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Midland Expressway Limited

Directors' report
for the year ended 30 June 2005

The directors present their report and the audited financial statements for the year ended 30 June 2005.

Principal activities

The company’s principal activity is the financing and operation of the 27 mile M6 Toll motorway, under a 53
year concession agreement with the Government running from 26 January 2001,

Review of business and future developments

This was the first full year of trading and saw traffic volumes and toll revenues continue to grow, with over 17

million vehicles using the road in the period. The success of the M6 Toll’s motorway service station enhanced
revenues further.

The M6 Toll continues to make an important contribution to keeping the region moving, and the company
looks forward to increasing its regular user base by maintaining quality of service and safety for drivers.
Continued improvement in the quality of service to customers has been maintained with the introduction of
dedicated tag lanes and on-line statements. The increased toll rates from June 2005 are forecast to further
strengthen the company’s financial performance in the next year.

Results and dividends
The company’s loss for the financial year is £26,528,000 (2004: loss of £29,405,000).

The directors do not propose to recommend the payment of any dividend on the issued ordinary share capital
of the company in respect of the year ended 30 June 2005 (2004: £nil).

Directors

The directors who served during the year were as follows:

Dr P Dyer Chairman (Non Executive)

T J Fanning Managing Director

R Starace (Resigned 17 June 2005)

D S Harrison

C D Chanter (Appointed 17 February 2005)

S G MacDonald (Alternate from 17 February 2005)

R Ramaccia Alternate (Resigned 17 June 2005)

P Cordova Alternate (Resigned 17 June 2005)

A Marano (Appointed 25 October 2004 / Resigned 17 June 2005)

None of the directors had a direct interest in the share capital of the company or any other group undertaking.



Midland Expressway Limited

Directors' report
for the year ended 30 June 2005 (continued)

Policy and practice on payment of creditors

Trade creditors at the year end represented 43 days (2004: 44 days) of invoices received. It is the company’s

policy in respect of all suppliers to agree payment terms in advance for the supply of goods and services and to
adhere to those terms.

Donations

The company announced in December 2004 a “Drive for Charity” initiative to donate an entire day’s toll
revenue (net of VAT) to charitable causes and community projects in the local region. The results for the year
include £150,000 for the cost of this initiative held on 13 July 2005 (2004: Nil).

There were no donations to political parties (2004: Nil).
Statement of directors’ responsibilities

Company law requires the directors to prepare finangcial statements for each financial year which give a true
and fair view of the state of affairs of the company and of the profit or loss of the company for that year. In
preparing those financial statements, the directors are required to:

. Select suitable accounting policies and then apply them consistently;
. Make judgements and estimates that are reasonable and prudent;
. State whether applicable standards have been followed, subject to any material departures disclosed and

explained in the financial statements; and

. Prepare the financial statements on the going concern basis unless it is inappropriate to presume that the
company will continue in business.

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at
any time the financial position of the company and to enable them to ensure that the financial statements
comply with the Companies Act 1985. They are also responsible for safeguarding the assets of the company
and hence for taking reasonable steps for the prevention and detection and other irregularities.

Environmental Policy

The company recognises that its activities impact on the environment to some degree, and aims to secure
positive advantages and reduce negative impacts through a system of active environmental monitoring and
management, which will in many cases, contribute positively to its future performance.

Midland Expressway aims to:

. comply with current and future legislative requirements, encourage best environmental practice and
commit to continual improvement

. fulfil applicable landscape and ecological commitments

. prevent pollution from activities

. plan the contingency/ emergency response for major incidents, with other environmental stakeholders,
to minimise environmental impact

. engender within staff and, as far as practicable, contractors, a culture of awareness and responsibility
for relevant environmental issues by promoting this Policy internally

" develop, implement and audit an Environmental Management System (EMS) to support these aims

" achieve certification to ISO 14001 ‘Environmental management systems’

" promote its environmental-friendly credentials as widely as possible



Midland Expressway Limited

Directors' report
for the year ended 30 June 2005 (continued)

Health and Safety

The company is committed to complying with applicable health & safety legislation, and to continual
improvement in achieving a high standard of health, safety and welfare for its operating environments and for
all those in the organisation and others who may be affected by its activities.

