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Key figures

IFRS Belgian GAAP

2006 2005 2004 2003

€ million € million € million € million

Revenue * 2,116 1,969 1,775** 1,702**
EBITDA * 345 302 267 247
% of revenue 16.3% 15.3% 15.0% 14.5%
Current EBIT * 273 230 199 179
% of revenue 12.9% 11.7% 11.2% 10.5%
EBIT * 27 208 199 179
% of revenue 12.8% 10.6% 11.2% 10.5%
Net Profit (Group Share) * 165 122 61 43
Capital Expenditure (incl leasing) * 84 73 74 58
% of depreciation and amortisation 121% 103% 109% 85%
% of EBITDA 24% 24% 28% 23%
Total Equity 858 754 576*** 555***
Net Financial Debt * 473 573 659 720
Return on Capital Employed * 19.3% 15.2% 14.9%*** 12.8%***
Return on Equity (Group Share) * 20.8% 18.7% 11.0%*** 8.1%***
Average Number of Employees 12,020 11,529 11,610 12,049

€ per share € per share € per share € per share

Key figures 2006

iaxis

Al

Earnings *

Basic 1.93 1.43 - -

Diluted 1.92 1.42 - -
Gross Dividend 0.190 0.160 0.1467 0.133
Net Dividend 0.14 0.12 0.11 0.10
Payout Ratio* 9.8% 11.2% - -
Outstanding shares at 31 December 85,022,128 85,640,538 85,635,288 88,210,933
(net of treasury shares)

* Defined in Glossary on Page 96
** Revenue in 2004 and 2003 adjusted to reclassify transport costs into cost of sales
*** Adjusted to exclude treasury shares and before proposed dividend
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O Aliaxis

() The Aliaxis Group consists of an international group of
businesses primarily engaged in 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
more than 90 manufacturing and selling companies throughout
the world, offering established branded products which are

widely accepted in their local markets.

( Alaxis’ products are used in residential and commercial

construction and renovation, as well as in a wide range of

industrial and public utility applications.




Aliaxis ANNUAL REPORT 2006

Aliaxis Group Profile

The Aliaxis Group consists of an international
group of businesses primarily engaged in the
manufacture and sale of plastic pipe systems and
related building and sanitary products.

The Group’s products are used in residential and
commercial construction and renovation, as well
as in a wide range of industrial and public utility
applications.

Aliaxis was created as an independent group in
2003 and has been a major force in its industry
from the beginning.

The Aliaxis Group today employs 12,000
people, is present in 39 countries throughout
the world, and is represented in the marketplace
through more than 90 manufacturing and selling
companies, many of which trade using their
individual brand identities. Each of these brands
is firmly established with the community of trade
professionals in its local market, 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 three main
product sectors:

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

e 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.

e Other Building Products: sanitary products
for kitchen and bathroom applications such as
WOC 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.

In addition the Group offers a range of pumps
and valves, ceramic products, electrical products
and extruded components for a wide range of
products, as well as conducting some specialist
distribution activities.



Established brands widely accepted in local markets
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Letter to Shareholders

At this time last year, we anticipated that trading
in 2006 would return to a more normal pattern
after the period of exceptionally favourable
trading in North America during the second half
of 2005 which followed hurricanes Katrina and
Rita. Also, in common with many commentators,
we were concerned that a slowdown in the
US economy triggered by a fall in the housing
market might reduce demand in the Group’s key

markets in North America and beyond.

The US housing market did indeed turn
down sharply during 2006, with the decline

accelerating towards the end of the year and

“The overall performance of Aliaxis in 2006,

and the resulting strong cashflow,enabled us once

again significantly to reduce the level of debt.”
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into 2007. However, despite lower volumes our
trading performance in North America remained
very strong, especially in the first half, as we were
able to achieve better margins. Our European
businesses also delivered improved performances
thanks to an environment which remained broadly
favourable for construction, with low interest rates
(despite some upward movement in the second
half), increased industrial investment, lower
levels of unemployment and sustained consumer
spending all helping to support our businesses.
The overall performance of Aliaxis in 2006,
therefore, and the resulting strong cash flow,
enabled us once again significantly to reduce the
level of debt.

A great deal of activity has been initiated within
the Group to enhance its competitiveness by
making improvements in many areas of the

business such as manufacturing, logistics and

information technology. Many of the issues to
be addressed were discussed with over 100 of
our senior executives from around the world at
our second Management Conference which was
held in April 2006. The need for evolution in some
areas of our business was widely discussed and
a decision was made to implement a programme
to identify a number of specific projects and to
appoint cross-functional working groups to study
the issues in depth and propose positive solutions.
We believe that this programme, for which some
actions have already started, will put Aliaxis in a
stronger position to respond to the many present
and future challenges facing both the company
and our industry in general, and will help the Group

to maintain its leadership position in the industry.

Our businesses have successfully launched
a number of new products during 2006. New
product development is crucial to the future
of the Group, and the process by which new
products can be identified and brought to
market in the shortest possible time has been the
subject of management initiatives both in Europe
and North America. We have also continued to
exploit market opportunities for Aliaxis’ wide
product range throughout the world by using our
local presence to offer solutions to customers
based on products sourced from elsewhere in
the Group.

Although organic growth has been our main
priority for several years, we have recently made
a number of acquisitions which will reinforce the
Group’s position in some markets. In the first
quarter, we completed the acquisition of Dux
Industries Limited and its subsidiary Aquadux Pty
Limited in New Zealand and Australiarespectively,

which manufacture and sell a range of sanitary



and plumbing products and complement our enlarged business will be integrated under his

existing businesses in Australasia. Glynwed N.V. leadership. We are confident that Aliaxis

in Belgium also acquired a small water treatment Latinoamérica will be the platform for strong future

business, and Hamilton Kent USA was created

to acquire a small business making pipe gaskets “Although organic growth has been our main

that will complement our existing North American priority for several years, we have recently

operations. In the third quarter, Ipex de Mexico made a number ofacquisitions which will

acquired Multitubos S.A. de C.V., a producer of reinforce the Group's position in some markets.”

polyethylene multi-layer pipe. Since the end of
the year, Canplas in Canada has completed the
acquisition of the business and certain assets of
Hayden Industries Inc which supplies a range
of valves, fittings and other components for
central vacuum systems. As a result, Canplas
can now offer the widest range in that sector of

the market.

Early in 2007, Aliaxis completed a major strategic
move with the formation of a new alliance with the
controlling shareholders of Durman Esquivel S.A.
(“Durman”) to create a new force in Latin America
in which Aliaxis will retain a 51% share. First
announced in November 2006, the new company
combines Durman’s activities in eleven countries
in Mexico, Central America, Colombia and
Peru with Aliaxis’ own businesses in Argentina,
Peru, Uruguay, Brazil and Mexico, and will have
pro-forma sales of some US$ 330 million.
Francis Durman, formerly President of Durman,
has become CEO of the new entity which has

been named Aliaxis Latinoamérica, and the

Jean-Louis Piérard
Chairman

growth throughout the Latin American region.

We have pleasure in welcoming the employees of
all these acquired businesses into Aliaxis, and wish

them all success in their careers within our Group.

In this brief letter, we can only outline in the
broadest terms the many activities which have
taken place during 2006 within our Group to
secure Aliaxis’ position as aleader in its industry.
The success of Aliaxis today is demonstrated
in these excellent results, but the future of the
Group depends on the sustained commitment
of today’s employees in meeting the more
challenging environment in 2007 and beyond.
We would like to thank all our employees for their
efforts in the achievements of 2006, which will lay

the foundations for many more years of success.

Yves Noiret
Chief Executive Officer

Aliaxis ANNUAL REPORT 2006
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Corporate Governance

Composition of the Board of Directors
The members of the Board of Directors during

2006 were as follows:

> Jean-Louis Piérard
Chairman

Chief Executive Officer (until 24 May 2006)

> Olivier van der Rest
Deputy Chairman (from 24 May 2006)

> Yves Noiret
Chief Operating Officer (until 24 May 2006)
Chief Executive Officer (from 24 May 2006)

> Andréa Hatschek

> ASB Invest SPRL
(represented by Philippe Leemans)

> Kieran Murphy

> Alain Siaens

> Bernard Steyaert

> Henri Thijssen

> Philippe Voortman

All the directors of the Company were re-elected
for a term of office of three years from the date of
the Annual General Shareholders’ Meeting held

on 24 May 2006.

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 2006. 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

The Strategy Committee is responsible for
reviewing the strategic direction of the Group, its
business plans and majorinvestment opportunities
and proposals. The Committee met four times
during 2006, and consisted of Jean-Louis Piérard
(Chairman), Kieran Murphy, Yves Noiret, Olivier

van der Rest and Henri Thijssen.

Financial Audit Committee

The Financial Audit Committee supports the
Board in monitoring the accounting and financial
reporting of the Group and in reviewing the
scope and results of its external and internal
audit procedures. The Committee met twice
during 2006, attended by Philippe Voortman
(Chairman) and ASB Invest SPRL (represented
by Philippe Leemans), plus an external member,
Anthony Wilson, a former Chief Executive of

Glynwed International PLC.

Remuneration Committee

The Remuneration Committee supports the
Board in reviewing remuneration at the Executive
Committee level and met twice during 2006,
attended by Alain Siaens (Chairman) and

Bernard Steyaert.



Selection Committee

The Selection Committee advises on Board-level
appointments to the Company. The Committee
met once during 2006, and consisted of Jean-
Louis Piérard (Chairman), together with until 24
May 2006, Alain Siaens and Bernard Steyaert,
and from 24 May 2006, Olivier van der Rest and

Henri Thijssen.

