

2043

20

4.9

337

Education
Sheffield Schools

yes

yes

90

operational

mid 2000

late 2001

2026

50

3.2

56

St Genevieve’s School

yes

yes

5

operational

mid 2000 early 2002

2027

33

0.3

15

Southampton Schools

yes

yes

60

operational

late 2001

late 2003

2031

50

2.0

46

Hattersley (Tameside) Schools

yes

yes

35

operational

mid 2002 early 2003

2033

50

1.0

20

Tyrone – Omagh

yes

15

operational

late 2003

late 2005

2035

50

1.0

20

Tyrone – Dungannon

yes

15

operational

late 2003

mid 2006

2036

50

1.0

20

interim serv.

mid 2004

mid 2007

2032

50

3.1

53

Cornwall Schools

yes

yes

90

Telford & Wrekin Schools

yes

yes

105

operational

early 2005

late 2006

2034

50

3.8

75

yes

15

construction

late 2006

late 2008

2033

50

1.5

32

55

operational

mid 2000

late 2001

2009

49

–

–

late 2002

Holy Cross
Custodial
Harmondsworth I.D.C.

yes

Ashford Prison

yes

45

operational

mid 2004

2029

33

2.1

65

Peterborough Prison

yes

60

operational

early 2003 early 2005

2030

33

2.5

90

Addiewell Prison

yes

70

construction

mid 2006 early 2009

2038

33

3

100

Defence
Defence Training Estate

yes

600

operational

early 2003

mid 2003

2013

51

–

–

Defence 6th Form College

yes

yes

115

operational

mid 2003

mid 2005

2033

45

2.2

51

Armada – Devonport FAC

yes

yes

245

interim serv.

mid 2004 early 2008

2029

50

5

86

yes

135

operational

late 2002

2031

20

0.2

256

8

operational

mid 2001 early 2003

2028

50

0.6

9

yes

20

operational

mid 2001

mid 2002

2032

50

0.2

5

yes

55

operational

early 2002

late 2004

2034

20

0.8

78

Central/local government
Inland Revenue, Newcastle
Cornwall Fire Stations

yes

Portsmouth Social Services

yes

H&SE Laboratories, Buxton
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We have audited the parent company financial statements of
Interserve Plc for the year ended 31 December 2006 which
comprise the Company balance sheet and the related notes 37
to 52. These parent company financial statements have been
prepared under the accounting policies set out therein.
We have reported separately on the Group financial statements
of Interserve Plc for the year ended 31 December 2006 and on
the information in the Directors’ remuneration report that is
described as having been audited.

Basis of audit opinion
We conducted our audit in accordance with International
Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audit includes examination, on a test basis,
of evidence relevant to the amounts and disclosures in the
parent company financial statements. It also includes an
assessment of the significant estimates and judgments made by
the directors in the preparation of the parent company financial
statements, and of whether the accounting policies are
appropriate to the Company’s circumstances, consistently
applied and adequately disclosed.

This report is made solely to the Company’s members, as a body,
in accordance with section 235 of the Companies Act 1985. Our
audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to
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 other than the Company and the
Company’s members as a body, for our audit work, for this
report, or for the opinions we have formed.

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable
assurance that the parent company financial 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 in the
parent company financial statements.

Respective responsibilities of directors and auditors

Opinion

The directors’ responsibilities for preparing the Annual report,
the Directors’ remuneration report and the parent company
financial statements in accordance with applicable law and
United Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice) are set out in the Directors’
responsibility statement.

In our opinion:
•

the parent company financial statements give a true and
fair view, in accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the Company’s
affairs as at 31 December 2006;

Our responsibility is to audit the parent company financial
statements and the part of the Directors’ remuneration report
to be audited in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK
and Ireland).

•

the parent company financial statements have been properly
prepared in accordance with the Companies Act 1985; and

•

the information given in the Directors’ report is consistent
with the parent company financial statements.

We report to you our opinion as to whether the parent company
financial statements give a true and fair view and whether the
parent company financial statements have been properly
prepared in accordance with the Companies Act 1985. We also
report to you whether in our opinion the Directors’ report is
consistent with the parent company financial statements.
In addition we report to you if, in our opinion, the Company has
not kept proper accounting records, if we have not received all
the information and explanations we require for our audit, or if
information specified by law regarding directors’ remuneration
and other transactions is not disclosed.

