O Aliaxis

Annual Report 2005



table of contents

Company Profile 1
Chairman’s Statement 2
Aliaxis Group Overview 4
Corporate Governance 6
Directors’ Report on the Consolidated Accounts 8
Highlights 8
Introduction 9
Risk Profile 9
Trading Highlights and Key Developments 10
Review of Operations 12
Research & Development 20
Environmental Review 21
Human Resources 22
Financial Review 23
Outlook for 2006 and Subsequent Events 27
Financial Data 29
Consolidated Accounts 30
Auditor’s Report 49
Non-Consolidated Accounts and profit Distribution 50
Aliaxis Trading Companies Worldwide 52
Glossary of Key Terms and Conditions 54

C Aliaxis



key figures

Turnover *

Operating Cash Flow *

% of turnover

Operating Income *

% of turnover

Net Profit (Group Share) *

Net Current Profit (Group Share) *

Net Current Cash Flow (Group Share) *
Capital Expenditure *

% of depreciation

Capital and Reserves
Net Financial Debt *
Return on Capital Employed *

Current Return on Equity (Group Share) *

Average Number of Employees

Net Current Profit (Group Share) *

Net Current Cash Flow (Group Share) *
Net Profit (Group Share) *

Gross Dividend

Net Dividend

Current Distribution Rate *

* Defined in Glossary on Page 54

Figures for 2004 and 2003 re-stated to exclude Treasury shares from calculation

2005
€ MILLION
1,834

297

16.2%

231

12.6%

91

147

213

72

109%

715
566
17.2%
22.8%

11,529

2005
€ PER SHARE
1.72

2.48

1.06

0.160

0.12

9%

2004
€ MILLION
1,680

267

15.9%

199

11.8%

61

100

167

74

109%

574
659
14.8%
18.0%

11,610

2004
‘€ PER SHARE
1.17

1.95

0.71

0.1467

0.11

13%

2003
€ MILLION
1,612

247

15.3%

179

11.1%

43

80

148

58

85%

536
720
12.7%
18.1%

12,049

2003
€ PER SHARE
0.91

1.68

0.48

0.133

0.10

15%



Analysis of turnover
By Geographical Area

) Asia & Australasia
South America 8%

1% Africa
4%

North America
35%

Europe
52%

By Industrial Activity

Other Building Products Other
13% 14%

Pressure Systems

33% .
Gravity Systems
40%
Agenda
Annual General Shareholders’ Meeting First half 2006 results
- Wednesday 24 May 2006 - Board Meeting to approve results: September 2006
At the Group’s Registered Office, - Press Announcement: September 2006
Avenue de Tervueren, 270
B-1150 Brussels, Belgium Full year 2006 results
- Board Meeting to approve results: April 2007
Payment of Dividend - Press Announcement: April 2007

- Monday 3 July 2006
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CoMPANY PROFILE

ALIAXIS IS AN INTERNATIONAL GROUP OF BUSINESSES DEDICATED TO THE MANUFACTURE AND

SALE OF PLASTIC PIPE SYSTEMS AND RELATED BUILDING AND SANITARY PRODUCTS.

THE GROUP’S ACTIVITIES ARE CARRIED OUT THROUGH A NETWORK OF

88 MANUFACTURING AND SELLING COMPANIES THROUGHOUT THE WORLD USING BRANDS WHICH

ARE WELL-ESTABLISHED IN THEIR LOCAL MARKETS.

ALIAXIS’ PRODUCTS ARE USED IN RESIDENTIAL AND COMMERCIAL CONSTRUCTION AND

RENOVATION, AS WELL AS IN A WIDE RANGE OF INDUSTRIAL AND PUBLIC UTILITY APPLICATIONS.

Outlook

>

Return to more normal pattern of trading expected after exceptionally favourable circumstances in North
America in second half of 2005, which will not be repeated

Strength of US economy continued to sustain housing market and personal consumption in early part of 2006,
but risk that interest rate increases as the year progresses may reduce demand and slow the Group’s key
housing markets

In Europe, weaker Euro has stimulated industrial investment, but difficult to see signs of lasting recovery,
especially in Germany and ltaly

Slower growth expected in New Zealand following sharp interest rate increases

Raw material prices early in 2006 have been lower than in same period of 2005, but remain volatile with the
outlook uncertain

Aliaxis will continue to focus on cost-effectiveness, profitability and cash flow. Stronger balance sheet should
allow greater flexibility to pursue internal and external development

Company Profile
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Chairman’s Statement

The pattern of trading in 2005 has been unusual,
and the outcome for the second half of the

year was quite different to our expectation in
September 2005 when we announced the results
for the first half of the year and expected trading
in the second half to be at about the same level or
slightly lower than the first half.

In fact, trading activity in the second half of 2005 was
far better than anticipated. There was an upswing

in trading activity in most of Aliaxis’ businesses in
Europe and around the world. In addition, there was a
strong improvement in performance in North America,
where the long-anticipated downturn in the housing
market failed to materialise and housing starts
remained at historically high levels. Another specific
factor in North America was that our businesses
there were able to continue to supply market demand
profitably following hurricanes Katrina and Rita.

This combination of circumstances had a strong
positive impact on trading and on the final result for
the year.

The good trading performance in 2005 helped
Aliaxis to achieve another significant reduction in
its level of debt, and in the three years since the
formation of the Group, we have reduced the initial
debt by some 35%. | believe that it is particularly
significant that this has been achieved largely
through cash generated from our operations rather
than from business disposals, and is a testament
to our ability to generate cash from the businesses

through good management of our costs, capital
expenditure and working capital.

Last year, | mentioned a number of initiatives that

had been taken to accelerate the implementation of
synergies between Group companies and thereby
improve Aliaxis’ market position. | am pleased to report
that we have continued to pursue these initiatives
throughout 2005, with the objective of making more
effective use of our resources.

Once again, our programme of product development
has generated a steady stream of new products,
including extensions to existing ranges as well as
completely new applications. Our worldwide presence
continues to be reinforced by the increasing range

and volume of the Group’s products which are being
introduced into new markets around the world through
the efforts of our local businesses in identifying and
promoting market opportunities, and in maximising the
advantages of Aliaxis’ diverse product range.

Aliaxis can only meet the many challenges faced by

an international business in an intensely competitive
environment if all its employees are fully committed to
meeting those challenges, and | want to thank everyone
in the Group for their contribution during 2005, which
is reflected in these results.

Since the end of the year, Aliaxis has completed the
acquisition of Dux Industries Limited and its subsidiary
Aquadux Pty Limited, in New Zealand and Australia
respectively. These companies manufacture and sell



a range of sanitary and plumbing products and their
activities are very complementary to our existing
operations in Australasia. | have great pleasure in
welcoming the employees of Dux and Aquadux into
the Aliaxis family, and wish them all every success in
their careers within the Group.

Finally, there are two events in 2005 and the
beginning of 2006 concerning the Board of Directors
of Aliaxis that | would like to mention.

First, in June 2005, the Board lost its Honorary
Chairman with the death of Jean-Marie Emsens whose
dynamic leadership and clear strategic vision led

to the creation of Aliaxis in 2003. Since that time

and right up to his death, Jean-Marie Emsens stayed
in touch with the affairs of the Group thanks to my
regular meetings with him, during the course of which
we would discuss its activities and future plans. With
his passing, not only have we lost a wise counsellor,
we have also lost a good friend.

Secondly, at the April 2006 Board Meeting at which
the 2005 Directors’ Report and Accounts were
approved, | announced my future intention to separate
my role as Chairman of the Board of Directors and

of the Strategy Committee from that of CEO, and to
continue only in the first of those roles. Yves Noiret,
COO of Aliaxis since the formation of the Company
will take over as CEO. It is also proposed to appoint
Mr. Olivier van der Rest as Vice Chairman of the Board
of Directors. These proposals will be put to the Annual
General Shareholders’ Meeting on 24 May 2006 and,

Aliaxis
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subject to the renewal of the Board’s mandates at
that Meeting, will be formally submitted to the Board
which follows the Annual General Shareholders’
Meeting. The proposals will allow continuity in the
management of Aliaxis and in its strategic direction.