Executive Committee
During 2006 up to 24 May, day to day management
of the Group was delegated by the Board to two

Managing Directors, Jean-Louis Piérard (Chairman

and Chief Executive Officer) and Yves Noiret
(Chief Operating Officer). With effect from the
Board Meeting which followed the Annual General
Shareholders’ Meeting held on 24 May, Yves
Noiret was appointed Chief Executive Officer
with the day to day management of the Group
delegated by the Board to him alone acting as
Managing Director. The Managing Directors were
assisted by an Executive Committee consisting
of a group of senior managers of the Group
representing its various operating divisions and

corporate functions.

The Executive Committee

(from left to right): Alistair Vearonelly (Division Director) Corrado Mazzacano (Division Director) Roger Smith (Division Director)

Giorgio Valle (Division Director) Yves Noiret (Chief Operating Officer/Chief Executive Officer) Jean-Louis Piérard (Chairman/Chief Executive Officer)

Yves Mertens (Finance Director/Division Director) Hubert Dubout (Company Secretary) Paul Graddon (Division Director)

Statutory Auditor

Klynveld Peat Marwick Goerdeler
Bedrijfsrevisoren — Reviseurs d’Entreprises
represented by Benoit Van Roost

Avenue du Bourget, 40

B-1130 Brussels, Belgium

Registered Office

Aliaxis S.A.

Avenue de Tervueren, 270

B-1150 Brussels, Belgium

No. Entreprise: 0860 005 067

Tel: +432 2 775 50 50 - Fax: +32 2 775 50 51
Web-site: www.aliaxis.com

E-mail address: aliaxis@aliaxis.com
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Europe

The economies of the Eurozone countries grew
by 2.7% in 2006 compared with 1.5% in 2005,
with the growth rate accelerating throughout the
year. The improvement was mainly industry-led,
with industrial production increasing by 3.6%
(2005: 1.3%), and higher business investment.
Although the level of unemployment fell during
the year, private consumption increased only
modestly by about 2%. Inflation in the Eurozone
began a downward trend in the second half of the
year, but nevertheless the European Central Bank

increased interest rates to 3.5% in December.

The French economy grew at a faster rate than in
2005, with GDP growth of 2.6% (2005: 1.2%) for
the year despite a flat third quarter. As in 2005, the
main driver of growth in France was household
consumption which increased by 2.7% (2005:
2.2%), with business investment also continuing
at a fairly high level and a rise in industrial

production helping to reduce unemployment.

O Review of Trading Activities

Growth in the residential construction sector
remained strong at more than 5%, and housing
starts reached about 421,000, a historically high
level stimulated by fiscal incentives designed to
help the buy-to-let and private rental sectors.
Similarly, the renewal of the lower rate of
VAT on refurbishment stimulated the repairs,
maintenance and improvement (RMI) market,
and has led to a level of RMI spending in France

which is higher than the European average.

The improvement in the overall growth rate in
Europe was strongly influenced by GDP growth of
2.5% (2005: 0.9%) in Germany, the fastest rate of
growth since 2000. The German recovery in 2006
was export-led, supported by a 7.6% increase in
investment in machinery and equipment and a
recovery in construction spending that started in
the second quarter. Unemployment fell to below
10% of the workforce as a result of the industrial
growth, and although private consumption

grew by only about 0.6%, this represented an

The GPS Protecta-Line® PE barrier
pipe system was specified to
provide a safe, uncontaminated
water supply for these apartments,
part of a major regeneration
scheme at Leith, Scotland




improvement after years of stagnation. Both new
residential construction and RMI expenditure
shared in the recovery, with total construction
spending increasing by 1.2% and housing

completions up by about 8% to 227,500.

In Spain, GDP growth was 3.8% (2005: 3.5%),
the fourth consecutive year of growth at more
than 3%. A slowdown in household consumption
during the year was offset by higher growth in
industrial production, helped by the improvement
in industrial activity in Europe as a whole.
Residential construction once again was very
strong in both the new housing and RMI sectors,
and increased in total by 6.8% (2005: 6.0%).
New housing starts remained at an all-time high
level of over 800,000 (2005: 730,000), due to
several specific factors such as the liberalisation
of the mortgage market, net immigration into
Spain and the continuing boom in holiday home

construction.

Growth in the UK returned to about its long-term
average after a weaker 2005, and reached 2.7%
(2005: 1.9%), stimulated by growth of over 5%
in fixed investment. Household consumption
was erratic throughout the year, and construction
activity was relatively weak in the first half of the
year due to the poor performance of the residential
RMI market, which accounts for almost 50% of
the total UK residential market, and which fell by
2.6% in 2006. In contrast, private sector housing
starts, after a weak 2005, increased by 3% to
219,000.

After several years of much lower growth, GDP in
Italy grew by 1.8% in 2006 and was particularly
strong in the last quarter. The recovery was
stimulated by higher domestic and foreign
demand which encouraged new investment and
boosted industrial production, and the associated
increases in employment and consumer
confidence supported household consumption,
which rose by 1.8% (2005: 0.1%). The new

The new VKD valve from FIP (Italy) uses Dual Block® thermoplastic technology
and sets new standards in ball valve design and performance. This example,
manufactured from ABS material, was developed specifically for the UK market,
where it was launched by Durapipe
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Review of Trading Activities

government’s policies to control public debt led
to a contraction in construction activity of 0.3%,
mainly due to cuts in infrastructure investment.
In the residential sector, both new construction

activity and RMI grew at a similar rate to 2005.

Europe - Building Products

In France, Nicoll celebrated its 50th birthday, and its
sales performance reflected the increasing strength
of the construction market throughout 2006. In its
domestic market, Nicoll was able to consolidate its
market position in its core products, and to develop
sales of new products aimed at specification
niche markets. The market for rainwater products
improved during the year and trading was also
enhanced by export sales and the success of a
number of new products. Energy and raw material
prices increased dramatically during the year, but
the negative impact on margins was partially offset
by productivity gains throughout the operation.
Several new products were launched during 2006,

including the “Belriv®” soffit system which is both

technically and aesthetically compatible with the
already successful “Ovation” rainwater system.
The introduction of the “Kenadrain” 300mm
channel drain has extended Nicoll’s range of
channel drainage products to about 100 items, and
the company is now able to offer a range of plastic-
based products which is fully competitive with
the more traditional polymer-concrete products
available in the market. “Kenadrain” is also
specified in international markets, and has been
installed in projects in Ukraine and New Zealand,
in addition to being offered through other sister
companies in Spain, Poland and ltaly. Other new
products in 2006 included the “Docia” bathroom
and shower tray system and a “Sitar” range of floor
trap products.

Aliaxis’ principal building products business in
Germany is Marley Deutschland which primarily
serves the DIY sector. Sales were slow during the
first half of 2006 due to a long and exceptionally
cold winter coupled with a sharp increase in raw

material prices. In the second half, sales gained

Old steel pipework in the Vendée region
of France is replaced by new PE pipe
equipped with Push-Fast fittings supplied
by Glynwed (France)




significant momentum as the economy accelerated,
and the business also benefited from higher sales
ahead of an increase in VAT which took place in
January 2007. Marley Deutschland was thus able
to improve its trading performance for the year as
a whole, and also to develop its export business
which represented over 20% of sales. Intense
competition remained a feature of the market,
both from domestic competitors and from Eastern
European suppliers who continued to penetrate
the German market. Customer consolidation also
continued with the merger of two major DIY chains,
and both the retail chains and the professional
wholesale merchants introduced new concepts to
differentiate their product offerings by focussing
either on service levels and applications or on
discount prices. Investments were made during the
year in extrusion, injection moulding and robotics
equipment and in an automatic packaging machine.
New products included the ColorFold folding door
and ventilation products and WC cisterns supplied

by sister companies Greenwood Air Management

and Sanit respectively. WEFA was able to build on
its success in 2005 and benefited from the strength
of the German economy in export markets to record

good increases in sales and profits.

For the second year in succession, the DIY market
in the UK was adversely affected by the downturn
in RMI spending in 2006, and although there were
signs of a recovery towards the end of the year
any benefit was offset by lower levels of merchant
activity in the second half. The trend towards higher
density housing in the UK, with proportionately
more apartments and multi-storey developments
being built, has begun to affect market demand for
rainwater products. However, at Marley Plumbing
and Drainage the dry summer significantly
increased interest in water management products
and sales in this sector grew strongly. During the
year, Hunter re-launched the “Multikwik” sanitary
brand as part of its own portfolio, which now
includes a full range of traps to add value to the

market leading pan connector range. A number of

Strict legislation governs the discharge
of effluent into surface water.
Akatherm (Belgium) completed the
design and installation of 47 tanks and
retention vessels used for removing
phosphates from waste water at
treatment plants in Flanders
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Review of Trading Activities

these products were developed with sister company
Jimten in Spain. Hunter’s export sales now represent
20% of its total sales, and exports to Russia and
Ukraine increased by over 40% in 2006.

In the domestic market, Hunter received a “best
supply chain partner” award from Wickes for
the sixth year running. Marley Plumbing and
Drainage made significant investments to
upgrade its Lenham facility, which will provide
future potential for improvements in the Group’s
UK manufacturing capability.

Inthe UK ventilation sector, new building regulations
were introduced late in 2006, which created an
opportunity for more innovation in the new build
sector. Greenwood Air Management launched the
“Unity” fan, aunique and simpler alternative solution
to the whole-house system, which has been well
received by national developers in the UK market.
Greenwood’s trading performance was positive
during 2006, with the weak US dollar having a
positive impact on the cost of components from

China, the opening of new international markets

and the introduction of other innovative products
such as the SR100 Silent Fan, the CV100

continuous fan and the Affresco Il.