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
London, United Kingdom
12 March 2007

We read the other information contained in the Annual report
as described in the contents section and consider whether it is
consistent with the audited parent company financial statements.
We consider the implications for our report if we become aware
of any apparent misstatements or material inconsistencies with
the parent company financial statements. Our responsibilities do
not extend to any further information outside the Annual report.
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Notes

2006
£million

2005
£million

Tangible fixed assets

41

3.2

3.1

Investments in subsidiary undertakings

42

390.3

264.7

393.5

267.8

Fixed assets

Current assets
Debtors
Due within one year

43

238.8

195.1

Due after one year

43

98.6

98.7

0.3

–

337.7

293.8

Cash at bank and in hand

Creditors: amounts falling due within one year
(61.1)

(72.6)

44

(1.4)

(1.7)

45

(157.4)

(130.2)

Bank overdrafts and loans
Unsecured loan notes

(0.2)

Trade creditors
Other creditors

–

(220.1)

(204.5)

Net current assets

117.6

89.3

Total assets less current liabilities

511.1

357.1

Creditors: amounts falling due after more than one year
Bank loans

46

(140.2)

(43.1)

Other creditors

47

(8.3)

(8.3)

Net assets

362.6

305.7

Capital and reserves
Called-up share capital

49

12.4

11.4

Share premium account

50

109.3

108.8

Capital redemption reserve

50

0.1

0.1

Acquisition reserve

50

108.5

75.9

Profit and loss account

50

132.3

109.5

Shareholders’ funds – equity interest

51

362.6

305.7

These financial statements were approved by the Board of Directors on 12 March 2007
Signed on behalf of the Board of Directors

A M Ringrose
Director
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37 Accounting policies
The financial statements have been prepared in accordance with applicable United Kingdom law and accounting standards. The accounting
policies have been applied consistently throughout the year and the previous year.
The particular policies adopted by the directors are described below.
(a) Basis of accounting
These financial statements have been prepared in accordance with the historical cost convention.
(b) Foreign currency
Transactions denominated in foreign currency are translated at the rates ruling at the dates of the transactions. Monetary assets and
liabilities denominated in foreign currencies at the balance sheet date are translated at the rates ruling at that date. These translation
differences are dealt with in the profit for the year.
(c) Tangible fixed assets and depreciation
Tangible fixed assets are carried at cost less any accumulated depreciation and any impairment losses. Depreciation is provided on a straight
line basis at rates ranging between:
Straight line
Freehold land
Freehold buildings
Leasehold property
Computer hardware
Computer software
Furniture and office equipment
Motor vehicles
Plant and equipment