Jean-Louis Piérard
Chairman and CEO
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dliaxis @roup Overview

Aliaxis is an international group of businesses dedi-
cated to the manufacture and sale of plastic pipe
systems and related building and sanitary products,
which are used in residential and commercial
construction and renovation as well as in a wide
range of industrial and public utility applications.

Created as an independent group in 2003, Aliaxis has,
from the beginning been a major force in its industry.

The Aliaxis Group today employs 11,500 people,

is present in 39 countries throughout the world,

and is represented in the marketplace through 88
manufacturing and selling companies, all of which
trade under their individual brand names. Each of
these brands is well-known to trade professionals in
their local markets, and a number of them are widely
recognised international brands.

Aliaxis’ multi-brand strategy supports a wide product
range focused on added-value products and systems
developed to meet customers’ specific needs.

The Group’s product range covers four main
product sectors:

* Gravity (Non-Pressure) Systems: products
designed to evacuate or discharge waste water in
construction applications, such as rainwater gutters and
down pipes, soil and waste fittings, fittings for sewage
and underground drainage, and surface drains and
gullies for domestic and public utility applications.

Pressure Systems: complete systems of pipes,
fittings and valves for the distribution under pressure
of water and other fluids, compressed air and gas in
residential, commercial, industrial and public utility
applications.

Other Building Products: sanitary products
for kitchen and bathroom applications such as WC
cisterns, flushing mechanisms and shower heads,
ventilation products such as extractor fans and
passive window and domestic ventilation systems,
and irrigation products such as sprinkler heads,
compression fittings and micro-irrigation systems.

* Other Products: a range of pumps and valves,
ceramic products, electrical and extruded
components for a wide range of applications, as well
as some specialist distribution activities.
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Strong local brands throughout the world
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JEAN-MARIE EMSENS (1932 - 2005)

One very sad event in 2005, which was deeply
felt by all his colleagues at Aliaxis, was the

sudden passing on 17 June of our Honorary

Chairman Jean-Marie Emsens, at the age of

72. He will be remembered as one of the foun-
ding fathers of Aliaxis, and his appointment as
Honorary Chairman was a mark of his conti-
nued influence on the Group. During a career

in the building materials industry spanning

some 45 years, his many lasting achievements
are ample testament to his business vision and
to his ability to turn vision into reality through
the strength of his personality, as well as his
personal charm and sense of humour. His wise
counsel and wide-ranging knowledge of our
businesses and the building materials industry

in general, will be greatly missed.

o

Corporate @overnance

Composition of the Board of Directors
The members of the Board of Directors during
2005 were as follows:

—— Jean-Louis Piérard
Chairman & Chief Executive Officer

—— Yves Noiret
Chief Operating Officer

—— Andréa Hatschek

—— ASB Invest SPRL
(represented by Philippe Leemans)

—— Kieran Murphy
—— Alain Siaens

—— Bernard Steyaert
—— Henri Thijssen

—— Olivier van der Rest
—— Philippe Voortman

—— Jean-Marie Emsens (to 17 June 2005)
Honorary Chairman

Corporate Governance

The initial appointments to the Board of Directors
were made on 18 June 2003, the date of formation of
the Company, for a period of three years expiring on
24 May 2006. Nominations for appointments to the
Board of Directors after that date will be considered
at the Annual General Shareholders’ Meeting, with all
the above-named directors being candidates for re-
election.

Committees of the Board of Directors

Aliaxis S.A. is a private company whose shares are not
listed on any regulated stock market. Nevertheless,
the Board is committed to maintaining high standards
of corporate governance throughout the Group.

The Board of Directors met five times during 2005.
There are four standing committees, each of which
supports the Board in specific aspects of its role

of monitoring and supervising the activities and
management of the Group.

Strategy Committee: met four times during 2005,
and consists of Jean-Louis Piérard (Chairman), Kieran
Murphy, Yves Noiret, Henri Thijssen and Olivier van
der Rest. The Strategy Committee is responsible for
reviewing the strategic direction of the Group, business
plans and major investment options and proposals.
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THE ExecuTIVE COMMITTEE

(FROM LEFT TO RIGHT):

ALISTAIR VEARONELLY (DIVISION DIRECTOR)
CoRRADO MAzzACANO (DiIvisiON DIRECTOR)
ROGER SMITH (DivisioN DIRECTOR)
GIORGIO VALLE (DIVISION DIRECTOR)

YVveEs NOIRET (CHIEF OPERATING OFFICER)
JEAN-LouIS PIERARD (CHAIRMAN AND CHIEF
EXECUTIVE OFFICER)

YVEs MERTENS (FINANCE DIRECTOR)
HUBERT DuBOUT (COMPANY SECRETARY)
PAauL GRADDON (DivisiON DIRECTOR)

Financial Audit Committee: met twice during
2005, attended by Philippe Voortman (Chairman)
and Philippe Leemans, plus an external member,
Anthony Wilson, former Chief Executive of Glynwed
International PLC. The Financial Audit Committee
supports the Board in monitoring accounting and
financial reporting and in reviewing the scope and
results of the Company’s external and internal

audit procedures.

Remuneration Committee: met twice during 2005,
attended by Alain Siaens (Chairman) and Bernard
Steyaert. The Remuneration Committee supports the
Board in reviewing remuneration at

the Executive Committee level.

Auditor

Klynveld Peat Marwick Goerdeler
Bedrijfsrevisoren - Réviseurs d’Entreprises
represented by Benoit Van Roost

Avenue du Bourget, 40

B-1130 Brussels, Belgium

Selection Committee: consists of Jean-Louis
Piérard (Chairman), Alain Siaens and Bernard
Steyaert, and advises on Board-level appointments to
the Company.

Executive Committee

Day to day management of the Company is
delegated by the Board to Jean-Louis Piérard,
Chairman and Chief Executive Officer, and Yves
Noiret, Chief Operating Officer. They are assisted by
an Executive Committee that consists of a group of
senior managers of the Company representing its
various operating divisions and functions.

Registered Office

Aliaxis S.A.

Avenue de Tervueren, 270

B-1150 Brussels, Belgium

No. Entreprise: 0860 005 067

Tel : +32 2 775 50 50 - Fax:+32 2 775 50 51
Web-site : www.aliaxis.com

E-mail address: aliaxis@aliaxis.com

Corporate Governance
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the photographs which follow illustrate the
different stages in the product supply chain
from raw material to the delivery of

finished products to the customer

DIRECTORS’ REPORT ON THE CONSOLIDATED ACCOUNTS

INTRODUCTION

Risk PROFILE

TRADING HIGHLIGHTS AND KEY DEVELOPMENTS
REVIEW OF OPERATIONS

RESEARCH AND DEVELOPMENT
ENVIRONMENTAL REVIEW

HUMAN RESOURCES

FINANCIAL REVIEW

OUTLOOK FOR 2006 AND SUBSEQUENT EVENTS

highlights
> Sales of €1,834 million, a like-for-like increase of 7.5% over 2004
> Operating income of €231 million (12.6% of sales), a like-for-like increase of 13.8%

> Exceptionally strong trading in North America in second half due to sustained strength of
housing market, and ability to supply market demand profitably following hurricanes
Katrina and Rita
> Upturn in demand in some European markets in second half thanks to stronger
export markets and improvement in business and consumer sentiment
> Germany and UK more difficult, with consumer spending and new housing markets falling
and, in Germany, further steady fall in consumer confidence
> Another significant fall in net financial debt during 2005, by 14% to €566 million, due to
strong internal cash generation with no significant contribution from business or asset disposals

> Proposed dividend of €0.16 gross per share (€0.12 net), representing 9.3% of net current profit
of €1.72 per share

() Directors’ Report on the Consolidated Accounts



raw material

THE GROUP PROCESSES MORE THAN
450,000 TONNES OF PLASTIC RESINS
EACH YEAR, MAINLY POLYVINYLCHLO-

RIDE (PVC), POLYETHYLENE (PE) AND D.FD d u Ci d E S i gn

POLYPROPYLENE (PP) SUPPLIED IN
GRANULAR FORM

UP-TO-DATE DESIGN TECHNOLOGY SUCH AS THIS
EXAMPLE AT PHILMAC’S PLANT IN ADELAIDE
(AUSTRALIA) IS A FEATURE OF THE GROUP’S

PRODUCT DEVELOPMENT PROGRAMME

Introduction

This report discusses the Consolidated Accounts of
the Group. The Directors’ Report on the Non-Conso-
lidated Accounts is available upon request from the
registered office of the Company.