Trading activity in Italy was adversely affected in
the first half by the long winter of 2005/06, and
both the building and sanitary markets were
again characterised by further consolidation of
the customer base by local buying groups and
international distributors. At Redi, improved
product formulation and automated packaging
helped the business to maintain its profitability,
and sales of its “Phonoline” acoustic soil system
were especially strong during 2006. The bi-
injection moulding technology introduced in
2005 enabled Redi to further develop its range
of new products. At Nicoll ltaly, completion of
the dB project, a new range of pipe systems
incorporating “Friaphon” fittings supplied by
Friatec in Germany, enabled the business to offer
a high quality waste system with excellent sound

absorbing properties. Nicoll Italy also obtained

Durapipe (UK) provided ABS and

PVC-u components for the assembly of low
maintenance hand pumps, to provide safe
drinking water in Madagascar’s coastal areas




ISO 9001 certification for its quality systems.
Europlast launched several new products both
to extend its existing drainage ranges and to
capitalise on technical innovations to achieve
lower costs. At the end of the year, Europlast
also completed a new IT system to automate its
warehouse activities, which became operational

in January 2007.

Trading at the Group’s manufacturing businesses
in Poland and Hungary improved in 2006. In Poland,
the improvement reflected higher economic growth
especially in the second half, although the benefit
came mainly from the infrastructure sector rather
than the new residential market. Consolidation
among the large distributors continued with some
also increasing their market presence by opening
new outlets. Poliplast launched “Poliphon”, an
acoustic soil and waste system, at the end of
2006, and plans to extend the range further in
2007 by including a larger diameter. Poliplast also

introduced new products from sister companies

Redi, Nicoll and Europlast during the year, and
invested in its own facilities to improve its extrusion
and injection moulding capability and provide the

infrastructure for further expansion.

The economy in Hungary remained difficult
due to measures taken to reduce the deficit,
which reached 8.7% of GDP. The construction
market shrank by more than 10% in 20086,
with the main impact being felt in the DIY
sector. Marley Magyarorszag’s sales, however,
improved significantly due both to its export
performance and to the success of its offering
to the professional wholesale sector through
sales of its own tile trim, sanitary products such
as concealed cisterns, waste outlets from sister
companies Sanit and SAS, and channel drains
from Nicoll and Europlast. Marley extended its
injection moulding capacity during 2006 and now
manufactures a number of products for sister

companies elsewhere in Europe.

Duratec, recently launched by
Ipex (Canada), is a co-extruded
HDPE pipe with an aluminium
core used for compressed air
applications. Thanks to the
efforts of the sales force at
Harrington’s (USA), the product
was specified in this natural
gas storage facility in Northern
California to provide joint-free
connections from the control
room to 32 wellhead control
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Europe - Sanitary

The Sanitary Division again produced good
increases in the level of sales and profits in 2006.
The performance of SAS, the Group’s business
in France, continued the positive trend of recent
years. Sales of its range of sanitary systems were
especially strong as a result of a higher level of
activity in the DIY and OEM markets, due in part to
the continued progress made in these markets by
SAS’s range of WC components. SAS was also
able to maintain its good position in the French
wholesale market, where its range of flushing
mechanisms, float valves and its extensive range
of waste and traps have become well-established

in this key distribution channel.

Aliaxis’ businesses in Spain, Jimten and Riuvert,
continued to grow, reflecting the continuing
strength of the construction market in 2006.
Sales of Jimten’s range of waste and traps were
especially strong during the year as a result of

the successful introduction of a number of new

The new Belriv® system from Nicoll (France),
pictured with Nicoll’s “Ovation” rainwater
system, offers a stylish and innovative
solution for trimming eaves and soffits

products, including the “Carta Oro” waste fitting
into the professional market, the “Elite” bath outlet
incorporating an ABS overflow cover, and the
S-430 floor gully trap. In May 2006, a new
“JUNTAFIX” bi-material valve and joint was
launched, which is differentiated from its
competitors and creates more added value for
installers. Sales to the DIY market during the
year were encouraging, and reflected Jimten’s
increased focus on serving the major customers
in that sector. Competition in the Spanish market,
as elsewhere, remains very intense, but the
strength of the Jimten brand is an important
asset in maintaining key customer relationships.
The irrigation market in Spain was more difficult
in 2006, largely due to changes in government
policy and the reduction in European agricultural
financial assistance following the admission to the
EU of several new countries in Eastern Europe.
Despite these factors, sales of compression
fittings and valves into this market remained

satisfactory. Jimten completed the automation of




its compression fittings production in November
with the commissioning of a new automatic
assembly line. A new water meter valve was also
introduced at the Smagua trade fair in Zaragoza

and was well received.

In Germany, Friatec Building Services, Sanit
and Abu-Plast benefited from the long-awaited
upturn in building activity, and sales progressed
positively during the year. Friatec Building Services
focussed on further developing sales of its main
products through its key customer relationships,
especially in specification-based sectors. Sanit
continued to benefit from the stronger level of
activity that started in the second half of 2005 and
continued throughout 2006, and the improved
performance in the wholesale sector reflected
the increased acceptance of its product range by
Sanit’s wholesale customers. Similarly, much of
Abu-Plast’s improvement in sales came from its
wholesale business and was based on a product

range introduced over the last five years. Sales

The floor drainage range from Redi (Italy)
is enhanced by SAFESTEP, an anti-slip
walkway cover manufactured using
Redi’s new bi-injection technology

to the DIY sector were also stronger and several
new customer listings were obtained. Export
sales were more mixed, with slower sales in some
established European markets compensated by
the development of new export markets mainly in

Eastern Europe and elsewhere.

Europe - Industrial and Utilities

The noticeable improvement in the industrial
sector business climate in several Western
European countries, along with the continuing
growth in Eastern Europe and Asia, created the
conditions for a very satisfactory development
in 2006.

Both the German market and German engineering
companies operating overseas provided a major
impetus to the demand for technically advanced
products in a number of applications. Once again,
Friatec Rheinhitte Pumps and Th. Janssen +
Rheinhitte Valves took advantage of their strong
market position in the chemical/petrochemical,

steel and power generation industries, while SED
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in Germany made an important step forward
in the pharma/biotech sector. Water treatment
and supply continued to be a major driver for
the utilisation of our range of plastic products
for pressure pipelines, whilst Durapipe in the
UK and Girpi in France made further progress in
penetrating the market for niche applications in
fields such as petrol forecourts, compressed air
and the transport of hot or chilled fluids.

Akatherm in the Netherlands made good progress
towards its objective of becoming an international

specialist in sophisticated drainage solutions.

The combination of strong investment in
infrastructure in most European countries, and
of the worldwide trend towards greater use of PE
pipes in water and gas distribution has resulted in
an excellent 2006 for the Utility division. However,
the price volatility of both PE raw material and
the metal components of fittings necessitated
careful management of price, procurement and
inventories. Since European demand for HDPE
generally exceeded availability during the year,

continuity of supply was problematic and is

Easy Clip mechanical saddles from Redi
(Italy) allow a watertight connection
between plastic sewer pipes and mains
sewer systems of all types of material.
The saddles are supplied fully fit for
purpose and are easy to install

expected to remain so in the early part of 2007.
Against this background, all the Group’s utilities
businesses have shown positive developments
in 2006. Friatec’s sales increased thanks to
a major improvement in export activity and a
good contribution from new products which,
coupled with continuing investment to reduce
manufacturing costs, has resulted in a strong
performance in the year.

GPS Pipe in the UK also had a very good year
thanks to a significant increase ininvestment in PE
piping systems by the UK water sector. GPS also
continued to capitalise on its technical know-how
to develop new products aimed at applications
currently served by non-plastic materials.

GPS Fittings and Innoge have successfully
reorganised their sales and technical functions,
and the new structure has already vyielded
significant results in terms of sales growth,
reduction of manufacturing costs and customer

service improvements.

In Spain, Masa enjoyed the benefits of heavy

investment in agricultural infrastructure water




supply projects which boosted demand for its
range of PE pipe systems. To meet this growing
demand, Masa has developed its product
portfolio to be able to supply the industry with a

complete package of products.

Europe - Other Activities

The Group’s Master Distribution businesses,
located in both Western and Eastern Europe
and Scandinavia, promote and distribute a wide
range of the Group’s products in countries where
otherwise it would only have a limited presence.
The division continued its development during
2006, with sales growth in existing product
lines together with new agreements with Group
manufacturing companies boosting the order
intake, especially in the last quarter. A number
of organisational changes were made, which will
result in a leaner and more effective organisation,
and the project to standardise the IT system
throughout the division is progressing.

The new distribution centre in Belgium for Vigotec
and Akatherm opened at the end of 2005 is now

operating successfully, and at the end of the year

Marley Polska moved its operations to new and

larger premises.

North America

A downturn in the USA economy was widely
predicted throughout 2006, but forecasts differed
on whether the downturn would end in a soft
landing or a more severe slowdown. In the end,
GDP growth in 2006 was 3.4%, slightly higher
than in 2005, with the end of the housing boom
not reflected in lower growth thanks to continued
low unemployment and lower fuel prices which
helped to maintain consumer spending. Home
sales and residential construction both fell during
the year, with house prices falling and the stock of
unsold homes increasing. Single family housing
starts declined by 13% to a six-year low of 1.8
million for the year as a whole, although the decline
accelerated in the latter part of the year, with
December starts about 18% below December
2005. The economy in Canada slowed slightly, with
GDP growth of 2.7% (2005: 2.9%). This weakness,
however, was the result of falling industrial

production rather than slower consumer spending.

The dB range of high quality waste
systems from Nicoll Italy has excellent
sound absorbing properties and
incorporates “Friaphon” fittings supplied
by Friatec (Germany)
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Unemployment in Canada, at about 6.3%, remains
close to historic lows, and housing starts in 2006,
despite some weakness in the third quarter, reached
227,000 (2005: 225,000), the fifth consecutive year
in which they had exceeded 200,000.