The company achieved certification to the Occupational Health and Safety Standard OHSAS 18001 in July
2005.

Auditors

A resolution to reappoint PricewaterhouseCoopers LLP as auditors to the company will be proposed at the
annual general meeting.

By order of the board

P Dyer
Director
18 August 2005



Independent auditors' report to the members of Midland Expressway
Limited

We have audited the financial statements which comprise the profit and loss account, the balance sheet, the
cash flow statement and the related notes.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report and the financial statements in accordance with

applicable United Kingdom law and accounting standards are set out in the statement of directors'
responsibilities.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and United Kingdom Auditing Standards issued by the Auditing Practices Board. This report,
including the opinion, has been prepared for and only for the company’s members as a body in accordance
with Section 235 of the Companies Act 1985 and for no other purpose. We do not, in giving this opinion,
accept or assume responsibility for any other purpose or to any other person to whom this report is shown or in
to whose hands it may come save where expressly agreed by our prior consent in writing.

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared in accordance with the Companies Act 1985. We also report to you if, in our opinion, the directors'
report is not consistent with the financial statements, if 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 transactions is not disclosed.

We read the other information contained in the annual report and consider the implications for our report if we
become aware of any apparent misstatements or material inconsistencies with the financial statements. The
other information comprises only the directors’ report.

Basis of audit opinion

We conducted our audit in accordance with auditing standards issued by the Auditing Practices Board. An
audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial
statements. It also includes an assessment of the significant estimates and judgements made by the directors in
the preparation of the financial statements, and of whether the accounting policies are appropriate to the
company's circumstances, consistently applied and adequately disclosed.

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

Opinion

In our opinion the financial statements give a true and fair view of the state of the company's affairs at
30 June 2005 and of its loss and cash flows for the year then ended and have been properly prepared in
accordance with the Companies Act 1985.

F’MMCNFM Lo

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Birmingham

[-?A‘uﬁv:\' Lo S



Midland Expressway Limited

Profit and loss account
for the year ended 30 June 2005

Note 2005 2004

£000 £000

Turnover ‘ 42,647 14,185

Other operating income 1,902 1,084

44,549 15,269
Staff costs 5 3,871) 2,611)
Depreciation | (17,338) (7,115)
Net operating charges (7,377) (8,800)
Operating profit/(loss) 3 15,963 (3,257)

Interest receivable and similar income 6 2,554 206
Interest payable and similar charges 6 (45,045) (26,354)
Loss on ordinary activities before taxation (26,528) (29,405)

Tax on loss on ordinary activities 7 - -
Loss for the financial year | (26,528) (29,405)
Dividends - -
Loss for the year | 16 (26,528) (29,405)

All the above amounts relate to continuing operations.

The above results represent the company’s total recognised gains and losses in the year and therefore no
separate statement of gains and losses has been presented.

There is no difference between the loss on ordinary activities before taxation and the loss for the year stated
above, and their historical cost equivalents.



Midland Expressway Limited

Balance sheet

as at 30 June 2005
Note 2005 2004
£000 £000
Fixed assets
Tangible assets 8 713,944 727,462
Current assets
Stock 9 302 -
Debtors 10 1,818 1,404
Cash at bank and in hand 11 54,832 14,374
56,952 15,778
Creditors: amounts falling due within one year 12 (8,425) (8,130)
Net current assets 48,527 7,648
Total assets less current liabilities 762,471 735,110
Creditors: amounts falling due after more than one year 13. (818,976) (765,087)
Net liabilities (56,505) (29,977)
Capital and reserves
Called up share capital 15 1,470 1,470
Profit and loss account 16 (57,975) (31,447)
Equity shareholders’ deficit 17 (56,505) (29,977)

The financial statements were approved by the Board of Directors on the date shown below.