Aliaxis
Annual Report 2005

Product Supply Chain

Risk Profile

Aliaxis is exposed to a normal range of general
business risks such as credit, public and product
liability, property damage, business interruption and
employer’s liability. A series of internal policies and
procedures covering specific aspects of the Group’s
operations has been adopted in order to identify major
general risks in a systematic way and to establish a
consistent methodology for managing them.

A number of industry-specific and financial risks

arise out of Aliaxis’ position as a leading international
participant in the pipe systems market.

Economic Environment and Market Demand

Demand for the Group’s products is driven principally
by the level of construction activity in its main markets,
including new housing, repairs, maintenance and
improvements, infrastructure and industrial markets.
Its geographical and industrial spread provides a
degree of risk diversification. Demand is influenced

by fluctuations in the level of economic activity in
individual markets, the key determinants of which
include GDP growth, changes in interest rates, the level
of new housing starts and industrial and infrastructure
investment.

Raw Material and other Costs

The raw materials used to manufacture the Group’s
products mainly consist of plastic resins such as
polyvinylchloride (PVC), polyethylene (PE) and
polypropylene (PP), which are a significant element of

Directors’ Report on the Consolidated Accounts
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research &
development

MEASURING THE PHYSICAL AND THERMAL
PROPERTIES OF POLYMER TO CONTROL TEMPERATURE
RESISTANCE AT THE GROUP’S R&D LABORATORY AT
VERNOUILLET (FRANCE)

the cost of the Group’s products. The prices of these
raw materials are volatile and tend to be cyclical, and
Aliaxis is generally able to recover raw material price
increases through higher product selling prices,
although sometimes after a time lag. The Group
tries to optimise its resin purchases thanks to a
centralised approach to the procurement of major
raw materials.

Customers

The Group’s main sales distribution channels are
wholesale distributors and retail do-it-yourself (DIY)
chains. Despite a trend towards consolidation in

the Group’s major European and North American
markets, the diversity of Aliaxis’ product range helps
it to maintain a wide customer portfolio and to avoid
major exposure to any individual customer.

Interest Rate and Currency Fluctuations

The worldwide scope of the Group’s activities
exposes Aliaxis to the impact of currency
fluctuations on those revenues, costs, assets and
liabilities outside the Euro zone. Major exposures
are to the Canadian and US dollars, sterling and the
Australian and New Zealand dollars. As described
elsewhere, the Group actively manages its currency
and interest rate risks through a range of measures
including the use of derivatives to manage currency
and interest rate exposures, and borrowing in foreign
currencies to hedge the net assets held in those
currencies.

Directors’ Report on the Consolidated Accounts

Trading Highlights and Key Developments

Turnover in 2005 was €1,834 million (2004: €1,680
million). The overall increase in sales during the

year was 9.1%, and at constant exchange rates the
increase was 7.5%. Minor changes in the scope of the
consolidation had no material impact on sales in 2005.
Operating income for the year was €231 million
(2004: €199 million), representing 12.6% of sales
(2004: 11.8%) after charging €6.2 million (2004: €5.7
million) of reorganisation costs. The overall increase in
operating income was 16.2%, and at constant exchange
rates the increase was 13.8%. Minor changes in the
scope of the consolidation had no material impact on
the operating income in 2005.

The key features of trading during the year were:

* Exceptionally strong trading in North America in the
second half of 2005 following some margin pressure
in the first half. This was partly due to the sustained
strength of the housing market, against most
expectations and despite some signs of weakness in
the third quarter. In addition, however, Aliaxis’ major
businesses in North America were able to continue
to satisfy market demand profitably following
hurricanes Katrina and Rita.
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raw material delivery

REGULAR DELIVERIES OF HIGH-VOLUME RAW MATERIALS
SUCH AS PVC ARE MADE IN BULK AND STORED IN SILOS
SUCH AS THESE LOCATED AT POLIPLAST (POLAND)

Product Supply Chain

* Improved business and consumer sentiment in

Europe generally, with growth in export demand from
markets outside Europe, and high levels of consumer
spending in Spain, Italy and France improving
trading, especially in the second half of the year.

The construction sectors in Spain and France grew
strongly, but in Italy, by contrast, construction output
was fairly flat.

The continued steady decline in consumer spending
in Germany and a further fall in construction sector
output. The new housing market was particularly
weak, with housing completions 9% lower than in
2004.

A cooling of the UK housing market after several

years of strong growth, with weaker household
expenditure, and a slowdown in the private new
housing market.

Continued progress in Australasia and South Africa,
despite some economic indicators pointing to
slowing trends in Australia and New Zealand towards
the end of the year. Trading in China and south-

east Asia was more difficult as a result of intense
competition in those regions.

The Group made four small business acquisitions during
2005 in France, North America, Germany and Uruguay. In
Canada, Canplas disposed of a small part of its activity.
The net outlay on business acquisitions, less disposals,

in 2005 was €1m (2004: €3m).

During the year, the Group continued to pursue

a number of reorganisation plans with a view to
improving its future profitability. The most significant
of these were in Germany, UK and the USA, with others
in Italy, the Netherlands, France and Scandinavia. The
total cost of these plans in 2005, which was reflected
in the operating profit of the Group, amounted to

€6.2 million (2004: €5.7 million).

In May 2005, the Group took advantage of its improving
risk profile and more favourable market borrowing
conditions by successfully re-financing the syndicated
loan facility arranged in 2003. The better terms obtained
were an important factor in reducing the net financial
charge to €38 million in 2005, from €44 million in
2004. The operating activities of the Group continued to
generate significant cash flow thanks to the good level of
trading activity during the year, particularly in the second
half, and to the benefit of on-going efforts to manage the
Group’s cost base. A lower level of working capital and
continued control of capital investment also helped to
maintain the Group’s cash flow. The amount contributed
by tangible fixed asset disposals during 2005 was

€7 million (2004: €2 million).

The strong operating cash flow was the major
contributor to a reduction in net financial debt during
2005 of over 14%, from €659 million at the beginning
of the year to €566 million at 31 December.

Directors’ Report on the Consolidated Accounts
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blending

RAW MATERIALS ARE BLENDED
INTO THE CORRECT FORMULATIONS

EXAMPLE AT NicoLL (FRANCE)

Review of Operations

Europe

The major economies of Europe generally showed

some signs of recovery in 2005 after a period of slow
growth, and the depreciation of the Euro, together with
continued healthy growth rates outside Europe, improved
business sentiment as the year progressed and sustained
export demand. This partly offset the negative impact

of the sharp rise in the oil price, and triggered the most
marked increase in investment for five years, assisted by
favourable borrowing conditions. Household spending also
increased, especially in Spain, Italy and France and was an
important consequence of the boom in property prices in
those countries. The exception was again Germany, where
the property market continued to be subdued, with falling
household income reflected in lower consumer spending.

In France, the high rate of household consumption,

the result of a low savings rate and rising house prices,
supported economic growth. Industrial production was
weak, and GDP growth slowed in the fourth quarter, with
overall growth in 2005 a disappointing 1.4%. By contrast,
the construction sector in France was very strong with
output growth in the residential sector of over 5.5%, most
of which was due to new building. Housing starts reached a
level of over 400,000, the highest for more than 25 years.

GDP growth in Spain, at 3.4%, was much stronger than in

France, and was also driven mainly by the construction
industry and private consumption. Equally, however, the

Directors’ Report on the Consolidated Accounts

USING MIXING PLANT SUCH AS THIS

production

PHILMAC’S INTRODUCTION OF
AUTOMATION THROUGH THE USE OF
ROBOTICS HAS IMPROVED ITS
PRODUCTION FLOW SIGNIFICANTLY

higher growth in Spain came at the cost of a high external
deficit and inflation of 3.7%, well above the EU average of
2.2%. Total construction output and residential housing
each grew by over 4.5%, with residential growth evenly split
between new housing spending and repairs, maintenance
and improvements. Infrastructure spending also remained
robust thanks to the continuation of the government and
EU sponsored programmes started in 2000.