Nil
2%
Over period of lease
33.3%
33.3%
33.3%
25%
10% to 20%

The costs of operating leases are charged to the profit and loss account as they accrue.
(d) Investments
Investments are stated at cost less provision for any impairment in value.
(e) Pensions
The Company operates two principal pension schemes for the benefit of permanent members of staff: the Interserve Pension Scheme which
is of the defined benefit type and the Interserve Retirement Plan which is of the defined contribution type. The Company also set up a new
defined contribution section of the Interserve Pension Scheme with effect from 1 November 2002. Actuarial valuations are carried out every
three years.
For the purposes of FRS 17 Retirement benefits, the Company is unable to identify its share of the underlying assets and liabilities in the
main Group scheme, the Interserve Pension Scheme, on a consistent and reasonable basis. Therefore, following full implementation of
FRS 17, the Company will account for contributions to the scheme as if it were a defined contribution scheme. Note 33 to the report and
financial statements of the Group sets out details of the IAS 19 net pension liability of £111.4 million.
For defined contribution schemes, the amount recognised in the profit and loss account is equal to the contributions payable to the schemes
during the year.
(f) Taxation
Current tax is provided at amounts expected to be paid (or recovered) using the tax rates and laws that have been enacted or substantively
enacted by the balance sheet date.
Deferred tax is provided in full on timing differences which result in an obligation at the balance sheet date to pay more tax, or a right to
pay less tax, at a future date, at rates expected to apply when they crystallise based on current tax rates and law. Timing differences arise
from the inclusion of items of income and expenditure in taxation computations in periods different from those in which they are included in
the financial statements. Deferred tax is not provided on timing differences arising from the revaluation of fixed assets where there is no
commitment to sell the asset, or on unremitted earnings of subsidiaries or associates where there is no commitment to remit these earnings.
Deferred tax assets are recognised to the extent that it is regarded as more likely than not that they will be recovered. Deferred tax assets
and liabilities are not discounted.
(g) Financial instruments
Trade receivables
Trade receivables are measured at initial recognition at fair value. Appropriate allowances for estimated irrecoverable amounts are
recognised in the income statement where there is objective evidence that the asset is impaired.
Cash and cash equivalents
Cash and cash equivalents comprise cash on hand and demand deposits, and other short-term highly liquid investments that are readily
convertible to a known amount of cash and are subject to an insignificant risk of changes in value.
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37 Accounting policies continued
Bank borrowings
Interest-bearing bank loans and overdrafts are recorded at the proceeds received, net of direct issue costs. Finance charges, including
premiums payable on settlement or redemption and direct issue costs, are accounted for on an accruals basis in the income statement and
are added to the carrying amount of the instrument to the extent that they are not settled in the period in which they arise.
Trade payables
Trade payables are measured at fair value.
Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs.
Derivative financial instruments and hedge accounting
Financial assets and financial liabilities are recognised on the Company’s balance sheet when the Company becomes a party to the
contractual provisions of the instrument.
Transactions in derivative financial instruments are for risk management purposes only. The Company uses derivative financial instruments to
hedge its exposure to interest rate and foreign currency risk. To the extent that such instruments are matched to underlying assets or
liabilities, they are accounted for using hedge accounting.
Changes in fair value of derivative instruments that are designated and effective as hedges of future cash flows and net investments are
recognised directly in equity and the ineffective portion is recognised immediately in the income statement. If the cash flow hedge of a firm
commitment or forecasted transaction results in the recognition of an asset or liability, then, at the time the asset or liability is recognised,
the associated gains or losses on the derivative that had been previously recognised in equity are included in the initial measurement of the
asset or liability. For hedges that do not result in the recognition of an asset or a liability, amounts deferred in equity are recognised in the
income statement in the same period in which the hedged item affects net profit or loss.
Changes in fair value of derivative instruments that do not qualify for hedge accounting, or have not been designated as hedges, are
recognised in the income statement as they arise.
Derivatives embedded in other financial instruments or other host contracts are treated as separate derivatives when their economic risks
and characteristics are not closely related to those of the host contracts and the host contracts are not carried at fair value.
Convertible capital bonds
Convertible capital bonds are regarded as compound instruments, consisting of a liability component and an equity component. The Company
has a convertible capital bond that is being carried at historic cost. It has not been considered possible to value the separate components of
the instrument on the basis that this is an equity instrument that does not have a quoted market price in an active market and the derivative
which is linked to and must be settled by delivery of such an instrument is not reliably measurable.
(h) Share-based payments
The Company has applied the requirements of FRS 20 Share-based Payment. In accordance with the transitional provisions, FRS 20 has
been applied to all grants of equity instruments after 7 November 2002 that were unvested as of 1 January 2004. The Company issues
equity-settled share-based payments to certain employees. The fair value determined at the grant date is expensed on a straight line basis
over the vesting period, based on the Company’s estimate of shares that will eventually vest. Fair value for grants before 2006 was measured
by the use of the Black-Scholes model and for the 2006 awards the stochastic model was used. Note 32 to the report and financial
statements of the Group set out details of the share-based payments.
38 Profit for the year
As permitted by section 230 of the Companies Act 1985 the Company has elected not to present its own profit and loss account for the year.
Interserve Plc reported a profit after taxation for the financial year ended 31 December 2006 of £39.7 million (2005: £33.8 million).
The auditors’ remuneration for audit services to the Company was £0.2 million (2005: £0.2 million).
39 Employees
The average number of persons employed, being full-time equivalents, by the Company during the year, including directors, was 74 (2005: 68).
The costs incurred in respect of these employees were:
2006
£million

2005
Restated
£million

Wages and salaries

4.3

4.7*

Social security costs

0.5

0.4

Pension costs

0.6

0.2

5.4

5.3

* The comparative wages and salaries disclosed in 2005 have been restated to be on a basis consistent with 2006.
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39 Employees (continued)
Directors’ remuneration
Detailed disclosures of directors’ aggregate and individual remuneration and share options are given in the audited Directors’ remuneration
report on pages 49 to 53 and should be regarded as an integral part of this note.
40 Dividends
2006
£million

2005
£million

Final dividend for the year ended 31 December 2005 of 10.1p (2004: 9.7p) per share

11.5

11.0

Interim dividend for the year ended 31 December 2006 of 4.8p (2005: 4.6p) per share

6.0

5.3

17.5

16.3

13.1

11.5

Amounts recognised as distributions to equity holders in the period:

Proposed final dividend for the year ended 31 December 2006 of 10.6p (2005: 10.1p) per share

The proposed final dividend is subject to approval by shareholders at the Annual General Meeting and has not been included as a liability in
these financial statements.
41 Tangible fixed assets
(a) Movements

Land and
buildings
£million

Other
£million

Total
£million

3.8

1.4

5.2

-

0.5

0.5

-

Cost
At 1 January 2006
Additions at cost

(0.1)

(0.1)