igned on behalf of the Board of Directors

~

P Dyer
Director
18 August 2005



Midland Expressway Limited

Cash flow statement
for the year ended 30 June 2005

Note 2005 2004
£000 £000
Operating activities
Net cash inflow from operating activities 18 31,764 4,035
Returns on investments and servicing of finance
Interest paid (39,854) (42,431)
Interest received 2,554 263

(37,300) (42,168)
Taxation
United Kingdom corporation tax paid - -

Capital expenditure

Purchase of tangible fixed assets (424) (74,269)
Net cash outflow before financing | | (5,960) (112,402)
Financing

Increase in issued share capital - 1,469
Inflows from borrowings 46,418 198,769
Loans repaid - (77,071)
Net cash inflow from financing 46,418 123, 167

Increase in cash ; 19 40,458 10,765




Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005

Principal accounting policies

The financial statements are prepared in accordance with applicable accounting standards in the United
Kingdom. The accounting policies adopted, which have been applied consistently are described below.

Accounting convention
The financial statements are prepared under the historical cost convention.

Turnover

Turnover represents amounts received and receivable in respect of tolling revenues, exclusive of value added
tax.

Tangible fixed assets

Tangible fixed assets are stated at cost less accumulated depreciation. Cost represents original purchase cost
and in the case of the construction of the M6 Toll all expenses that are directly attributable to bringing the road
into final condition. Finance costs up to ‘Permit to Use’ have been capitalised in accordance with FRS 15
“Tangible fixed assets”.

Depreciation of tangible fixed assets commenced at ‘Permit to Use’ or date of acquisition if later at the
following rates:

Asset description Estimated Depreciation rate
useful life
M6 Toll Road Infrastructure 50 yrs Vehicle usage over useful life
Roadbase 15 yrs Vehicle usage over useful life
Wearing Course 8 yrs Vehicle usage over useful life
M6 Toll Buildings and Motorway Service Area 50 yrs 2%
Masts and Columns 12 yrs 8%
Office Furniture and Fittings 10 yrs 10%
Signage 6 yrs 17%
Vehicles and Maintenance Equipment 5yrs 20%
IT Equipment 3yrs 33%
Toll Collection System 3 yrs 33%
Land Fund 50 yrs 2%

The carrying value of these tangible assets is assessed by the directors annually to determine whether there has
been any impairment to their value.

Stock
Stocks are valued at the lower of cost and net realisable value.

Capital instruments

Instruments other than shares are classified as liabilities if they contain an obligation to transfer economic
benefits and otherwise are included in shareholders’ funds.



Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005 (continued)

Principal accounting policies (continued)

Borrowings

Borrowings are carried at their issue proceeds, net of issue costs less amounts repaid. Issue costs are allocated
over the years of the borrowing to achieve a constant rate on the carrying amount.

Interest payable

Interest and other finance costs payable up to ‘Permit to Use’ have been capitalised in tangible fixed assets and
thereafter have been expensed to profit and loss account.

Operating leases

Rentals in respect of operating leases payable have been expensed to the profit and loss account as incurred.

Finance leases

Assets acquired under finance leases are capitalised and depreciated in line with assets of a similar nature. The
capital element of future payments is treated as a liability. Refer to note 8 for additional information.

Motorway service area

The costs of construction of the Motorway Service Area (MSA) at Norton Canes have been capitalised and
depreciated in line with assets of a similar nature.

The operation of the MSA is leased to RoadChef and the rental income received and receivable is included
within other operating income.

Deferred tax

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the
balance sheet date where transactions or events that result in an obligation to pay more tax in the future or a
right to pay less tax in the future have occurred at the balance sheet date. Timing differences are differences
between the company’s taxable profits and its results as stated in the financial statements. Deferred tax assets
are not recognised to the extent that the transfer of future economic benefits in the future is uncertain.

Deferred tax is measured at the tax rates that are expected to apply in the periods in which the timing
differences are expected to reverse, based on tax rates and laws that have been enacted or substantially enacted
by the balance sheet date. Deferred tax is measured on a non-discounted basis.

Contingent liabilities

It is the company’s policy to consider claims against the company on a case by case basis, and where

appropriate to disclose a contingent liability. If the likelihood of an obligation arising is remote no disclosure is
required.