New TerraCon PVC conduit system from IPEX

Housing starts in Spain again were the highest in Europe
by a wide margin, and reached 665,000 in 2005.

Germany remained weak, with GDP growth of only 0.9%
in 2005. Despite some evidence of an improvement in
business confidence and higher investment in the third
quarter, growth slowed once again in the last quarter.
Consumer spending slowed steadily throughout the
year, and unemployment remained high at over 11%.




Construction sector output again fell, by almost 5%,
with the residential market showing a similar rate of
decline largely due to housing completions falling by 9%
to about 225,000.

The Italian economy was also weak during 2005
despite the strength of consumer spending with
estimated GDP growth of only about 0.2%.

The construction sector was similarly stagnant, growing
by less than 1% even including higher infrastructure
spending in advance of the Winter Olympics in Turin
early in 2006. Housing starts in 2005 fell by 9% to
about 250,000.

The strong economic growth in the UK in the period
1997 to 2004 had been sustained by high consumer
spending fuelled by low interest rates and a booming
housing market. Growth in 2005 slowed significantly,
from 3.2% to only 1.8% as the market cooled and
households moderated their expenditure. The
construction sector overall grew by only about 1.1%
including growth in the residential housing market of
around 2.7%. There was a wide divergence between
the private sector, where housing starts fell by some
7%, and the public sector, where starts increased by
almost 40%. Total housing starts in 2005 were down 2%
to 181,000.

Aliaxis
Annual Report 2005

Europe - Building Materials

In France, Nicoll’s performance, especially in

the second half, reflected a recovery in European
construction activity, although the dry weather in Spain
held back exports of rainwater goods. Raw material
and energy costs increased sharply during the year,
putting more pressure on margins. Sales of new
products such as public channel drainage, the acoustic
“Chutunic® soil and waste system and “Ovation®
rainwater products grew especially well despite keen
competition in some market segments, illustrating
Nicoll’s success in consolidating its market share by
new product development, improved customer service
and increased efforts to penetrate niche specification
markets.

Marley Deutschland’s principal market in Germany

is the DIY sector, in which demand remained subdued
as a result of low consumer spending. Pressure on
margins remained intense, with the impact of aggressive
competition within Germany exacerbated by the
penetration of some markets by suppliers from Eastern
Europe as well as increases in PVC and PP resin prices.
The difficult retail market conditions have encouraged
consolidation within the DIY sector, and although this
led to some volume gains, some of the benefits were
offset by pressure to give more favourable terms.
During the year, Marley Deutschland made a number of
investments to improve its manufacturing efficiency, and
obtained both ISO 9001 and ISO 14001 certification for
quality and environmental management respectively.
WEFA also achieved ISO 14001 certification during the
year, and benefited from its success over several years
in developing its export markets. Sales have doubled
since the company was acquired by Aliaxis in 2001, and
projects to extend the factory and invest in robotics are
designed to maintain WEFA’s competitiveness.

Greater competition was also a feature of trading

in Italy for Redi and Europlast during 2005, with

local purchasing groups expanding their activities in

both building and sanitary products, and international
distribution groups establishing bridgeheads in the Italian
market by acquiring local distributors. Both Redi and
Europlast continued their programme of investment in
projects to improve their manufacturing processes, in
order to reduce costs or to introduce new technologies

Directors’ Report on the Consolidated Accounts
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EFFECTIVE QUALITY ASSURANCE IS VITAL TO THE GROUP’S
GOMPETITIVENESS, AND HERE A QUALITY CONTROL CHECK
IS CARRIED OUT AT CANPLAS (CANADA)

to differentiate them from competitors. Thus, some of
Redi’s new products launched in 2005 incorporate its
new bi-injection moulding technology and included a
range of Safestep anti-slip PVC walkway covers and

a range of PP anti-flooding valves suitable for soil and
waste applications. Europlast completed its channel
drainage range by introducing three new sizes, and
launched several products in Italy from sister companies
in France and Hungary as well as a ventilation range from
Greenwood in the UK.

In the UK, the DIY sector suffered badly from the
downturn in consumer spending and the market declined
by 7.5% during the year. Sales of both Marley Plumbing
and Drainage and Hunter to their DIY customers were
affected, especially in the second half. As elsewhere in
Europe, customer consolidation has become a permanent
feature of the industry, and in the UK the competitor
base also narrowed in 2005 with the merger of two of
the major manufacturers. Sales by Marley Plumbing and
Drainage of water management products grew rapidly

as a result of growing concerns about water shortages
and flood prevention, and the Group continues to

invest in this sector both in product development and
specification sales support. Hunter received an award

for excellence as best supplier from Builders Merchant
News, and is preparing to launch in 2006 a range of new
waste traps supplied by its sister company Jimten in Spain,
as well as the Endura grease interceptor which is made in
Canada by Canplas. In the UK ventilation sector, there was

slight growth in public sector repairs, maintenance and
improvement, but Greenwood’s sales suffered from the
slower housing market and uncertainties in the commercial
sector following the government’s proposal to implement

a ban on smoking in public places which may reduce
demand for air extraction in commercial premises such

as restaurants and bars. However, Greenwood continued
to develop its export markets, and achieved good sales
growth in Ireland, with new distributors being established
elsewhere. Greenwood is well placed to exploit new building
regulations to be introduced in March 2006, and in 2005
completed a reorganisation of its production which will
significantly reduce the cost base of the business.

The Group’s manufacturing businesses in Poland and
Hungary suffered from slow demand from the private
sector, especially in the first half of the year, with the
governments of both countries prioritising infrastructure
projects at the expense of residential construction
activities.

Europe - Sanitary
The activities of the Sanitary Division are concentrated
mainly in Germany, Spain and France.

In Germany, the weak new housing market and
continued lack of consumer confidence held back sales
and volume increases were difficult to achieve at Friatec
Building Services, Sanit and Abu-Plast, especially in the
first half of 2005. Friatec instituted a rationalisation
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HIGH QUALITY PRODUCTION. AN INJECTION MOULDING TOOL
UNDERGOING MAINTENANCE AT CANPLAS (CANADA)

programme during the second half of the year that will
continue into 2006 and is designed to reduce the cost
base of the business and improve its competitiveness.

In Spain, Jimten and Riuvert achieved satisfactory
increases in both sales and operating profits during
2005. Jimten launched a new range of chrome-plated
traps of contemporary design as well as a range of
automatic filters for the irrigation market, and both
were well accepted in Spain and in a number of export
markets where sales were channelled through sister
companies. In the domestic residential and civils markets,
Jimten and Riuvert were able to maintain their market
positions despite sharp raw material price increases, and
Jimten developed a range of branded packaged products
aimed at the DIY and professional merchant distribution
channels. Similarly, new float valves from SAS in France
were launched in Spain at the end of the year. Sales of
compression fittings were stimulated by Spain’s worst
drought for many years as well as a recovery in the
Portuguese market, and the new, automatic assembly line
for 20mm and 50mm fittings, commissioned late in 2004,
was fully operational throughout the year.

In France, SAS once again enjoyed a good year. In

the professional merchant market, SAS maintained its
position despite intensifying competition, with sales of
Double Volume flushing mechanisms especially strong,
and during the year launched a new range of silent float
valves. SAS also introduced a complete range of universal

Aliaxis
Annual Report 2005

Product Supply Chain

concealed cistern supports, under the brand name
“Solimur”, that are adapted to the demands of the
French market, and gained its first specification of
these products in a resort at Les Arcs in France. The
DIY market was more difficult in 2005 due to intense
domestic competition and price discounting as well as
low-priced foreign imports. Nevertheless, SAS achieved
better market penetration and recorded increased
sales with key customers.