3.8

1.8

5.6

At 1 January 2006

1.0

1.1

2.1

Provided in year

0.2

0.1

0.3

–

–

–

1.2

1.2

2.4

At 31 December 2006

2.6

0.6

3.2

At 31 December 2005

2.8

0.3

3.1

2006
£million

2005
£million

0.9
–

0.9
–

0.9

0.9

1.7

1.9

Disposals at cost
At 31 December 2006
Depreciation

Disposals
At 31 December 2006
Net book value

(b)

Net book value of land and buildings

Freehold:
Land at cost
Buildings at cost less depreciation

Leaseholds over 50 years:
At cost less depreciation
(c) Operating leases
At 31 December 2006 the Company had annual commitments under non-cancellable operating leases as follows:

Land and buildings
2006
2005
£million
£million

Commitments expiring:
After five years

0.5

0.5

The majority of leases of land and buildings are subject to rent reviews at periodic intervals of between three and five years.
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42 Investments in subsidiary undertakings
Shares at cost
£millions

Subsidiary undertakings
Loans
£millions

Total
£millions

Cost
At 1 January 2006

263.7

24.7

288.4

Acquisitions and advances

125.6

–

125.6

–

–

–

389.3

24.7

414.0

Disposals
At 31 December 2006
Provisions

23.7

At 1 January and 31 December 2006
Net book value
At 31 December 2006

390.3

At 31 December 2005

264.7

Details of principal subsidiary and associated undertakings are given on pages 103 to 107, which form part of these accounts.
On 20 July 2006 the Company acquired 100% of the issued share capital of MacLellan Group plc for consideration comprising the issue of
9,418,230 ordinary shares of 10p each in the Company and £89.2 million in cash. The fair value of the total consideration was £122.8 million.
In accordance with s.131 of the Companies Act 1985, the Company has recorded the premium on the shares issued and credited that amount
to an acquisition reserve.
43 Debtors
2006
£million

2005
£million

Amounts falling due within one year:
0.2

0.1

236.7

187.6

Other debtors

0.8

6.9

Prepayments and accrued income

1.1

0.5

238.8

195.1

98.3

98.3

0.3

0.4

98.6

98.7

Trade debtors
Amounts owed by subsidiary undertakings

Amounts falling due after more than one year:
Amounts owed by subsidiary undertakings
Deferred taxation (see note 48 below)

The amounts owed by subsidiary undertakings represent an unsecured, discounted convertible bond, issued in March 2001, at £85,000,000
and redeemable in February 2031 at £98,279,886. There is a 6% coupon rate attaching to the bond from 31 August 2004. The conversion
rights are at the option of the bond holder and are set out in the bond agreement.
44 Unsecured loan notes

Floating rate loan notes

2006
£million

2005
£million

1.4

1.7

The floating rate unsecured loan notes are redeemable at par by the noteholder giving not less than 30 days prior notice in writing to expire
on or before any interest payment date. Unless redeemed earlier, repayment will be made on 1 July 2008 (£1.4 million). Interest is payable
half-yearly on the loan notes at rates ranging between 0.5% and 1.3% below 6 month LIBOR.
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45 Other creditors
2006
£million

2005
£million

139.6

114.0

Corporation tax

3.5

1.0

Other creditors

9.7

9.6

Accruals and deferred income

4.6

5.6

157.4

130.2

2006
£million

2005
£million

140.2

43.1

Amounts owed to subsidiary undertakings

46 Bank loans repayable after more than one year

In two to five years

The Company has a revolving committed syndicated bank facility for £225 million maturing in 2011. At 31 December 2006, £140 million had
been drawn under the Company’s facility.
The Company had an interest rate cap hedging interest rate exposure on £30 million at 31 December 2006 (2005: £20 million). The fair value
of interest rate hedges at 31 December 2006 is estimated at £0.3 million (2005: £nil). The contracts are designated as cash flow hedges and
to the extent that the hedges are effective hedges, changes in their fair value are deferred in equity. An amount of £0.1 million has been
credited to the income statement in the year in respect of changes in the fair value of the hedges.
47 Other creditors – amounts falling due after more than one year

Corporation tax

2006
£million

2005
£million

8.3

8.3

8.3

8.3

2006
£million

2005
£million

0.3

0.4

Amounts payable
After five years
48 Deferred taxation

Deferred taxation
Deferred taxation – receivable
Movement in year
At 1 January 2006

0.4

Utilised in the year

(0.1)

At 31 December 2006

0.3

The source of the balance on deferred tax account is as follows:
Accelerated capital allowances
Other timing differences

(0.2)

(0.1)

0.5

0.5

0.3

0.4

2006
£million

2005
£million

15.0

15.0

12.4

11.4

49 Share capital

Authorised
150,000,000 ordinary shares of 10p each (2005: 150,000,000 ordinary shares of 10p each)
Allotted and fully paid
123,739,262 ordinary shares of 10p each (2005: 114,156,032 ordinary shares of 10p each)