In both the USA and Canada, sales volumes were
lower than in 2005. In the USA, the slowdown in the
residential housing market had a marked impact on
volumes, but in Canada the fall was primarily due
to lower volumes in the municipal market. High
inventories of serviced land at the end of 2005
reduced demand for water and sewer systems
in 2006, and similarly distributor customers
began to lower their level of inventories, after
having increased them in the latter part of 2005
in anticipation of a continuation of the shortages
of material experienced after Hurricanes Katrina
and Rita. In addition, there was more competition
from pipe imported into Canada from the USA,
and the benefit of sales for large projects in 2005
was not repeated in 2006.

Despite the fall in volumes, sales revenues and
margins in North America benefited from stronger

market prices which were attributable to several

factors. The impact of the hurricanes during the
third quarter of 2005 and subsequent shortage
of PVC resulted in most manufacturers reducing
inventories to unprecedentedly low levels, at
the same time as demand for finished product
remained strong. Equally, an expectation that
PVC prices would fall during 2006 delayed the
rebuilding of inventories to more normal levels,
and thus supply of finished product lagged
demand well into the third quarter of the year. In
the event, PVC resin prices began to fall during
the fourth quarter, and were reflected in softer
pipe pricing only towards the end of the year.

During the year, Ipex launched a new initiative
to accelerate the development of new products,
using a well-established methodology to manage
the development and commercialisation process
more quickly and efficiently using cross-functional
teams. This process will enable Ipex to increase
the speed of products to market, enabling more
new products to be launched and the benefits of
first mover advantage to be reflected in higher
margins over a longer period. The success of
this initiative will be seen in a progressively

higher mix of new products in Ipex’s portfolio.

The “Poliphon” acoustic soil and
waste system was launched at the
end of 2006 by Poliplast (Poland)



Ipex also participated in the development of a
new standard regulating gas appliances and
flue gas venting, and is developing its own
system as well as collaborating with Canplas
to develop an alternative supply for the market.
In 2006, Ipex received an award as one of the
top three suppliers of Sonepar and the Affiliated
Distributors Buying Group.

The major distribution channel for Canplas’
range of plumbing fittings is wholesalers, and in
2006, the reductions in inventory throughout the
supply chain had a significant adverse impact on
sales volumes, which overall were significantly
lower. The impact on profitability, however, was
mitigated by a recovery in margins. At the end of
2006, Canplas signed an agreement to acquire
the assets of Hayden Industries, a competitor
in the vacuum valves and fittings business, and
the transaction was completed at the end of
February 2007.

Ipex’s Hamilton Kent gaskets division experienced
a difficult year with margins squeezed by high
raw material prices and competition from lower

cost materials restricting its ability to increase

The extended “Kenadrain” range of
channel drains enables Nicoll (France) to
be fully competitive in the market

selling prices. However, a new product is being
launched, and Hamilton Kent's expansion into
a new plant in Tennessee will enable greater

manufacturing efficiencies to be achieved.

Harrington Industrial Plastics, the Group’s US
distribution business, is less reliant on the
residential housing market and benefited from
the generally robust US economy. The business
posted a record year, with sales driven by new
non-residential construction projects in most
sectors, but especially in institutional, municipal
and pharmaceutical markets. A continued focus
on operational performance was reflected in
improvements in all branches and will provide

the basis of further development in 2007.

The Group’s sales operation in Mexico increased
its penetration of the plumbing sector, and
towards the end of the year acquired Multitubos,
a small multi-layer pipe business that will further

enhance its presence in the plumbing market.
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Review of Trading Activities

Rest of the World

After remaining unexpectedly strong in 2005, the
New Zealand economy slowed in 2006 as higher
interest rates impacted the level of housing starts,
which steadily decreased during the latter part of
the year. However, the slowdown was felt more
by the corporate sector than by individuals as
robust employment levels continued to underpin
consumer confidence, and the RMI market
remained quite strong. The slide in the New
Zealand dollar (by an average of 9.7% against the
Euro) and higher oil prices have both increased
the prospect of higher interest rates at least in the
short term, which would adversely affect demand
in 2007.

Publicly-funded infrastructure activity remained
strong throughout the year, but over-capacity
and a sharp increase in raw material prices
adversely affected margins in PVC and PE pipe.
A number of new orders received for rainwater
products and fittings reflected the benefits of

improved customer service extending into better

e

support in the marketplace. During the year, Marley
introduced “Typhoon”, a new half round rainwater
profile along with a new leaf diverter, and took its
first orders for UK sister company Greenwood'’s
ventilation products. Both Marley’s Christchurch
production unitand Chemvin Plastics’ plant achieved
ISO 14001 accreditation at the end of 2006.

In March 2006, the Group acquired Dux Industries
Limited (including its Australian subsidiary AQuadux
Pty Limited), a Wellington-based manufacturer of
sanitary and plumbing products whose product
range complements that of Marley New Zealand.
In the period following its acquisition by the Group,
Dux launched a new compact universal trap and a

range of flexible couplers.

In Australia the economy once again grew, with
GDP increasing by about 2.7% and unemployment
reaching a 30-year low of 4.9%. Growth was largely
supported by export demand for commodities,
especially from China, and the domestic economy

was more subdued partly because higher interest

Sanit (Germany) has
enhanced its concealed
installation system

995 with a new, pre-
assembled concealed
cistern which enables
quick and easy handling
on the construction site

The new translucent ColorFold folding
-l door from Marley Deutschland allows
optimum use of living space




rates slowed the residential building sector.
The commercial building and infrastructure
sectors, however, remained positive. The drought
conditions affecting the rural economy continued
in most agricultural regions, driving strong demand
for Philmac’s irrigation products in the last quarter
of the year.

Philmac continued to roll out its third generation
of compression fittings into the UK and North
America, and strong demand from Mexico and the
UK utilities sector demonstrated the good level of
market acceptance of this innovative product. In
its domestic market, Philmac launched “Safelock”,
a new range of compression fittings which
provides unique safety benefits in compressed air
applications, and which is aimed specifically at the
booming mining sector.

The acquisition of Aquadux Pty Limited in March
2006 extended the Group’s product offer in
Australia to include sanitary, hot & cold water,
valves and drainage products. From January 2007,

Aquadux will trade as a division of Philmac and will

offer products from the wider Aliaxis Group.

The economy in South Africa remained strong
during 2006, with GDP growth of about 4.5%,
and despite increases in interest rates business
confidence was maintained at a historically high
level. Price growth in the residential property
market moderated after the exceptional increases
of earlier years and residential building permits were
down by about 3.8% but remain at a relatively high
level. The government is committed to investment
in infrastructure to provide basic services and
its hosting of the soccer World Cup in 2010 has
increased construction and development activity.
Marley Pipe Systems benefited from this economic
activity, although the volatility in PVC raw material
prices led to some margin pressure in the third
quarter of the year. The business continued its
twin strategy of improving efficiency through
collaboration with sister companies in the Group
and extending its product range. A hot & cold

water system was successfully launched in 2006

The “Ecol’eau” dual volume
flush mechanism launched by
SAS (France) is designed to
raise public awareness of the
need for water conservation
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Review of Trading Activities

and offers good growth potential, and its Petroplas
fuel pipe system was accredited in the USA, which
greatly increases the product’s potential in a large
market. Inter-company trading activity continued
to flourish, with Akatherm’s products particularly
well received in the local market, and exports from
South Africa to other Group companies increasing

significantly.

In South America, the Group’s businesses
continued to make solid progress except in Brazil,
where sales volumes on new projects were again
low. The economy in Peru was particularly strong,
with GDP growing by 7.5%. Nicoll Peru, which also
gained ISO 9001 certification during the year, was
able to leverage its market presence through a
dual branding policy, which helped to position the
business in three retail groups. The company also
received a “Technological Innovation” award from
the Peruvian Chamber of Construction for PPR
products manufactured in Argentina. Nicoll Uruguay

was able to cement its position as the market

leader in the hot and cold water sector, and its
activities were expanded with the commencement
of injection moulding and with the production of
RibLoc profile for sale to customers in Brazil. Nicoll
Argentina achieved significantly increased volumes
which were in part the result of a revised strategy of
targeting specific customers with a wider product
offering. Sales of polypropylene products for the
hot and cold water market also developed strongly,
and the business achieved greater penetration of
its export markets.

In Chile, the re-branded Vinilit, in which the Group
has a 40% share, again performed well despite a
slight reduction in sales. Vinilit launched two new
product ranges in the hot and cold water sector
during 2006 to maintain its strong position in the
market. Trading in China and South East Asia was
again difficult as a result of the very competitive
environment which made sales and margins harder

to maintain.

The relaunched “Multikwik” range from
Hunter (UK) provides innovative plumbing
solutions and includes a full range of
traps and waste accessories




Directors’ Report

Trading Overview

Aliaxis’ strong overall performance in 2006
resulted mainly from a second successive year of
good profit growth by the Group’s businesses in
North America, combined with improved trading

conditions throughout Europe.

In North America, sales volumes were lower than
in 2005, due to the slowdown in the residential
housing market in the USA. In Canada, volumes in
the municipal sector were lower and a number of
large projects in 2005 were not repeated in 2006.
However, revenue and margins benefited from
stronger selling prices as levels of inventory in the
product supply chain remained abnormally low for
much of the year in the aftermath of hurricanes
Katrina and Rita in the second half of 2005.

Growth in the Eurozone economies strengthened
as the year progressed, influenced by a recovery
in Germany after years of stagnation. The German
economy grew by 2.5% in 2006, its fastest
growth rate since 2000. Both the new residential
construction and repairs maintenance and
improvement (RMI) sectors shared in the recovery,
with housing completions increasing by 8%. The
French and Spanish residential construction
markets also remained very strong, partly due
to fiscal and other specific factors, while in ltaly
activity grew at about the same rate as in 2005.
In the UK, the RMI market fell by 2.6% in 2006
although private sector housing starts increased
by 3% after a weak 2005.