Europe - Industrial and Utilities

Industrial markets in 2005 featured a discontinuous

trend of activity, with a lively start to the year followed by
a slowdown in the spring and summer, and a recovery
towards the end of the year. Overall, the year ended with
increased sales, mainly thanks to the strong performance
of Friatec Rheinhiitte Pumps and Th. Janssen + Rheinhiitte
Valves. The highly specialised products manufactured

by these companies were specified in several major
international projects, predominantly in Eastern Europe and
Asia, where industrial investment is strong as a result both
of local market development and the ongoing delocalisation
of manufacturing activity from Europe. Aliaxis companies
gained added benefits from these projects as sales of the
pumps and valves also stimulated sales of related plastic
pipes and fittings. As in 2004, the major thrust of trading
activity came from buoyant demand in industry sectors
such as water desalination, power generation, steel,
chemicals and petro-chemicals, and there are exciting
future prospects in the field of solar energy.

Directors’ Report on the Consolidated Accounts
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FIP in Italy made progress in developing its high-end
product range, and at the end of the year launched
its new two-way ball valve. Distributors, installers and
end-users immediately recognised it as a reference
standard for quality, safety and innovative features.

In the UK, Durapipe enjoyed continued strong demand
for its technical products in commercial and public
infrastructure markets, although de-stocking by some
distributors limited its ability to take full advantage of
its market opportunities. Sales of Durapipe’s Petrol
Line piping system, a product dedicated to the petrol
filling station forecourt market, continued to accelerate
strongly, particularly in overseas markets.

Girpi in France enjoyed a record year for sales, and
was especially strong in providing special pipework for
specific applications such as industrial kitchens and
large community buildings.

Despite the uncertain prospects for growth in
industrial investment in Europe during 2006, the
outlook for the Group’s industrial activities is positive,
thanks to new product development coupled with the
extensive opportunities offered by the Group’s sales
distribution activities.

The Group’s Utilities division enjoyed a good year in
2005, with all its businesses posting strong increases
in sales and profits. The performance is evidence

of PE’s increasing penetration of the gas and water
distribution markets, and also of the recognition by
more and more customers of Aliaxis’ ability to provide
innovative product features. The Group enjoys global
leadership in the electrofusion sector through its brands
Frialen, Durafuse and Innogaz. This is true both in
market share and technical leadership terms, and its
European position was further strengthened in 2005
thanks to a number of new agreements with key end-
users and wholesalers. As in other areas of the Group,
price increases in the division’s PE raw material were an
important feature of 2005, as was the continuing trend
towards customer consolidation and the appearance
of new competition. Both selling prices and inventory
levels were managed carefully throughout the year, and
in addition, the division made further investments in
cost saving initiatives to maintain its competitiveness.

Europe - Other Activities

Aliaxis’ Master Distribution businesses in Europe
promote and distribute a wide range of the Group’s
products in countries where in some cases it has only
a limited presence. Thus, for example, there are Master
Distribution activities in Scandinavia and Central and
Eastern Europe as well as in Western Europe. Trading
was good in the second half of 2005, after a difficult
start. In the event, excellent sales growth was achieved
especially in Eastern Europe, where Aliaxis is investing
in additional sales resources. Links with the Group’s
manufacturing units continued to be developed in
order to improve customer service, and the Group
successfully introduced the first phase of a project to
implement a homogeneous IT system, which will help
reduce both inventory levels and distribution costs.

A new distribution centre in Belgium for Vigotec and
Akatherm was opened at the end of the year.

North America

Economic growth in North America was again
relatively strong despite most forecasts. In the

USA, although GDP growth was more moderate at
3.5% compared with 4.2% in 2004, the underlying
economic fundamentals remained strong even with
the progressive tightening of monetary policy and
increases in interest rates throughout the year.

The unemployment rate fell from 5.2% to 4.7%,

the lowest since 2001, which sustained consumer
confidence. The US has been one of the most robust
construction markets in the last ten years and once
again construction was one of the main drivers of the
country’s strong economic performance. Construction
output in 2005 increased by over 4%, driven both by
a strong residential housing market and a recovery

in non-residential construction, which increased by
around 9% after a relatively weak 2004. The residential
housing market at the end of the year was again
healthy after some evidence of a slowdown in the
third quarter, and new housing starts during the year
increased by more than 5%, to almost 2.1 million.
Residential remodelling was also at a high level, with
growth of about 3%.

In Canada, GDP growth was 2.9%, the same level

as in 2004, with unemployment falling from 7.2% to
6.5%. Increases in short-term interest rates, control
over public spending and high global demand for



Canada’s commodity exports all combined once again to
strengthen the Canadian dollar during the year, by 7.5%
against the US dollar. New housing starts fell by 3.3% in
2005 to 225,000, but nevertheless, 2005 was the fourth
consecutive year in which housing starts were higher
than 200,000, and the housing market remained firm.

Against this broadly benign economic background, the
trading performance of Aliaxis’ main manufacturing
businesses in North America, Ipex and Canplas, was
very different in the second half of the year compared
to the first half. During the early part of 2005, the
general consensus was that, although residential
construction activity in the first half of the year would
remain strong, there would be a downturn in both
Canada and the USA in the second half. During the first
six months, therefore, although volumes were strong,
prices and margins were weaker as manufacturers
tried to secure volume in anticipation of a slowdown
later in the year. As previously reported after the first
half of 2005, this more intense competition limited

our businesses’ ability to recover higher raw material
costs through higher prices. Margins were thus weaker
than in the first half of 2004. At the same time, both
manufacturers and distributors reduced their inventory
levels in preparation for the expected downturn.

In the event, trading in the second half of 2005
was better than expected, for two main reasons.
First, despite some evidence in the third quarter
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THE INSTALLATION OF MODERN SHRINK-WRAPPING EQUIPMENT AS AT
NicoLL (FRANCE) HAS LED TO GREATER PRODUCTIVITY ENSURING THAT
MARKET DEMAND CAN BE MET ON TIME

of a weakening housing market in North America,
confidence and demand recovered in the fourth
quarter and has continued into the early part of 2006.
Secondly, hurricanes Katrina and Rita which devastated
the Gulf Coast of the USA caused extensive disruption
to the petrochemical industry resulting in severe
interruptions to the supply of plastic resins to the
industry. With the supply chain already depleted and
manufacturers unable to obtain raw materials to meet
the higher demand, PVC prices increased dramatically.
Nevertheless, Ipex had access to sufficient supplies

of PVC resin to be able to increase output and supply
profitably the higher volumes demanded by the market.
In the event, Ipex ended the year strongly in both
Canada and the USA with good increases in sales of
most product groups.

Intense price competition in plumbing fittings during
the first nine months of the year affected both Ipex and
Canplas, but had a greater impact on Canplas’ results
due to the higher proportion of ABS DWV fittings in
its product mix. Canplas was able to recover some of
the earlier loss of margin later in the year, although
the hurricanes had a lesser impact on the market for
ABS. In the non-ABS areas of its business, Canplas
experienced good growth during 2005, and it was
named supplier of the year by a major customer.

The North American market continues to evolve, and
one significant event in 2005 was the emergence of a
major retail chain in the wholesale distribution sector

Directors’ Report on the Consolidated Accounts
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through the acquisition of two important players in the
plumbing and waterworks market. Canplas and Ipex
have continued to maintain their focus on product
development and to invest in order to make their
businesses more cost effective. During 2005, Canplas
launched two new grease interceptors as well as an
extension to an existing range, and also introduced

a series of foundation vents and some fifty speciality
products. Ipex launched six new product lines in
several areas of its activities, including Q-Line water
service, TerraBrute and TerraCon Trenchless for water
and electrical applications, Dowlex Plumbing and
Kwikpath Telecoms Raceways.

In addition, Ipex introduced sixteen product line
extensions during 2005, and has a significant number
of new products at various stages of evaluation or
development.

Canplas and Ipex have continued to work together to
share the benefits of common resources, particularly in
Human Resources and other service functions.

The Group’s US-based distribution business, Harrington
Industrial Plastics, benefited from the strong US
economy, and its profitability increased significantly

in 2005 thanks to higher sales and operational
improvements. The initiative to secure larger customers
that can benefit from the national branch structure
provides Harrington with a competitive advantage, and
its presence in industrial markets remains an attraction
to its supplier base. The small fabrication activity, HEE,
was sold at the end of the year.