There were 165,000 ordinary shares of 10p each issued for a cash consideration of £487,425 to participants in the executive share option
schemes (2005: 399,700 shares for £945,502) and no new issues during the year of ordinary shares of 10p each to participants in the
Sharesave Scheme (2005: nil).
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50 Reserves
Share
premium
£million

Capital
redemption
reserve
£million

108.8
0.5

Profit for the financial year

Acquisition
reserve
£million

Profit and
loss account1
£million

Total
£million

0.1

75.9

109.5

294.3

-

32.6

-

33.1

-

-

-

39.7

39.7

Dividends paid

-

-

-

(17.5)

(17.5)

Share-based payments

-

-

-

0.6

0.6

109.3

0.1

108.5

132.3

350.2

At 1 January 2006
Share issues

At 31 December 2006

1 Of the balance of £132.3 million standing in the profit and loss account at 31 December 2006 £56.2 million (2005: £56.5 million) is considered to be unrealised and is therefore not
distributable.

51 Reconciliation of movement in equity shareholders’ funds
£ million

Profit for the financial year attributable to the members of Interserve Plc
Dividends

39.7
(17.5)
22.2
0.6

Share-based payments
New share capital subscribed
Net addition to shareholders’ funds

34.1
56.9

Opening shareholders’ funds – equity interest

305.7

Closing shareholders’ funds – equity interest

362.6

52 Contingent liabilities
At 31 December 2006 there were guarantees given in the ordinary course of business of the Company. The Company has given guarantees
covering bank overdrafts in its subsidiary and associated undertakings. At 31 December 2006 these amounted to £3.6 million (2005:
£0.4 million).
The Company has given guarantees in respect of bank borrowings and guarantees made available to associated undertakings for sums not
exceeding £4.9 million (2005: £3.6 million) in respect of borrowings and £65.7 million (2005: £33.3 million) in respect of guarantees.
At 31 December 2006 £3.6 million (2005: £0.4 million) had been utilised in borrowings and £38.7 million (2005: £24.7 million) in guarantees.
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Principal undertakings and trading activities as at 31 December 2006

Listed below are the principal subsidiary and associated undertakings, joint arrangements and joint ventures of the Group as at 31 December
2006. The subsidiary undertakings are, unless otherwise stated, wholly-owned and incorporated in Great Britain, unless their principal
offices are located overseas, in which case the stated country is the country of incorporation. Shareholdings in companies marked ‘*’ are
held by subsidiaries of Interserve Plc. The accounting reference date for the following companies is 31 December unless otherwise stated.
Facilities Services

Activities

Principal Offices

Interservefm Ltd*

Holding company

London, Bristol

First Security (Guards) Ltd*

Provision of security manpower and
associated support services

London

Interserve (Defence) Ltd*

Property and facilities management
services to the Ministry of Defence

London

Interserve Environmental Services Ltd*

Asbestos solutions including consultation,
planning and project management,
surveying, removal, record management
and risk reduction to the public and private
sectors

Derby, Glasgow

Interserve (Facilities Management) Ltd*

Facilities management services in the
public and private sectors, engineering
services to the building industry, and
refrigeration and air-conditioning
maintenance

London

Interserve (Facilities Services-Slough) Ltd*1

Building, maintenance and cleaning
services for 8,000 council-owned homes

London

Interserve Industrial Services Ltd*

Project management, mechanical and
process pipework fabrication and erection,
scaffolding and access, thermal insulation,
access hire and sale, electrical,
instrumentation and control systems, power
transmission and distribution, protective
coatings, training, asbestos surveying and
cleaning to the industrial and construction
sectors

Dartford, Derby, Liverpool, Redditch,
Teesside, Leeds, Preston, Dundee,
Edinburgh, Glasgow, Cardiff, Newcastle

Landmarc Support Services Ltd (51%)*1

Management of the Ministry of Defence
Army Training Estate

London

MacLellan Ltd*

Facilities management services

Redditch

MacLellan Attlaw Security Ltd*

Provision of security personnel into the
retail, transport and leisure markets

London

MacLellan International Ltd*

Facilities management services

Redditch

MacLellan International Airport Services Ltd*

Support services at London’s major
international airports

Redditch

MacLellan Management Services Ltd*

Provision of operational and administrative
personnel and management services

Redditch

PriDE (SERP) Ltd (50%)*1

Estate management services under the
Ministry of Defence South East Regional
Prime Contract

London

Ramoneur Cleaning and Support Services Ltd*

Property management

Redditch

SSD UK Ltd*

Provision of window cleaning and specialist
services

London

TASS (Europe) Ltd*

Installation and testing of safety equipment

London

1

accounting reference date – 31 March
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Project Services