Sales of building and sanitary products in Europe
benefited from this higher level of activity. Similarly,
activity in the Group’s European industrial and
utility businesses improved noticeably, reflecting
the industry and export-led nature of the
improvement in economic growth in Europe, and
their success in developing export markets.

In Australasia, 2006 was mixed, with new housing

starts in New Zealand slowing as a result of higher
interest rates. The drought conditions in Australia
created strong demand for irrigation products in
the second half of the year. In South Africa and
South America, the Group’s businesses continued
to make solid progress, although markets in China

and Asia in general were again difficult.

Financial Review

Introduction

The consolidated financial statements for the year
ended 31 December 2006 are reported for the first
time in accordance with International Financial
Reporting Standards (IFRS). In previous years,
Aliaxis’ financial statements were prepared in
accordance with Generally Accepted Accounting
Principles in Belgium (Belgian GAAP). All the
2005 figures presented for comparative purposes
in the consolidated financial statements have
been restated in accordance with IFRS 1 and
full reconciliations explaining the impact of the
transition from Belgian GAAP to IFRS are included
in Note 34 (Transition to IFRS) to the consolidated

financial statements.

Changes in the Scope of Consolidation
The mainchangesinthe scope of the consolidation
during 2006 were:

e The acquisition in March of Dux Industries
Limited and its subsidiary Aquadux Pty Limited,
in New Zealand and Australia respectively.

e The acquisition of the outstanding 20%
shareholding in Arnomij B.V. in The Netherlands.

¢ Acquisitions, in January by Glynwed N.V. in
Belgium of the activities and assets of a water
treatment business, and in March by the
Hamilton Kent division of Ipex, of IPS, a pipe
gaskets business.
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These transactions are described more fully in
Note 5 (Acquisitions and disposals of subsidiaries
and minority interests) to the consolidated
financial statements.

Income Statement

Revenue from sales in 2006 was € 2,116 million
(2005: € 1,969 million). The overall increase in
revenue was 7.5%, and at constant exchange
rates, and excluding the impact of changes in
the scope of the consolidation, the increase was
6.2%. Changes in the scope of the consolidation
accounted for an increase of 0.8%. The fluctuation
of foreign exchange rates had an overall positive
impact on revenue of 0.5%, with the Canadian
dollar stronger by 5.6% and sterling stronger by
0.3%. However, the US dollar weakened by 1%
and both the New Zealand and Australian dollars
weakened, by 9.7% and 2.1% respectively.

The gross profit was € 655 million (2005:
€ 588 million), representing 30.9% (2005: 29.8%)
of revenue. Commercial, administrative and other
expenses, including non-recurring items, amounted
to € 383 million (2005: € 379 million), representing
18.1% (2005: 19.3%) of revenue.

OTHER BUILDING PRODUCTS
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A new 3G range of compression fittings from Philmac
(Australia) provides a common platform which can
accommodate a wide variety of different pipe sizes

Operating income for the year was € 271 million
(2005: € 208 million), representing 12.8% (2005:
10.6%) of revenue, after charging € 4.5 million
(2005: € 6.1 million) of restructuring costs, and
non-recurring goodwill impairment of € 2.0
million (2005: € 21.5 million). The overall increase
in operating income was 30.3%, and at constant
exchange rates, and excluding the impact of
changes in the scope of the consolidation, the
increase was 29.3%. Exchange rate movements
had a positive impact of 0.8% on the operating
income, and changes in the scope of the
consolidation contributed 0.2%. Operating cash
flow (EBITDA) reached € 345 million (2005: € 302
million), representing 16.3% (2005: 15.3%) of
revenue.

The net financial result for the year was a net
charge of € 29 million (2005: € 41 million), of which
€ 31 million (2005: € 39 million) represented net
interest expenses. The reduction in net interest
expenses reflects the benefit of the re-financing
which took place in May 2005 as well as positive
cash flows in 2005 and 2006. In addition, the
amortisation of deferred arrangement fees in
2006 (€ 0.6 million) was much lower than in 2005
(€ 2.8 million) when the balance of the fees
relating to the previous financing facility were
written off.

The movement in other financial income and
expenses, which in 2006 produced a net income
of € 2 million (2005: net expense of € 2 million)
was mainly accounted for by a revaluation gain
on the fair value of financial instruments of
€ 2 million (2005: loss of € 1 million).

The Group operates a policy of managing its
interest rate exposure, which is more fully
explained in Note 26 (Financial instruments) to
the consolidated financial statements.

Income taxes, consisting of current and deferred
taxes, amounted to€ 81 million (2005: € 48 million),
representing an effective income tax rate of 34%



(2005: 29%). The apparent increase in the net tax
charge in 2006 is due to a number of adjustments
to the 2005 tax charge which were not repeated
in 2006, principally the recognition of deferred tax
assets on tax losses (€ 7 million), the utilisation of
tax losses not previously recognised as deferred
tax assets (€ 7 million), offset by non-deductible
goodwill impairment (€ 6 million). Excluding the
effect of these and other smaller tax adjustments,
the comparative tax rate in 2005 would also have
been 34%.

The Group’s share in the results of equity
accounted investees, corresponding to its
shareholding in an associated company, was
€ 5 million (2005: € 5 million).

After deducting the share of profits attributable to
minorities, € 1.3 million (2005: € 1.6 million), the
Group’s share of profit for 2006 was € 165 million
(2005: € 122 million).

The Group’s basic earnings per share in 2006
were € 1.93 (2005: € 1.43), an increase of 35%.
On a fully diluted basis, the earnings per share
were € 1.92 (2005: € 1.42).

GRAVITY-SYSTEMS

Balance Sheet

Intangible assets, consisting of goodwill and other
intangible assets, amounted to € 496 million at 31
December 2006 (2005: € 521 million). The major
part of the reduction was attributable to currency
translation differences of € 30 million arising
from the restatement of goodwill held in local
currencies, with a further € 4 million arising from
the amortisation of intangible assets (€ 2 million)
and a goodwill impairment charge (€ 2 million).
Acquisitions completed during the year added
€ 7 million of goodwill, and other intangible assets
of € 3 million were acquired during the year.

Property, plant and equipment amounted to
€ 553 million at 31 December 2006, compared
with € 557 million at the beginning of the year.
The net reduction of € 4 million was attributable
to new investment of € 86 million (including
€ 4 million as a result of acquisitions completed
during the year), a depreciation and impairment
charge of € 70 million, the elimination of assets
disposed of (net amount € 5 million) and the
negative impact of currency exchange rate
movements (€ 15 million).

This rainwater harvesting system supplied by Marley Plumbing and Drainage (UK) was installed at the Royal
Horticultural Society garden at Wisley in the UK to provide a sophisticated irrigation system for its new glasshouse
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Non-Current Investments at 31 December 2006
were € 30 million (2005: € 31 million), and consisted
of the Group’s 40% shareholding in an associated
company, Duratec-Vinilit (Chile) together with some
investment property leased to third parties.
Deferred Tax Assets at 31 December 2006 were
€ 19 million (2005: € 29 million). The reduction
of € 10 million represents the utilisation of the
deferred tax asset against recognised tax losses
available for carry forward.

Non-cash working capital increased by some 8%,
from € 321 million at the beginning of the year
to € 347 million at 31 December 2006, at which
point the working capital requirement was at its
lowest point in the year, reflecting the seasonal
nature of the Group’s activities. At 31 December
2006, the working capital represented 16.4%
(2005: 16.3%) of revenue.

The equity attributable to equity holders of the
Group increased from € 742 million to € 847 million
during the year as a result of the Group’s share of net
profit for the year (€ 165 million), less the dividend
paid (€ 14 million), the negative impact of exchange
rate movements including cash flow hedges (€ 40
million) and the purchase by the Group of € 8 million
of its own shares.

Minority interests at 31 December 2006 decreased
from € 12 million to € 11 million during the year,
due to the minority share of the result of the year
(€ 1 million), dividends paid (€ 1 million) and the
negative impact of exchange rate movements
(€ 1 million).

Non-current liabilities excluding interest bearing
loans and borrowings at the beginning and end
of 2006 were as follows:

€ million 31 Dec 2006 31 Dec 2005
Employee benefits 78 88
Deferred tax liabilities 52 55
Provisions and other 13 13
Total 143 156

The decrease of € 10 million in the provision
for employee benefits is the result of special
contributions made in December 2006 to the

defined benefit plans in France and the UK.

NetFinancial Debtdecreasedby€ 100 million, from
€ 573 million at the end of 2005 to € 473 million
at 31 December 2006. The decrease resulted
from cash flow generated from operations (€ 311
million), taxes paid (€ 75 million), net investments
made during the year including acquisitions
(€ 96 million), net interest paid during the year
(€ 31 million), net dividends paid (€ 14 million)
and the acquisition of treasury shares for € 8
million. Net financial debt at the beginning and
end of 2006 was as follows:

€ million 31 Dec 2006 31 Dec 2005
Non-current borrowings 460 610
Current borrowings 61 25
Total borrowings 521 635
Cash and cash equivalents (82) (88)
Bank overdrafts 34 26
Net Financial Debt 473 573

The return on capital employed in 2006 reached
19.3% (2005: 15.2%) and the Group share of
return on equity was 20.8% (2005: 18.7%).



Research and
Development

Research and Development (R&D) has always
been at the centre of Aliaxis’ activities as a
fundamental resource essential to ensure the
Group’s future organic growth. Thanks to its policy
of maintaining a consistent level of investment,
Aliaxis has built an R&D infrastructure which
today is entirely consistent with the Group’s
organisation and philosophy.

With a total of more than 180 employees around
the world, R&D consists of a corporate research
centre, Aliaxis R&D, which is based at Vernouillet
in France and which works closely with a network
of centres of excellence located in the Group’s

businesses.