Rest of the World

The New Zealand economy has remained strong for
longer than expected, and GDP growth in 2005 was
around 2.6%, with very high levels of employment
supporting private consumption and a buoyant housing
market. Attempts by the Reserve Bank to restrain
demand and to counter inflationary pressure by
increasing interest rates have been slow to make an
impact on the domestic economy, yet higher interest
rates increased pressure on exporters and the New
Zealand dollar strengthened during the year (for
example, by almost 8.5% against the Euro), which greatly
increased the external deficit to record levels.

Directors’ Report on the Consolidated Accounts

The construction sector remained strong throughout
2005, and capacity constraints delayed the start of many
projects. Approvals began to fall, however, in the second
half, although civil and infrastructure markets continued
to gain momentum as the year progressed. The rural

and irrigation markets were solid with commodity prices
being helped by the very high exchange rate.

During the year, Marley New Zealand won the supply
contract for a large new resort at Momi Bay in Fiji,

and also launched an important new product, a large
diameter polyethylene pipe (up to 630mm). This
addition to its range, combined with the Group’s ability
to supply an extensive range of fittings, will enable
Marley to capture an increasing number of large civil
and infrastructure projects. The first orders for UK
sister company Greenwood’s ventilation products were
also taken during 2005.

New two-way ball valve from FIP



Marley won the annual award made by the publishers
of the Architects and Specifiers magazine, for its
range of plumbing, drainage and rainwater goods. The
company also won an award for best stand and most
innovative product display at the annual NZ Water and
Waste Association exhibition.

The Australian economy experienced its fourteenth
successive year of economic growth in 2005, with
GDP increasing by 2.5%. The key economic drivers
for Philmac are the building and agricultural sectors,
both of which experienced slowing trends in the
second half of the year. The rural economy showed
underlying signs of recovery from a major drought
but unseasonably moderate weather conditions

in the last quarter resulted in a very slow start to
the 2005/06 irrigation season, which adversely
affected Philmac’s trading. The strengthening of the
Australian dollar against most other currencies e.g.
by over 7.7% against the Euro) increased competitive
pressure in some export markets. The year saw the
successful launch of Philmac’s new generation of
compression fittings in the UK, Mexico and the Middle
East. Philmac also achieved ISO 14001 certification
during 2005, and won two major customer awards
for Excellence in Customer Service. The company
established a new National Distribution Centre and
Customer Service Centre which provide significant
capability for future growth, particularly in products
imported from elsewhere in the Group.

Aliaxis
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EFFICIENT CUSTOMER SERVICE IS A KEY FACTOR IN THE GROUP'S
SUCCESS. HERE A CUSTOMER ORDER IS ASSEMBLED BY STAFF AT
MARLEY NEW ZEALAND’S AUCKLAND FITTINGS PLANT

Product Supply Chain

The economic environment in South Africa again
remained positive in 2005, with GDP growth
accelerating to about 5%, continuing an upward trend
that began in 1998. The residential market remained
strong, primarily driven by low nominal interest rates,
increased demand for housing by the emerging

middle class, employment growth and solid gains in
real disposable income. The non-residential market
entered a growth phase in 2004, and is expected to
continue growing at around 7% p.a. during the next five
years. The government’s programme of infrastructure
development to improve the standards of housing, safe
water and sanitation has resulted in very strong growth
in the Civil Products market over the last five years,
and public spending is expected to remain at these
high levels for the next three to five years, shifting in
emphasis from water supply to sanitation.

The South African Rand remained strong against most
major currencies, appreciating against the Euro by
almost 3% in 2005. The strength of the Rand had a
positive impact on PVC prices in local currency, which
dropped by 4.5% during the year.

Marley South Africa increased its market share in 2005,
to become the second biggest player in the local market.
The pumps business Rhine Ruhr, in which the local
management acquired the minority interest, also recorded
a strong year. High demand in the Civil Products market
has encouraged manufacturers to invest in new pipe
manufacturing capacity, with virtually all competitors
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spending capital on foam core technology. The doubling
of Marley’s sales volumes during the last four years has
given rise to some production capacity constraints, and
Marley has commissioned new equipment in an effort to
address this problem. During the year, Marley initiated
programmes to extend its offering of Group-sourced
speciality and plumbing products, and the Group’s Hot
and Cold Water system obtained official product approval
from JASWIC (Joint Accreditation Scheme for Water-
Services Installation Components) prior to launch in 2006.

In South America, sales volumes at Glynwed in Brazil
suffered as a result of high tax levels, which resulted in
the postponement of several large projects especially
in the agricultural sector which is a key market for the
Group’s industrial products. In Argentina the economic
environment remained difficult with inflation sharply
higher than in 2004, and unemployment remaining at
over 11%. Nevertheless, volumes at Nicoll Argentina
were higher, driven by demand in the construction
sector and pent-up demand in the repairs and
maintenance market. The economy in Peru remained
positive, with GDP growth of 6% combined with low
inflation and interest rates encouraging investment,
particularly in the export-led mining and agricultural
sectors. Nicoll Peru has become a leader in a
competitive marketplace by concentrating its marketing
efforts on the agricultural market as well as the retail
market in Lima. During 2005, the Group formed a

new company in Uruguay, where the Nicoll brand was
already well-established. Nicoll Uruguay is able to
offer a range of products produced both locally and

by the Group, and also offers a range of rotomoulded
products.

In Chile, Duratec-Vinilit, in which the Group has a

40% interest, produced a strong increase in sales and
profits during the year.

The trading environment in China and south-east Asia
was more difficult during 2005, with the increasingly
competitive environment making sales harder to achieve.

Research & Development

All industrial groups have to face new challenges in
the twenty-first century. Their continued growth implies
not only the development of products that meet market
needs, but also a requirement to take into account
society’s growing concern for the environment and
health and safety matters. The pressure of these factors
is compounded by the continual advance of increased
worldwide competition and industry consolidation.
Against this background, Research and Development
(R&D) plays an increasingly strategic role in contributing
more and more to maintaining market leadership and
profitability.

Aliaxis has put innovation and R&D at the top of its
priorities. Accordingly, in 2005, the Group R&D policy
was redefined and new actions were initiated with

the aim of further stimulating the creativity within the
Group’s companies, and encouraging the emergence

of a real culture of innovation. During the year this
willingness was translated into practice through the
development of new products and the establishing of
modern tools for simulation and measurement. For
example, Ipex introduced into the North American
market a PVC pipe system featuring low smoke and low
flame propagation, designed for residential buildings

of more than seven stories and commercial buildings

of more than eleven stories. This system is based on a
unique proprietary technology developed by Ipex R&D

department, and meets the requirements of CAN/ULC
S102-2 standards.

Directors’ Report on the Consolidated Accounts



In order to study the characteristics of rainwater

flow in channel drains and further assist its customers
in the design of their networks, Nicoll built a high
capacity hydraulic test bench in its Cholet facility.
Similarly, to broaden its computer simulation capability
and speed up the development of new products for the
gas and water markets, Friatec acquired brand new
Computational Fluid Dynamic (CFD) software.

The Group’s innovation capacity lies in the optimal use
of its different centres of expertise situated all over the
world, together with the support of Aliaxis R&D, the
corporate research centre. Aliaxis also benefits from
the regular exchange of knowledge and experience at
division or Group level through technical seminars and
annual R&D meetings, as well as collaboration with
universities on more basic research.
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A NEW LOGO AND COLOUR SCHEME ADOPTED
IN 2005 BY HUNTER PLASTICS IN THE UK HAS
REVITALISED ITS IMAGE AND ENHANCED ITS
CUSTOMER SERVICE CULTURE

Product Supply Chain

Environmental Review

In keeping with its adherence to the principles of
Sustainable Development, Aliaxis believes that
Sustainable Development cannot be supported without
industrial progress and an evolution based on scientific
criteria. Care for the environment is a key priority for

the Group, and Aliaxis is keen to put its principles into
practice in each country where its businesses are located
and in each activity in which it is involved.

In manufacturing, the Group’s companies are
encouraged to achieve official recognition of the
efficiency of their environmental management systems.
Thus, at the end of 2005, 35% of manufacturing

sites had been ISO 14001 certified or registered

in the Environmental Management Program of the
Vinyl Council of Canada (considered to be similar to
ISO 14001), and the Group’s objective is to reach

50% by the end of 2006. In order further to improve
the Group’s environmental performance, all Aliaxis
manufacturing sites have set more ambitious objectives
to reduce their energy and water consumption, reduce
the quantity of industrial waste put into landfill, and to
increase their use of recycled materials.