Derivative financial instruments

The company uses derivative financial instruments to reduce exposure to interest rate movements. The
company does not hold or issue derivative financial instruments for speculative purposes.

Segmental reporting

All of the company’s activities and net assets are based in the United Kingdom.

10



Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005 (continued)

Profit and loss account

2005 2004
£000 £000
The loss for the year is stated after charging:
Other staff costs (including temporary labour and secondment fees) 670 691
Depreciation of tangible fixed assets
- owned assets 16,064 6,427
- leased assets 1,274 688
Amortisation of loan issue costs 399 199
Operating lease charges
- plant and machinery 7 8
- other 52 29
Auditors’ remuneration
- audit services 42 42
- non audit services 80 22
The following charges have been capitalised as tangible fixed assets:
Amortisation of loan issue costs - 199
Operating lease charges
- plant and machinery - -
- other - 40
Directors’ emoluments
All emoluments are earned by the highest paid director. 2005 2004
£000 £000
Aggregate emoluments including benefits in kind 234 263




Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005 (continued)

Employee information

The average weekly number of persons (including executive directors) employed by the company during the

year was:
2005 2004
By activity Number Number
Construction 2 9
Operations and maintenance 114 86
Administration and marketing 40 -
156 95
Staff costs expensed to profit and loss account £000 £000
Salaries 3,512 2,356
Social security costs 359 255
3,871 2,611
Staff costs capitalised within tangible fixed assets £°000 £000
Salaries 30 533
Social security costs 4 63
34 596

12



Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005 (continued)

Interest payable and receivable

2005 2004
Expensed to profit and loss account £000 £000
Interest payable and similar charges: |
Bank loans (40,253) (23,732)
Land fund 4,792) (2,622)
| (45,045) (26,354)
Interest receivable 2,554 206
2005 2004
Capitalised within tangible fixed assets in accordance with FRS 15 £000 £000
Interest payable and similar charges:
Bank loans - (18,898)
Subordinated loans from related companies - (4,676)
- (23,574)
Interest receivable - 57

Taxation on loss for the year

There is no corporation tax charge for the year (2004: £nil).

The nil charge for the current year is higher (2004: higher) than the standard rate of corporation tax in the UK

(30%). The difference is explained below:

2005 2004
£000 £000
Loss on ordinary activities before taxation (26,528) (29,405)
Loss on ordinary activities mulﬁplied by standard rate in the UK 30%) (7,958) (8,821)
Effects of:
Short term timing differences on deferred tax asset not provided 7,294 3,060
Expenses not deductible for tax purposes 664 5,761




Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005 (continued)

8 Tangible fixed assets

Short
leasehold
Plant and land and
machinery buildings Mé6 Toll Total
£000 £000 £000 £000
Cost
At 1 July 2004 38,701 61,296 634,580 734,577
Additions 446 2,370 1,004 3,820
Disposals - - - -
At 30 June 2005 39,147 63,666 635,584 738,397
Accumulated depreciation
At 1 July 2004 3,384 688 3,043 7,115
Charge for the period 6,060 1,274 10,004 17,338
Disposals - - - -
At 30 June 2005 9,444 1,962 13,047 24,453
Net book value
At 30 June 2005 29,703 61,704 622,537 713,944
At 1 July 2004 35,317 60,608 631,537 727,462

No finance costs have been capitalised during the year. (2004: £23,517,000). Aggregate finance costs, after
depreciation, included in tangible fixed assets are £105,002,000 (2004: £106,568,000).

Short leasehold land and buildings comprise:

Motorway

Service
Land Fund Area Total
£000 £°000 £000
Cost 50,908 12,758 63,666
Aggregate depreciation 1,565 397 1,962
Net book amount 49,343 12,361 61,704

Assets held under finance lease

The Land Fund asset represents the capital cost of land leased by Midland Expressway Limited from the
Highways Agency. Lease payments are payable from 2010 until 2054 by Midland Expressway Limited.