Aliaxis R&D carries out applied research
programmes on matters of strategic importance
for the Group in various fields such as polymer
modification, characterisation and processing,
and new product development.

In addition the centralised structure provides
technical and scientific assistance to Aliaxis
Group companies, supported by its state-of-the-
art facilities and highly skilled staff.

Theindividual centres of excellence each havetheir
own R&D teams focussed on the development of
new products to meet the specific needs of local

installers and markets.

Examples of products launched in 2006 as a
result of the co-operation between Aliaxis R&D
and local centres of excellence include the
introduction by Greenwood Air Management of
the “Unity” fan, based on an innovative design
which has led to a reduction in noise emissions of

70% compared with conventional fans. Similarly,
a new three layer acoustic drainage pipe system
using sound dampening brackets was introduced
by Poliplast. In Spain, Jimten has introduced a

new pump designed to convey grey water.

Aliaxis maintains close relationships with several
universities which conduct more fundamental
research or provide more specific research

expertise in particular areas.

In order to protect its existing technology and
new product developments against the increasing
threat from counterfeiting activities, Aliaxis
has implemented an active policy of patent
application, design and strategic trademarks
protection.

Production of new materials at the R&D facility at Vernouillet
(France) using a Clextral twin screw extruder
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Environmental Review

The need to consider the environment is a key
priority of Aliaxis in its approach to Sustainable
Development, and ranks equally in importance
with other aspects such as social responsibility
and economic development.

Aliaxis firmly believes that industrial advances
can and must contribute to the preservation of the
environment and must be measured in an open-

minded way based on known scientific criteria.

Accordingly, the Group insists that its production
sites should prioritise the adoption of ambitious
targets to reduce their environmental impact,
consistent with the regulations of their host
countries particularly in terms of energy
consumption, water usage and the recovery of
waste materials generated in the production
process. The installation of formal management
systems, which are regularly audited, provides
assurance that these targets are being achieved.
At the end of 2006, 49% of manufacturing sites

Aliaxis is committed to the principles of Sustainable
Development and to making its full contribution
towards the protection of the environment

had been ISO 14001 certified or registered in the
Environmental Management Program of the Vinyl
Council of Canada (which is similar in scope to
ISO 14001), and the Group’s objective is to reach
70% by the end of 2008.

Internal recycling of plastic production waste
material exceeded 99% in 2006 thanks to
improvements in the sorting of waste material
at source and the acquisition of new equipment
such as grinders which can be adapted for this
purpose.

The products which are conceived, manufactured
and sold by Aliaxis group companies must also
themselves contribute to the achievement of the
Group’s objectives in Sustainable Development.
In accordance with the life-cycle approach to
products adopted many years ago, a policy of
eco-conception has been developed, with two
elements:

First, the development of products which, through
their function, help contribute to the protection of
the environment. This element is the responsibility
of the Group’s Research and Development activity,
which is described elsewhere in this Report.

Secondly, the enhancement of environmental
performance of existing products, evaluated over
their entire life cycle. This element is achieved by
concentrating particularly on different stages of
the product life cycle.

Products already in the marketplace clearly
comply with all existing regulations. In many
cases, for example where products for potable
water are involved, there are limited possibilities
to vary the composition of the products.
Nevertheless, the production departments

of our companies, assisted by the Group



Research and Development department, are
constantly seeking to replace older product
formulations with newer compounds which
are more beneficial to the environment, taking
into account the requirement for products to
be more and more attractive to users in terms
of their technical and safety features as well as
their economic characteristics.

Every life cycle assessment study demonstrates
that the use of recycled raw material in place of
virgin resin enhances the environmental profile of
the products. For example, a study made in 2006
by ADEME (the French Environmental Protection
Agency) found that the replacement of 20% of
the virgin PVC resin used in manufacture by
recycled resin produced from collecting and
processing end-of-life products contributed
to reductions of around 17% in the main
environmental indicators (climate change,
consumption of non-renewable resources, etc)
of PVC pipes. Within Aliaxis, thanks to the use
of co-extrusion technology which allows the

inside layer of the pipe to consist of 100%

recycled material, Ipex has been able to launch
“Ecolotub”, a product designed for the drainage
market. Thus, the Group is playing its part in this
process, and is also making efforts to introduce
recycling into its range of polyethylene and
polypropylene products.

Even where plastic construction products
manufactured and sold by the Group’s
companies have a very long life (50 years
or more), the Group supports initiatives to
manage end-of-life products through a system
of shared responsibility promoted in Europe. In
accordance with “Vinyl 2010 — The Voluntary
Commitment of the PVC Industry”, to which
all the European producers are signatories, the
Group contributes both managerial time and
financial resources to efforts to establish and
develop networks for the collection of end-of-life
products for recycling. In France, for example,
a company called PVC Recyclage SARL was
created in 2003 by members of the French PVC
pipes industry (including Nicoll and Girpi). lts
developing presence has been encouraging,

Marley New Zealand supplied 250 mm diameter co-extruded PE pipes to carry high voltage
power lines in Auckland, part of New Zealand’s National Power Grid. The project also specified
“Friafit” electrofusion fittings from Friatec (Germany), to ensure seamless joints
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and the volume of material collected in 2006,
8,750 tonnes, represented an increase of 270%
over 2005, with forecasts of a further significant
increase in 2007.

Aliaxis’ experience clearly shows that plastic
materials have a part to play in a policy of
Sustainable Development, always provided
that the industry participants, in particular the
manufacturers, are prepared to make their full
contribution. Aliaxis, for its part, fully intends to

continue to make such a contribution.

Human Resources

The Group continued to review its historical
approach to a number of human resources
activities during 2006, and to update them in
order to ensure that they remain appropriate in
helping the Group achieve its broader business
objectives. Two areas in particular were addressed;
first, the Group’s short term incentive arrangements
for senior managers throughout the world, and
secondly the development of a senior management
competency model as a tool to facilitate the
processes of assessment, development and
succession planning.

demand more efficient, high-performance drainage.
The new “Turbosol” range from SAS (France) is
adaptable for all types of shower installation and was
developed with sister company Sanit (Germany)

The existing management incentive scheme had
been in operation for a number of years, having
been developed in line with a previous business
strategy. As a result of the Group’s adoption of
new strategic objectives however it was necessary
to review this scheme in order to align senior
management incentives to the new objectives. The
review took place in the second half of the year and
as a result a number of changes have now been
introduced with regard to retained performance
measures, the weighting factors applicable to
these measures and to the performance incentive
zones. The new Short Tem Incentive Scheme will
be effective from 1 January 2007.

The senior management competency model is
designed to build upon the introduction of the
new performance management system in 2006
by developing a tool to assist in performance
assessment, development and succession
planning. A standardised competency model
enables the Group not only to focus on an
individual’s performance against the key job
accountabilities of a particular role, but also on
the behavioural elements of his performance in
that role. Thus, the model will further enhance the
Group’s succession planning and management
development processes by better enabling it to
identify the fit between a manager’'s behavioural
competencies and the competencies required for
existing and potential new roles in the future. The
competency model was developed during 2006
and will be gradually rolled out during the course
of 2007.

The average number of permanent employees of
the Group during 2006 increased to 12,020, of
which 7,132 (59%) were in Europe, 2,685 (22%)
were in North America, 1,271 (11%) were in Asia
and Australasia and 932 (8%) were employed in
the rest of the world.



Aliaxis believes in fostering good relationships
with its employees and their representatives at all
levels within the organisation, based upon an open
and honest dialogue. As part of that process, the
regular meeting of the European Workers’ Council
took place in June 2006, and a further meeting will

take place in 2007.

Throughout the organisation, the effective
management of health and safety remains a key
priority, with local managers empowered to take
the necessary action to ensure the health, safety
and welfare of all their employees as well as
others who may be affected by their companies’
activities. During the course of 2006 no major
areas of concern were identified and plans are
being developed to introduce a more formal audit
process during the course of 2007.

Risks and Uncertainties

The risk profile of the companies within the
Aliaxis Group is similar to that of other
manufacturing and distribution companies opera-
ting in an international environment, and
includes risks such as credit, public, product
and employer’s liability, property damage and
business interruption, exchange risk and risks
of administrative proceedings, including tax
investigations. The Group has put into place
various internal policies and procedures to identify,
reduce and manage these risks either at company
level or where appropriate, at Group level.

Aliaxis’ position as aleading international participant
in the pipe systems market generates a number of
industry-specific, financial and legal risks.

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 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
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product selling prices, although sometimes
after a time lag. The Group is able to use its
purchasing power as a leading manufacturer
in many of its local markets to obtain competitive
terms, and in some countries or regions benefits
from centralised procurement of major raw
materials.

Customers

The Group’s main sales distribution channels are
wholesale distributors and retail do-it-yourself
(D1Y) 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 exposure to any individual customer.

Legal

In common with many manufacturing and
distribution businesses, Aliaxis companies may, in
the ordinary course of their activities, be involved
from time to time in legal and administrative

proceedings, principally related to product liability,
taxation and intellectual property. Developmentsin
respect of these risks (in particular risks relating to
legal proceedings in North America) are described
in Notes 24 (Provisions) and 29 (Contingencies) to
the consolidated financial statements.

Financing 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 below, the Group actively manages
its currency and financing risks through a range
of measures including hedging and the use of
derivatives to manage currency and interest rate
exposures.

Friatec-Rheinhiitte (Germany) supplied a 17-metre vertical centrifugal pump, which is used to pump sulphur
at a temperature of 140°C at this liquid sulphur reservoir in Sweden




Use of Derivative Financial Instruments

The Group addresses its currency and financing
risks and defines strategies to limit their economic
impact on its performance in accordance with
its financial risk management policy. Such
policy includes the use of derivative financial
instruments.

The Group’s management of these risks is
described in Note 26 (Financial Instruments) to
the consolidated financial statements.