In product design and manufacture, Aliaxis has been
committed to a “cradle to grave” life-cycle approach
for many years. In order to enhance the environmental
profile of its plastic products, the Group has adopted
two main approaches; first, the selection of additives

Directors’ Report on the Consolidated Accounts
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into its manufacturing processes, and secondly the
management of the end-of-life of its products.

The first of these approaches presents a permanent
challenge for the Group’s R&D department, to find
more environmentally-friendly solutions that maintain or
improve the technical performance of products without
excessive additional cost. Such solutions include the
use of externally re-cycled resins as well as established
methods of re-processing internally generated scrap into
the manufacturing process.

The Group’s second approach addresses the stage in a
product’s life cycle which starts when it arrives at the

end of its useful life, often many years after having been
produced. Aliaxis considers that it has a role in the chain
of shared responsibilities that occur during the life cycle
of such products. In that context, the Group initiates,
supports or participates in various projects aimed at
promoting the collection and recycling of end-of-life waste
of rigid PVC material generated by the construction sector.
Thus Aliaxis participates actively in the European industry
sponsored ten-year programme initiated in 2000 and
known as “Vinyl 2010 - The Voluntary Commitment of
the PVC industry”, and supports the commitments made
by The European Plastic Pipes and Fittings Association
(TEPPFA), particularly regarding recycling objectives.

A good example of success in its recycling initiative is in
France, where thanks to the involvement of two of the
Group’s companies, Girpi and Nicoll, a company known as

Directors’ Report on the Consolidated Accounts

TRADE EXHIBITIONS ARE AN
IMPORTANT MEANS OF PROMOTING
ALIAXIS PRODUCTS AND THESE
EXHIBITION STANDS FEATURE
INDUSTRIAL PRODUCTS FROM
SEVERAL GROUP COMPANIES
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“PVC Recyclage SARL” was created in 2003 by the French
pipes and fittings association. The amount of material
collected in 2005 was 2,400 tonnes, representing an
increase of 70% over 2004, with forecasts of a further
significant increase in 2006.

Human Resources

During the year the Group took the opportunity to
review a number of its key human resource policies and
procedures. As a result, a new global Human Resource
policy was introduced at the end of March 2005. This
new policy builds on the existing approach of human
resource activities best being managed locally but at
the same time sets out more formal ways in which the
Group can achieve synergies in its Human Resources
activities, and can promote best practices throughout
the Group.

Following on from this review of its Human Resource
policy, the Group also took the opportunity to review

its Health and Safety policy. The fundamental principle
behind this policy is that the various operating units
around the world must ensure the health, safety and
welfare of all their employees as well as other persons
who may be affected by their activities, and that they
comply with the terms and requirements of the national,
regional and local legislation of the countries within which
they operate. The way in which operating companies
comply with this principle will be an important focus of
attention during 2006.



The area of performance management was also a

key focus of activity during 2005. The Group had
already identified that it needed to review its existing
procedures for monitoring the performance of its
senior managers around the world, and that it had to
introduce a more consistent and methodical approach.
As a result of a fundamental review which took place
during 2005, a new performance management system
will be introduced during the course of 2006. The aim
of this new system will be to communicate clearly the
level of performance expected in key management
positions, to measure the achievement of such
performance and to identify areas of strength and
weakness so as to better understand the development
needs of its senior managers.

In the key area of employee relations, the Group
continues to have an active and constructive
relationship with its employee representatives through
its European Workers’ Council, and it is expected that
this relationship will be further enhanced during 2006.
The next meeting of the European Workers’ Council will
take place in June 2006.

During 2005, the Group employed an average of 11,529
permanent employees, of whom 7,168 (62%) were

in Europe, 2,674 (23%) were in North America, 1,182
(10%) were in Asia and Australasia and 505 (5%) were
employed in the Rest of the World.

Financial Review

Introduction

The accounting principles set out in pages 38 to 42
of this Annual Report are in line with Belgian GAAP.
As previously reported, the Board has decided to
adopt International Financial Reporting Standards
- International Accounting Standards (IFRS-IAS)
beginning with the Annual Report for 2006.

The Group is managing the conversion process using
both internal project teams and external advisers.
During 2005, considerable progress was made to
prepare for the change, including the completion of

a new accounting manual, a training programme for
the Group’s financial managers and the conversion of
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the opening balance sheet. The major differences in

accounting treatment between IFRS-IAS and Belgian

GAAP are as follows:

* Goodwill: goodwill will not be amortised each
year, but instead there will be an annual review
to determine whether there is any indication of
impairment.

Tangible assets: a limited revaluation will adjust
land and buildings to their fair values, and the
depreciation charge will be adjusted accordingly.

Financial leases: some leases currently treated as
operating leases will be re-classified as finance
leases, although there will be no major impact on
financial debt.

Financial instruments (derivatives): both assets
and liabilities will be stated at their fair values.

Treasury shares: Aliaxis shares owned by the
Group will be deducted from equity rather than
shown separately as an asset in the balance sheet.

Deferred tax: the tax impact of all the above-
mentioned adjustments will be reflected in the
accounts.

Sales: stated sales will increase by about 6%, as
the transport cost of delivery to the customer will
be reported under cost of sales.

Changes in the Scope of Consolidation
There were no significant changes in the scope of
the consolidation during 2005.
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Profit and Loss Account

Turnover in 2005 was €1,834 million (2004: €1,680
million). The overall increase in sales was 9.1%, and
at constant exchange rates the increase was 7.5%.
Favourable exchange rate movements enhanced
turnover by 1.6%, with the Canadian dollar stronger by
6.7% and the US dollar unchanged. Although sterling
was weaker by 0.8%, the New Zealand and Australian
dollars strengthened by 5.7% and 3.4% respectively.
The gross margin was €584 million (2004: €542
million), representing 31.8% (2004: 32.3%) of sales.
Commercial, administrative and other charges
amounted to €353 million (2004: € 343 million),
representing 19.3% (2004: 20.4%) of sales.

Operating income for the year was €231 million (2004:
€199 million), representing 12.6% (2004: 11.8%)

of sales, after charging €6.2 million (2004: €5.7
million) of reorganisation costs. The overall increase in
operating income was 16.2%, and at constant exchange
rates the increase was 13.8%. Operating income was
enhanced by 2.4% as a result of favourable exchange
rate movements. Operating cash flow reached €297
million (2004: €267 million), representing 16.2%
(2004:15.9%) of sales.

Directors’ Report on the Consolidated Accounts

The financial result for the year was a net charge
of €38 million (2004: €44 million), all of which
represented net interest charges; other financial

income and charges, mainly consisting of realised
and unrealised exchange gains and losses arising

on assets and liabilities held in local currencies,

had no net impact (2004: income of €4 million). In
May 2005, the Group successfully re-financed the
syndicated loan facility originally arranged in 2003,
and the reduction in net interest charges reflects

the more favourable terms obtained as well as the
reduction in the Group’s debt during 2004 and 2005.
The Group operates a policy of managing its interest
rate exposure, and the major part of its debt was
covered throughout 2005 by the use of fixed interest
rate swaps, with appropriate caps, floors and similar
derivative instruments. The proportion of the debt thus
covered reduces in line with the debt maturity dates.
The balance of the debt remained at variable interest
rates.

Amortisation of goodwill on consolidation was €37
million (2004: €36 million), the goodwill relating
mainly to the plastics activities acquired through the
purchases of Etex France (1994), Marley (1999) and
Glynwed Pipe Systems (2001).

The extraordinary result was a charge of €19.6 million
(2004: charge of €4.7 million) largely attributable to a
write-down of €19.4million, representing impairment of
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the goodwill held in relation to the investment in certain
subsidiaries, following an annual review of the carrying
amounts of those investments in relation to their
estimated market values or recoverable amounts.

The Group’s share in the results of associated
companies, corresponding to its 40% shareholding
in Duratec-Vinilit in Chile, was €4.9 million (2004:
€1.1 million).