The lease payments are established via a formula set out by the Highways Agency and settle all costs
associated with the purchase of that land and interest on those costs at 6% per annum real. Interest accruing on
the Land Fund after ‘Permit to Use’ is charged to the profit and loss account.

The Land Fund liability has been valued by the Highways Agency as at 30 June 2005 at £58.3 million (2004:
£51.2 million). Refer to Note 13,

14



10

11

12

Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005 (continued)

Stock
2005 2004
£000 £000
Raw materials and consumables 302 -
Debtors
2005 2004
£000 £000
Trade debtors 474 261
Prepayments 1,344 1,143
1,818 1,404
Cash at bank and in hand
2005 2004
£000 £000
Bank and cash balances 54,832 14,374

Bank balances have restrictions on use under agreements with the company’s lenders. Bank and cash balances

include £40,118,000 (2004: £nil) restricted for the use of meeting approved costs of construction and

£14,069,000 (2004: £11,215,000) restricted for the use of meeting debt service obligations.

Creditors: amounts falling due within one year

2005 2004

£000 £000

Trade creditors 647 2,267
Amounts due to group companies 218 543
Amounts due to related companies 262 550
Taxation and social security 1,849 241
Accruals and deferred income 5,449 4,529
8,425 8,130

15
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Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005 (continued)

Creditors: amounts falling due after more than one year

2005 2004
£°000 £000
Bank loans 619,909 573,491
Subordinated loans from related companies 145,530 145,530
Obligations under finance leases (note 8) 58,322 51,250
823,761 770,271

Less issue costs (4,785) (5,184)
818,976 765,087

Bank loans represent amounts borrowed under a Facility Agreement arranged by Banc of America Securities
Limited and Abbey National Treasury Services plc for £685,000,000 on 26 September 2000 and amended and
restated on 24 May 2001. The facility agency was transferred to Lloyds TSB Bank plc on 10 September 2004,

The Bank Loan Facility comprises: 2005 2004
£000 £000

Term loan (fully utilised) 619,909 619,909
Working capital facility (unutilised) 2,500 2,500
622,409 622,409

The bank loans have certain covenants attached and are secured by way of debenture over the company’s
assets. The loans are repayable 30 June 2017.

Interest on the bank loans is charged at a floating rate at a margin over the London Inter Bank Offered Rate.
The company has entered into a number of interest rate swap agreements whereby it has agreed to exchange
with its bankers a monthly sum reflecting the difference between floating and fixed interest rates calculated on
predetermined notional principal amounts.

Subordinated loans comprise: 2005 2004

£000 £000

12% Junior Secured Loan Notes
Redemption date 31 December 2053 145,530 145,530

The Loan Notes are secured by way of debenture over the company’s assets but ranking behind and subject to
the security created by the debenture in respect of the Senior Debt Facility. The Loan Notes are redeemable at
the date indicated above or as the company elects subject to certain restrictions contained in the Intercreditor
Agreement signed by the company, the shareholders and the lenders.

16
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Midland Expressway Limited

Notes to the financial statements
for the year ended 30 June 2005 (continued)

Creditors: amounts falling due after more than one year (continued)

Interest on the 12% Junior Secured Loan Notes falls under the definition of a prohibited distribution within the
credit facility and any liability for interest otherwise accruing for the 6 month period to 30 June 2005 will lapse

on 31 December 2005. No accrual for this interest is considered necessary.

2005 2004
£000 £000
The borrowings are repayable as follows:

Repayable within one year - -
Repayable after five years 765,439 719,021

Obligations under finance leaées are repayable as follows:
Repayable after five years (note 8) 58,322 51,250
823,761 770,271

Provisions for liabilities and charges

At the year end the company has no potential liability to deferred taxation. A deferred tax asset of £16,708,000

(2004: £7,935,000) has not been recognised as currently there is insufficient evidence that any asset would be

recoverable. The asset consists of:

2005 2004

£000 £000

Accelerated capital allowances (10,685) 1,410
Capitalised interest (39,350) (32,981)

Short term timing differences 17 -

Losses 66,726 39,506

| ) 16,708 7,935
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