Subsequent Events

On 14 February 2007, the Group completed a
transaction whereby it acquired a 51% interest
in a new company named Aliaxis Latinoamérica
Codperatief U.A. Further details of this and other
subsequent events are described in Note 32
(Subsequent events) to the consolidated financial
statements.

Double containment pipework was supplied by Harrington’s (USA) for use in the
chemical feed facility at one of Southern California’s largest new water treatment plants
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Outlook for 2007

Early in the year, the Group acquired a 51%
interest in a new company named Aliaxis
Latinoamérica Codperatief U.A. The new company
combines Aliaxis’ existing businesses in Latin
America with those of Durman Esquivel S.A. a
group having operations in eleven countries in that
region. The creation of Aliaxis Latinoamérica will
have a significant impact on the Group’s results
for the year. On a pro-forma basis, revenues in
Latin America will account for around 12% of the
Group’s total consolidated revenue (2005: 2%).

In North America, we expect trading in 2007
to be more difficult than in 2006, with housing
starts in the USA forecast to fall further and much
uncertainty in the housing market. The outlook
in Canada is more stable, although recent
forecasts indicate that housing starts may fall
by 10% in 2007.

The outlook in Europe is more positive and we
anticipate good levels of activity in our major
markets albeit with an increased risk of a
slowdown in the Spanish construction sector.
The outlook in other markets is mixed, with activity
in South Africa positive but a difficult trading year
anticipated in New Zealand as the slowdown
there begins to affect the housing market. The
impact of water restrictions in Australia is likely to
reduce demand in the key irrigation sector.

Aliaxis’ main priorities in 2007 will be to integrate
into the Group the new businesses of Aliaxis
Latinoamérica and to continue the implementation
of measures to enable the Group further toimprove
its profitability and competitiveness in the market.
Aliaxis’ consistent focus on cash flow generation
will provide the flexibility for the Group to plan a
programme both of organic development and of
carefully targeted external development.

Brussels, 19 April 2007
The Board of Directors




CONSOLIDATED FINANCIAL STATEMENTS

CONTENTS

Consolidated income statement

Consolidated balance sheet

Consolidated cash flow statement

Consolidated statement of changes in equity

Notes to the consolidated financial statements

42

43

44

46

47



42

Aliaxis FINANCIAL DATA 2006

CONSOLIDATED ACCOUNTS

CONSOLIDATED INCOME STATEMENT

(€ ‘000s)

Revenue
Cost of sales

Gross profit

Commercial expenses
Administrative expenses
R&D expenses

Other operating income / (expenses)

Profit from operations before non-recurring items

Non-recurring items

Operating income

Interest income / (expenses)

Other finance income / (expenses)

Profit before income taxes

Income taxes

Share in the result of equity accounted investees

Profit of the year

Attributable to:
Minority interest

Equity holders of the Group

Earnings per share:
Basic earnings per share (in €)

Diluted earnings per share (in €)

Notes

11
15

20
20

2006

2,116,393
(1,461,717)
654,676

(206,278
(145,691
(19,880
(9,444
273,384

)
)
)
)

(1,976)
271,408

(30,842)
1,796

242,363

(81,409)
5,163

166,116

1,326
164,791

1.93
1.92

2005

1,968,896
(1,381,254)
587,642

(196,049
(136,702
(17,887
(7,138
229,866

)
)
)
)

(21,513)
208,353

(39,067)
(1,944)

167,342

(48,307)
4,857

123,892

1,604
122,288

1.43
1.42



CONSOLIDATED BALANCE SHEET

(€ ‘000s) As at 31 December

Non current assets
Intangible assets

Property, plant & equipment
Investment properties
Equity accounted investees
Other non current assets

Deferred tax assets

Current assets
Inventories
Amounts receivable

Cash & cash equivalents

TOTAL ASSETS

Equity attributable to equity holders of Aliaxis
Share capital
Share premium

Retained earnings and reserves

Minority interest

Total equity

Non current liabilities

Interest bearing loans and borrowings
Employee benefits

Deferred tax liabilities

Provisions

Other amounts payable

Current liabilities

Interest bearing loans and borrowings
Bank overdrafts

Provisions

Amounts payable

Total liabilities

TOTAL EQUITY & LIABILITIES

Notes

5,12
13
14
15

23

16
17,26
18

19
19
19

21,26
22
23
24

21,26
18
24

25,26

2006

1,125,765
496,451
553,236

10,392
19,723
26,873
19,090

760,285
360,992
317,254

82,040

1,886,050

846,620
62,625
12,889

771,107

11,126

857,746

602,634
459,861
77,836
51,922
10,188
2,827

425,670
60,695
33,884
11,092

319,999

1,028,304

1,886,050

2005

1,161,842
520,798
556,695

10,715
19,824
24,291
29,520

742,467
336,400
318,085

87,983

1,904,309

741,863
62,609
12,720

666,535

12,136

753,999

765,637
610,410
87,552
54,637
9,899
3,139

384,672
25,190
26,015
11,163

322,304

1,150,309

1,904,309
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CONSOLIDATED CASH FLOW STATEMENT

(€ ‘000s)

OPERATING ACTIVITIES

Profit before income tax

Depreciation

Impairment losses on goodwill

Amortisation of intangible fixed assets
Impaiment losses (other than goodwill)
Equity-settled share-based payments
Financial instruments - fair value adjustment
through income statement

Net interest (income) / expense

Dividend income

Loss / (gain) on sale of intangible fixed assets
Loss / (gain) on sale of property, plant and equipment
Loss / (gain) on sale of businesses

Other - miscellaneous

Cash flow from operating activities before changes
in working capital and provisions

Decrease / (increase) in inventories

Decrease / (increase) in amounts receivable
Increase / (decrease) in amounts payable
Increase / (decrease) in provisions

Cash flow generated from operations

Income tax paid

Cash flow from operating activities

Notes

13,14
12
12

22
10

2006

242 363
67,313
1,976
2,172
2,678
1,008
(2,007)

30,842
(282)
(2,687)
@)

(475)
342,895

(36,108)
1,909
10,165
(7,783)
311,078

(74,587)
236,491

2005

167,342
68,498
19,462

2,633
3,100

497
1,017

39,067
(229)

10
(1,180)
(288)
310
300,241

4,595
(21,186)
27,294
(1,626)
309,318

(57,048)
252,270



(€ ‘000s)

INVESTING ACTIVITIES

Proceeds from sale of property, plant and equipment
Proceeds from sale of intangible fixed assets
Proceeds from sale of investments
Repayment of loans granted

Sale of a business, net of cash disposed of
Acquisition of a business, net of cash acquired
Acquisition of property, plant and equipment
Acquisition of intangible assets

Acquisition of investment property

Acquisition of other investments

Loans granted

Dividends received

Interest received

Cash flow from investing activities

FINANCING ACTIVITIES

Proceeds from the issue of share capital
(Purchase) / sale of treasury shares
Proceeds / (repayment) from/of borrowings
Dividends paid

Interest paid

Other

Cash flow from financing activities

NET INCREASE / (DECREASE) IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at the beginning of the period

Effect of exchange rate fluctuations

Cash and cash equivalents at the end of the period

Notes

13
12
14

19
19

18

18

2006

6,597
28

48

4
(17,507
(77,575
(2,585
7

(589
(4,321
1,602
3,364
(90,942)

)
)
)
)
)
)

185
(7,975)
(93,191)
(15,090)
(33,944)
4
(150,011)

(4,463)
61,967

(9,349)
48,156

2005

7,150
3

2

308
1,266
(2,618)
(69,542)
(2,528)
(1,298)
(1,480)
801
3,191
(64,736)

1,912
(3,116)
(107,734)
(13,702)
(42,184)
©)
(164,824)

22,710

32,172

7,085
61,967

Aliaxis FINANCIAL DATA 2006

45



46

Aliaxis FINANCIAL DATA 2006

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

ATTRIBUTABLE TO EQUITY HOLDERS OF ALIAXIS MINORITY
INTEREST

(€°000s)

As at 1 January 2005
Result of the year
Result recognised
directly in equity :

- Foreign currency
translation
differences

- Cash flow hedges

Share options exercised
Share-based payments
Own shares acquired
Dividends to
shareholders
Acquisition of

minority interest

As at 31 December 2005
Result of the year
Result recognised
directly in equity :
- Foreign currency
translation
differences

- Cash flow hedges
Share options exercised
Share-based payments
Own shares acquired
Dividends to shareholders
Acquisition of
minority interest

As at 31 December 2006

Notes

19

26
22
22
19
19

19

26
22
22
19
19

Share
capital

62,444

62,609

62,625

Share
premium

10,972

12,720

12,889

Retained Hedging Reserve Translation

earnings

582,657
122,288

497

(12,560)

692,882
164,791

1,008

(13,670)

845,010

reserve

(11,075)

(3,361)

614

for own
shares

(18,815)

(21,931)

(29,905)

reserve

(65,001)

63,945

(1,056)

(43,556)

(44,612)

10,313
1,604

1,364

(1,132)

(13)

12,136
1,326

(749)

(1,418)
(169)

11,126

571,496
123,892

65,309

7,714
1,912
497
(3,116)
(13,692)

753,999
166,116

(44,305)

3,975
185
1,008
(7,975)
(15,088)
(169)

857,746
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate information

Aliaxis S.A. (“the Company”) is a company domiciled in Belgium. The address of the Company’s registered
office is Avenue de Tervueren, 270, B-1150 Brussels. The consolidated financial statements of the Company
as at and for the year ended 31 December 2006 comprise the Company, its subsidiaries and interest in
equity accounted investees (together referred to as the “Group” or “Aliaxis”).

Aliaxis today employs 12,000 people, is present in 39 countries throughout the world, and is represented
in the marketplace through more than 90 manufacturing and selling companies, many of which trade using
their individual brand identities. The Group is primarily engaged in 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.