Activities

Principal Offices

Interserve Project Services Ltd

Creation of sustainable solutions for the
built environment; delivery of these built
assets and infrastructure primarily via PFI,
frameworks and other long-term customer
alliances, through which their interests are
most fully served

Aldridge, Belvedere, Birmingham,
Bournemouth, Cambridge, Edwinstowe,
Exeter, Leeds, Leicester, Livingstone,
Mansfield, Plymouth, Southampton,
Stockton, Swansea, Uxbridge, Wigan

Douglas OHI LLC (49%)*
(Issued capital 450,000 Omani Rials divided
into ordinary shares of 10 Omani Rials each)

Civil engineering and building

Sultanate of Oman

Gulf Housing and Construction Company
WLL (49%)*
(Issued capital 1,000,000 Qatari Riyals
divided into ordinary shares of 1,000
Qatari Riyals each)

Civil engineering and building

Qatar

How United Services WLL (49%)*
(Issued capital 1,000,000 Qatari Riyals
divided into shares of 1,000 Qatari Riyals
each)

Engineering services

Qatar

Interserve Pridesa Joint Venture (47%)*

Water desalination project for Thames
Water Utilities Ltd

Beckton, London

Khansaheb Civil Engineering LLC (45%)*
(Issued capital 11,000,000 UAE Dirhams
divided into ordinary shares of 1,000 UAE
Dirhams each)

Civil engineering and building

Emirate of Dubai

Khansaheb Hussain LLC (49%)*
(Issued capital 1,000,000 UAE Dirhams
divided into ordinary shares of 1,000 UAE
Dirhams each)

Civil engineering and building

Emirate of Abu Dhabi

KMI Water Joint Venture (33.33%)*

Water project framework for United
Utilities

Leigh

KMI Plus Water Joint Venture (30.83%)*

Water project framework for United
Utilities

Leigh

United Industrial Services WLL (49%)*
(Issued capital 200,000 Qatari Riyals
divided into shares of 1,000 Qatari Riyals
each)

Project management, mechanical and
process pipework fabrication and erection,
scaffolding and access, thermal insulation,
electrical, instrumentation and control
systems, protective coatings and cleaning
to the industrial and construction sectors

Qatar
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Equipment Services

Activities

Principal Offices

RMD Kwikform Ltd*

Equipment hire and sales

Aldridge, Belfast, Cardiff, Glasgow,
Haydock, Rainham, West Bromwich

Rapid Metal Developments (Australia)
Pty Ltd*

Equipment hire and sales

Adelaide, Brisbane, Melbourne, Perth,
Sydney and 12 other branches

Rapid Metal Developments (NZ) Ltd*

Equipment hire and sales

Auckland, Christchurch, Wellington

RMD Kwikform Chile SA*

Equipment hire and sales

Santiago

RMD Kwikform Hong Kong Ltd

Equipment hire and sales

Hong Kong SAR

RMD Kwikform Ibérica, SA (95%)*

Equipment hire and sales

Madrid and Lisbon

RMD Kwikform Ireland Ltd*

Equipment hire and sales

Dublin and two other branches

RMD Kwikform Korea Co, Ltd*

Equipment hire and sales

Seoul

RMD Kwikform Middle East LLC (49%)*
(Issued capital 500,000 UAE Dirhams
divided into ordinary shares of 1,000 UAE
Dirhams each)

Equipment hire and sales

Bahrain, Emirate of Sharjah, Emirate of
Abu Dhabi, Qatar

RMD Kwikform Philippines, Inc

Equipment hire and sales

Manila

PFI Investments

Activities

Principal Offices

Addiewell Prison (Holdings) Ltd (33.33%)*1

Design, build, finance and operation of
Addiewell Prison, West Lothian

Glasgow

Ashford Prison Services Holdings Ltd
(33.33%)*1

Design, build, finance and operation of
Ashford Prison, Middlesex

Twyford

Belfast Educational Services (Dungannon)
Holdings Ltd (50%)*2

Design, build, finance and operation of
Dungannon College, County Tyrone,
Northern Ireland

Belfast

Belfast Educational Services (Holdings) Ltd
(33.33%)*3

Design, build, finance and operation of St
Genevieve’s High School, Belfast, Northern
Ireland

Belfast

Belfast Educational Services (Omagh)
Holdings Ltd (50%)*2

Design, build, finance and operation of
Omagh College, County Tyrone, Northern
Ireland

Belfast

Belfast Educational Services (Strabane)
Holdings Ltd (50%)*4

Design, build, finance and operation of
Holy Cross College, County Tyrone,
Northern Ireland