Current and deferred taxes amounted to €49 million
(2004: €52 million), representing an effective income
tax rate of 25% (2004: 34%). The net tax charge was
after crediting the net release during 2005 of €4.9
million of contingency provisions no longer required,

as well as by the creation of an additional deferred tax
asset of €8.5 million in relation to the carry forward

of tax losses that will be utilised against future profits.
Excluding the effect of these and other smaller tax
adjustments, the effective tax charge in 2005 was 33%.

After deducting the share of profits attributable to
minorities, €1.6 million (2004: €1.9 million), the Group’s
share of net profit in 2005 was €91 million (2004:

€61 million).

The Group’s share of net current profit was €147
million (2004:€100 million), representing €1.72 per
share (2004: €1.17 per share) and the Group’s
share of net current cash flow was €213 million
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(2004: €167 million), representing €2.48 per share
(2004: €1.95 per share).

Balance Sheet

Intangible assets at 31 December 2005 were €9 million
(2004: €12 million) after writing off statutory goodwill
in Poliplast (Poland) following an impairment review of
the carrying amount of the investment in relation to its
estimated market value.

Goodwill amounted to €477 million at the end of
2005, a reduction of €7 million from the €484 million
reported at 31 December 2004. The movement
reflected the amortisation charge of €37 million
together with an extraordinary goodwill impairment
charge of €16 million, reduced by the positive impact
of currency translation differences of €46 million
arising from the restatement of goodwill held in local

currencies.

Tangible assets amounted to €533 million compared
with €506 million at the beginning of the period. The
increase of €27 million was due to the impact of
new investment in tangible assets of €70 million,
offset by depreciation during the period of €64
million, assets sold during the course of the year
(€7 million), and the impact of exchange and other
movements (€28 million).
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Financial assets at the end of the period consisted

mainly of:

(i) A 40% shareholding in an associated company,
Duratec - Vinilit (Chile).

(ii) Investments in non-consolidated trading companies,
mostly in Latin America (such as Ipex in Mexico and
Nicoll in Argentina, Peru and Uruguay), and Eastern
Europe.

The increase during the year from €28 million to €41
million principally reflected the higher value of the Group’s
share in its associated company, including €3.7 million
due to the impact of exchange movements, together with
investments of €4.9 million in non-consolidated trading
companies.

Aliaxis’ holding of its own shares amounted to €22 million
(2004: €19 million), representing 5.9% (2004: 5.7%) of
the total number of shares in issue. The increase of €3
million reflects the value of additional shares acquired by
the Company during the year pursuant to the exercise by
beneficiaries of the 2000 Stock Option Plan of put options
granted under the terms of that Plan. These shares are
classified as Treasury shares, and shown separately in the
balance sheet, valued at their accumulated historical cost
rather than their estimated market value.

Working capital increased from €325 million at the

beginning of 2005 to €333 million at 31 December
2005, an increase of some 2.3%. At the end of 2005,

Directors’ Report on the Consolidated Accounts

Product Supply Chain

the working capital requirement stood at its lowest

point since the end of the previous year, reflecting the
seasonal nature of the Group’s activities, and at that date
represented 18.1% (2004:19.3%) of sales.

The capital and reserves of the Group increased from
€574 million to €715 million as a result of the Group’s
share of net profit for the year (€91 million), less the
proposed dividend (€ 14 million) and the positive impact
of exchange rate movements (€62 million). In addition,
new shares of a total value of €2 million were created
during the year pursuant to the exercise of share options
under the 2000 Share Option Plan.

Minority interests at 31 December 2005 increased from
€10 million to €12 million, reflecting net profits for the
year (€1.6 million), less dividends paid during 2005
(€1.1 million) and favourable currency translation
differences of €1.5 million.

Provisions and deferred taxation at the beginning
and end of 2005 were as shown below. The post-
employment provision excludes €22.2 million (2004:
€7.5 million) of unrecognised actuarial losses.

€ million

Post-employment

Other 18 16
Deferred taxation 20 30
Total 122 131




During 2005, the Group successfully re-financed the
five-year syndicated loan facility originally negotiated
in 2003. The new facility, which is unsecured, consists
of a multicurrency revolving credit facility of €1 billion
for five years subject to one-year extensions which
may be granted upon the Group’s request at the end
of the first and second years respectively. Since the
end of the year, the Group has formally requested the
first such one-year extension. In addition to this facility,
the Group has a number of other committed and
uncommitted bilateral lines of credit.

Net financial debt reduced by €93 million during 2005,
from €659 million to €566 million, thanks largely to
cash flow generation of €133 million, less adverse
currency translation movements of €40 million. During
the year the Group maintained a significant part of its
debt in foreign currency instruments (principally, and in
order of importance, in Canadian dollars, sterling and
US dollars) so as to partially hedge its net assets held
in different currencies.

The return on capital employed in 2005 reached 17.2%
(2004: 14.8%) and the Group share of current return on
equity was 22.8% (2004: 18.0%).

Aliaxis | 27
Annual Report 2005

Outlook for 2006 and Subsequent Events

Outlook for 2006

After the exceptionally favourable circumstances
experienced by our North American businesses in the
second half of 2005, we expect trading conditions in
2006 to return to a more normal pattern. In particular,
the exceptionally strong profitability of our North
America businesses in that period will not be repeated.
Early indicators point to the continued strength of the

US economy, reflected in sustained labour and housing
markets and personal consumption. However, the
likelihood of further interest rate increases carries with
it the risk of a slowdown later in the year, which would
reduce demand and adversely affect the Group’s key
housing markets. In Canada, the economy appears
more stable although most forecasts suggest a
decrease in housing starts, which nevertheless should
remain at a reasonable level.

In Europe, the stimulus to growth provided by the
weaker Euro at the end of 2005 is being reflected in
higher industrial investment, although labour markets
remain difficult and it is hard to see signs of a lasting
recovery in economic growth.

Summary of consolidated balance sheet

(in EUR 000)

Intangible Assets
Goodwill

Tangible Assets

Financial Assets

Total Fixed Assets
Treasury Shares
Non-Cash Working Capital
Total

Capital & Reserves

Minority Interests

Total Equity

Provisions for Liabilities and Charges, and Deferred Taxation
Net Financial Debt

Total

31 DEC 2005 31 DEC 2004
9 12

477 484

533 506

41 28

1,060 1,030

22 19

333 325

1,415 1,374

31 DEC 2005 31 DEC 2004
715 574

12 10

727 584

122 131

566 659

1,415 1,374

Directors’ Report on the Consolidated Accounts %
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This is especially true in Germany and Italy, where we
expect growth to remain below the European average.
Elsewhere, sharp interest rate increases in New Zealand
have slowed consumer spending and demand in the
housing market in the early months of 2006, which is likely
to be reflected in a more difficult trading climate.

Raw material prices at the beginning of 2006 were
somewhat lower than at the same stage of 2005, but they
remain volatile and the outlook for the remainder of the
year is uncertain.

Aliaxis’ main priorities in 2006 will again be to continue

to focus on managing the Group’s cash flow and
improving cost-effectiveness and profitability throughout
the organisation. At the same time, our past success in
strengthening the balance sheet will allow more flexibility
in considering programmes of both internal and external
development.

Summary of consolidated results

(in EUR 000)

Turnover

Operating Income

Financial Result

Goodwill Amortisation

Extraordinary Result

Income taxes

Profit of Consolidated Companies
Share in Results of Associated Companies
Share of Minority Interests

Net Profit (Group Share)

Net Current Profit (Group Share)

Net Current Cash Flow (Group Share)

Subsequent Events

Since the end of the year, the Group has completed the
acquisition of Dux Industries Limited and its subsidiary
Aquadux Pty Limited, in New Zealand and Australia
respectively. These businesses, which had combined
sales of about €20 million in 2005, manufacture and

sell a range of sanitary and plumbing products, including
cisterns, traps and hot and cold water systems and will
complement the Group’s existing activities in Australasia.

The Board of Directors of Aliaxis has no knowledge of
any other events that might have occurred between the
year end and the date of approval of these accounts that
would significantly affect these accounts.

Brussels, 12 April 2006
The Board of Directors

2005 2004
1,834 1,680
231 199
(38) (44)
(37) (36)
(19) (5)
(49) (52)
88 62

5 1

(2) (2)

91 61
147 100
213 167
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