Belfast

Falcon Support Services (Holdings) Ltd
(50%)*1

Design, build, finance and operation of the
Ministry of Defence’s single living
accommodation facilities at the Fleet
Accommodation Centre, Devonport

Twyford

Harmondsworth Detention Services Ltd
(49%)*5

Design, build and operation of
Harmondsworth Detention Centre

Twyford

Healthcare Support (Newcastle) Holdings Ltd
(20%)*

Design, build, finance and operation of the
Royal Victoria Infirmary and Freeman
Hospital, Newcastle-upon-Tyne

London

Health Management (Carlisle) Holdings Ltd
(50%)*

Design, build, finance and operation of the
Cumberland Infirmary

Twyford
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PFI Investments (continued)

Activities

Principal Offices

Health Management (UCLH) Holdings Ltd
(33.33%)*

Design, build, finance and operation of the
University College London Hospital

London

ICB Holdings Ltd (20%)*

Design, build, finance and operation of
Health and Safety Laboratories in Buxton

London

Minerva Education and Training (Holdings)
Ltd (45%)*1

Design, build, finance and operation of
Defence Sixth Form College

Twyford

Newcastle Estate Partnership Holdings Ltd
(20%)*

Design, build, finance and operation of the
Newcastle Estate at Longbenton

Northwich

Peterborough Prison Management Holdings
Ltd (33.33%)*1

Design, build, finance and operation of
Peterborough Prison

Twyford

Pyramid Accommodation Services
(Cornwall) Holdings Ltd (50%)*1

Design, build, finance and operation of 31
fire stations for Cornwall County Council

Twyford

Pyramid Schools (Cornwall) Holdings Ltd
(50%)*1

Design, build, finance and operation of 17
schools in Cornwall

Twyford

Pyramid Schools (Hadley) Holdings Ltd
(50%)*

Design, build, finance and operation of a
community learning facility in the Borough
of Telford & Wrekin

Twyford

Pyramid Schools (Southampton) Holdings Ltd
(50%)*6

Design, build, finance and operation of
three secondary schools for Southampton
County Council

Twyford

Pyramid Schools (Tameside) Holdings Ltd
(50%)*1

Design, build, finance and operation of
three schools for Tameside Metropolitan
Council

Twyford

Sheffield Schools Services Holdings Ltd
(50%)*

Design, build, finance and operation of six
schools for Sheffield City Council

Twyford

Summit Holdings (Dudley) Ltd (33.33%)*1

Design, build, finance and operation of
Dudley NHS Trust

Twyford

Victory Support Services (Portsmouth)
Holdings Ltd (50%)*

Design, build, finance and operation of two
day care centres and one residential unit
for Portsmouth County Council

Twyford

1

accounting
accounting
3 accounting
4 accounting
5 accounting
6 accounting
2

reference
reference
reference
reference
reference
reference

date
date
date
date
date
date

–
–
–
–
–

31 March
7 October
24 February
30 September
31 August
28 February
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Principal undertakings and trading activities continued

Group Services

Activities

Principal Offices

Bandt Ltd

Holding company

Twyford

Bandt Properties Ltd*

Group property holdings

Twyford

Building & Property (Holdings) Ltd*

Holding company

London

How Group Ltd

Holding company

Twyford

How Investments Ltd*

Group property holdings

Twyford

Interserve Deutschland GmbH

Car leasing

Pirmasens

Interserve Holdings Ltd

Holding company

Twyford

Interserve Insurance Company Ltd*

Insurance

Guernsey

Interserve Investments Ltd

Investment company

Twyford

Interserve PFI Holdings Ltd*

Holding company

Twyford

Interserve PFI 2003 Ltd*

Holding company

Twyford

Interserve PFI 2005 Ltd*

Holding company

Twyford

Interserve Specialist Services (Holdings) Ltd

Holding company

Twyford

The Indium Division Company, S.L.*

Property leasing

Madrid

Tilbury Douglas Projects Ltd*

Property development

Twyford

Tilbury Ibérica, SA

Holding company

Madrid

West’s Group International Ltd*

Holding company

Twyford
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Shareholder information

Shareholders
Holders

Notifiable interests
Banks, institutions and nominees

Shares

Number

%

Number

%

4

0.11

26,429,794

21.36

867

24.66

85,763,927

69.31

Private shareholders

2,645

75.23

11,545,541

9.33

Total as at 12 March 2007

3,516

100.00

123,739,262

100.00

Share price
Price as at 31 December 2006
Lowest for year
Highest for year

401.00p
260.00p
429.00p

Financial diary
Results and dividends for 2006/2007
Announcements
Shares quoted ex-dividend
Last date for transfers
Annual report and financial statements to shareholders
Annual General Meeting
Dividends payable

Interim

28 September 2006
04 October 2006
06 October 2006

30 October 2006

Final

12 March
21 March
23 March
12 April
14 May
8 June

2007
2007
2007
2007
2007
2007

Shareholder enquiries
If you have any questions about your shareholding or if you require any other guidance (e.g. to notify a change of address or to give dividend
instructions to a bank account), please contact Capita Registrars, Northern House, Woodsome Park, Fenay Bridge, Huddersfield HD8 0LA
(telephone: +44 (0)870 162 3131; facsimile: +44 (0)1484 600911; email: shareholder.services@capitaregistrars.com). Capita Registrars also
have an internet facility whereby shareholders in Interserve Plc are able to access details of their shareholding. You can access this service
on its website at www.capitaregistrars.com. In the first instance, please contact Capita Registrars for more details, as you will require a
shareholder code.

Electronic communication
As an alternative to receiving documentation through the post, the Company offers shareholders the option to receive by email or fax a
notification that shareholder documents (including the Annual and Interim Reports, Notices of Shareholder Meetings, Proxy Forms etc.) are
available for access on the Company’s website. If you wish to make such an election, you should register online at www.capitaregistrars.com.
If you have already made such an election you need take no further action. Registration is entirely voluntary and you may request a hard
copy of the shareholder documents or change your election at any time.

Dividend reinvestment plan
The Dividend Reinvestment Plan provided by Capita IRG Trustees Limited is an easy way to build your shareholding, by using your cash
dividends under a standing election to buy additional shares in Interserve Plc. If you would like to receive further information about the
Dividend Reinvestment Plan, including details of how to apply and the risk implications of owning shares, please call +44 (0)870 162 3181 or
if calling from overseas +44 (0)20 8639 3402 or email at shares@capitaregistrars.com.

Share dealing service
Details of a low cost postal share dealing service can be obtained from: Interserve Plc Postal Share Dealing Service, JPMorgan Cazenove Ltd,
20 Moorgate, London EC2R 6DA (telephone: +44 (0)20 7155 5155) or alternatively via the Interserve Secretariat Department (telephone:
+44 (0)118 932 0123).

Capital gains tax
The market value of the Company’s shares as at 31 March 1982 (adjusted to take account of all capitalisation changes to 13 March 2006,
as indicated below, other than the 1 for 3 at 140p rights issue in 1986) for the purpose of capital gains tax was 16.67p per share.
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Shareholder information continued

Capitalisation changes
22 June 1982

- sub-division of each £1 share into four shares of 25p; bonus issue of two new 25p shares for each £1 share held.

10 June 1983

- bonus issue of 1 for 4.

31 October 1997

- share split of five new 10p shares for every two 25p shares held.

ICSA warning to shareholders
Over the last year many companies have become aware that their shareholders have received unsolicited phone calls or correspondence
concerning investment matters. These are typically from overseas-based ‘brokers’ who target UK shareholders offering to sell them what
often turn out to be worthless or high risk shares in US or UK investments. They can be very persistent and extremely persuasive and a 2006
survey by the Financial Services Authority (FSA) has reported that the average amount lost by investors is around £20,000. It is not just the
novice investor that has been duped in this way; many of the victims had been successfully investing for several years. Shareholders are
advised to be very wary of any unsolicited advice, offers to buy shares at a discount or offers of free reports into the Company.
If you receive any unsolicited investment advice:
• Make sure you get the correct name of the person and organisation.
• Check that they are properly authorised by the FSA before getting involved. You can check at www.fsa.gov.uk/register.
• The FSA also maintains on its website a list of unauthorised overseas firms who are targeting, or have targeted, UK investors and any
approach from such organisations should be reported to the FSA so that this list can be kept up to date and any other appropriate action
can be considered. If you deal with an unauthorised firm, you would not be eligible to receive payment under the Financial Services
Compensation Scheme. The FSA can be contacted by completing an online form at
www.fsa.gov.uk/pages/doing/regulated/law/alerts/overseas.shtml.
• Inform Capita Registrars’ compliance department on +44 (0)20 8639 2041 or email compliance@capitaregistrars.com.
Details of all share dealing facilities that the Company endorses are included in the Company’s annual reports.
More detailed information on this or similar activity can be found on the FSA website http://www.fsa.gov.uk/consumer/.
ICSA International is the recognised global voice on governance and regulatory issues.
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Registered Office
Interserve Plc
Interserve House
Ruscombe Park
Twyford
Reading
Berkshire RG10 9JU
T +44 (0)118 932 0123
F +44 (0)118 932 0206
info@interserve.com
www.interserve.com