The financial statements have been authorised for issue by the Board of Directors on 19 April 2007.

2. Basis of preparation

(a) Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards Board (IASB) and the
interpretations issued by the International Financial Reporting Interpretations Committee (IFRIC), as
adopted by the European Union up to 31 December 2006.

These are the Group’s first consolidated financial statements, and IFRS 1 has been applied. An explanation
on how the transition to IFRS has affected the reported financial position and financial performance of the
Group is provided in note 34.

Aliaxis was not obliged to apply any European carve-outs from IFRS, meaning that the financial
statements fully comply with IFRS. The Company has not elected for early application of any standards or
interpretations which were not yet effective on the reporting date.

(b) Basis of measurement
The consolidated financial statements have been prepared on the historical cost basis, except for the
following:

e derivative financial instruments are measured at fair value;
¢ available-for-sale financial assets are measured at fair value;
e financial instruments at fair value through profit or loss are measured at fair value.

(c) Functional and presentation currency
These consolidated financial statements are presented in Euro, which is the Company’s functional currency.
All financial information presented in Euro has been rounded to the nearest thousand.

(d) Use of estimates and judgements

The preparation of financial statements requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised and in any future periods affected.



In particular, information about significant areas of estimation, uncertainty and critical judgements in
applying accounting policies that have the most significant effect on the amount recognised in the financial
statements are described in the following notes:

* Note 5 - business combinations;

* Note 12 — measurement of the recoverable amounts of cash-generating units;
e Note 22 (b) — measurement of defined benefit obligations;

¢ Note 22 (c) — measurement of share-based payments;

e Note 23 - utilisation of tax losses;

* Notes 24 and 29 - provisions and contingencies;

¢ Note 26 — valuation of derivative financial instruments.

3. Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these
consolidated financial statements, and in preparing an opening IFRS balance sheet at 1 January 2005 for
the purpose of the transition to IFRS. These policies have been applied consistently by all of the reporting
entities Aliaxis has defined in its reporting and consolidation process.

The consolidated financial statements are prepared as of and for the year ended 31 December 2006.
They are presented before the effect of the profit appropriation of the Company proposed to the annual
shareholders’ meeting, and dividends therefore are recognised as a liability in the period they are
declared.

(a) Basis of consolidation
A list of the most important subsidiaries and equity accounted investees is presented in note 31.

Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when Aliaxis has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control,
potential voting rights that presently are exercisable are taken into account. The financial statements of
subsidiaries are included in the consolidated financial statements from the date that control commences
until the date that control ceases.

Associates and joint ventures (equity accounted investees)

Associates are those entities in which the Group has significant influence, but not control, over the financial
and operating policies. Significant influence is presumed to exist when Aliaxis holds, directly or indirectly
through subsidiaries, 20% or more of the voting power of an entity. Joint ventures are those entities
over whose activities the Group has joint control, established by contractual agreement and requiring
unanimous consent for strategic financial and operating decisions.

Associates and joint ventures are accounted for using the equity method (equity accounted investees).
The consolidated financial statements include the Group’s share of the income and expenses of equity
accounted investees, after adjustments to align the accounting policies with those of the Group, from the
date that significant influence or joint control commences until the date that significant influence or joint
control ceases. When the Group’s share of losses exceeds its interest in an equity accounted investee, the
carrying amount of that interest (including any long-term investments) is reduced to nil and the recognition
of further losses is discontinued except to the extent that Aliaxis has an obligation or has made payments
on behalf of the investee.

Transactions eliminated on consolidation

Intra-group balances, and any unrealised income and expenses arising from intra-group transactions, are
eliminated in preparing the consolidated financial statements. Unrealised gains arising from transactions
with equity accounted investees are eliminated against the investment to the extent of the Group’s interest
in the investee. Unrealised losses are eliminated in the same way as unrealised gains, but only to the
extent that there is no evidence of impairment.
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(b) Foreign currencies

Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currency of Aliaxis entities
at exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are retranslated to the functional currency at the exchange rate at that
date. Non-monetary assets and liabilities denominated in foreign currencies that are carried at historical
cost are translated at the reporting date at exchange rates at the dates of the transactions. Non-monetary
assets and liabilities denominated in foreign currencies that are stated at fair value are translated at the
reporting date at the exchange rate at the date the fair value was determined. Foreign currency differences
arising on retranslation are recognised in the income statement, except for differences arising on the
retranslation of available-for-sale equity instruments or a financial liability designated as a hedge of the net
investment in a foreign operation (see below).

Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on
acquisition, are translated to Euro at exchange rates at the reporting date. The income and expenses of
foreign operations are translated to Euro at average exchange rates for the year approximating the foreign
exchange rates at the dates of the transactions. The components of shareholders’ equity are translated at
historical exchange rates.

Foreign currency differences are recognised directly in equity under translation reserve. When a foreign
operation is disposed of, these differences are transferred to the income statement as an adjustment to
the profit or loss on disposal.

Hedge of net investment in foreign operation

Foreign currency differences arising on the retranslation of a financial liability designated as a hedge of a
net investment in foreign operation are recognised directly in equity under translation reserve, to the extent
that the hedge is effective. To the extent that the hedge is ineffective, such differences are recognised in the
income statement. When the hedged net investment is disposed of, in part or in full, the relevant cumulative
amount in equity is transferred to the income statement as an adjustment to the profit or loss on disposal.

In addition, monetary items receivable from or payable to a foreign operation for which settlement is neither
planned nor likely to occur in the foreseeable future are a part of the Group’s net investment in such foreign
operation. Any foreign currency differences on these items are recognised directly in translation reserve,
and the relevant cumulative amount in equity is transferred to the income statement when the investment is
disposed of, in part or in full.

Exchange rates
The following major exchange rates have been used in preparing the consolidated financial statements.

Average Reporting date
2006 2005 2006 2005
AUD 1.667 1.632 1.669 1.611
CAD 1.424 1.509 1.528 1.373
GBP 0.682 0.684 0.672 0.685
NzD 1.937 1.766 1.873 1.727
usb 1.256 1.244 1.317 1.180




(c) Intangible assets

Goodwill

All business combinations are accounted for by applying the purchase method. Goodwill (or negative goodwill)
arises on the acquisition of subsidiaries, associates and joint ventures.

As part of its transition to IFRS, the Group elected not to restate those business combinations that occurred
prior to 1 January 2005; goodwill represents the amount, net of accumulated amortisation, recognised under
the Group’s previous accounting framework, Belgian GAAP.

For acquisitions on or after 1 January 2005, goodwill represents the excess of the cost of the acquisition
over the Group’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities of
the acquiree. When the excess is negative (negative goodwill), it is recognised immediately in the income
statement.

The carrying amount of goodwill is allocated to those reporting entities that are expected to benefit from the
synergies of the business combination and those are considered as the Group’s cash-generating units.

Goodwill is expressed in the functional currency of the reporting entity to which it is allocated and is translated
to Euro using the exchange rate at the reporting date.

Goodwill arising on the acquisition of a minority interest in a subsidiary represents the excess of the cost of
the additional investment over the carrying amount of the net assets acquired at the date of exchange.

In respect of equity accounted investees, the carrying amount of goodwill is included in the carrying amount
of the investment.

Goodwill is measured at cost less accumulated impairment losses (see note 3(h)).

Intangible assets acquired in a business combination

Intangible assets such as customers’ relationships, trademarks, patents acquired in a business combination
initially are recognised at fair value. If the criteria for separate recognition are not met, they are subsumed
under goodwiill.

Research and development
Expenditure on research activities undertaken with the prospect of gaining new scientific or technical
knowledge and understanding, is recognised in the income statement as an expense when incurred.

Development activities involve a plan or design for the production of new or substantially improved products
and processes. Development expenditure is capitalised only if development costs can be measured reliably,
the product or process is technically and commercially feasible, future economic benefits are probable, and
Aliaxis intends to and has sufficient resources to complete development and to use or sell the asset. The
expenditure capitalised includes the cost of materials, direct labour and overhead costs that are directly
attributable to preparing the asset for its intended use. If the recognition criteria referred to above are not met,
the expenditure is recognised in the income statement as an expense when incurred.

Capitalised development expenditure is measured at cost less accumulated amortisation (see below) and
accumulated impairment losses (see note 3(h)).

Other intangible assets
Other intangible assets that are acquired by Aliaxis which have finite useful lives, are measured at cost less
accumulated amortisation (see below) and accumulated impairment losses (see note 3(h)).

Subsequent expenditure

Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in
the specific asset to which it relates. All other expenditure, including expenditure on internally generated
goodwill and brands, is recognised in the income statement as an expense when incurred.
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Amortisation
Amortisation is recognised in the income statement on a straight-line basis over the estimated useful lives
of intangible assets with a finite life, from the date that they are available for use. The estimated useful lives
are as follows:

¢ Patents, concessions and licenses 5 years
e Customer lists 3 years
e Capitalised development costs 3-5 years
e |T software 5 years

(d) Property, plant and equipment

Recognition and measurement

ltems of property, plant and equipment are measured at cost less accumulated depreciation (see below) and
impairment losses (see note 3(h)). Aliaxis elected to measure certain items of property, plant and equipment
at 1 January 2005, the date of transition to IFRS, at fair value and used those fair values as deemed cost at
that date.

Cost includes expenditures that are directly attributable to the acquisition of the asset; e.g. costs incurred to
bring the asset to its working condition and location for its intended use, any relevant costs of dismantling
and removing the asset and restoring the site on which the asset was located. Purchased software that is
integral to the functionality of the related equipment is capitalised as part of that equipment. Borrowing costs
incurred for the purpose of acquiring, constructing or producing an asset are expensed.

When parts of an item of property, plant and equipment have different useful lives, they are accounted for as
separate items (major components) of property, plant and equipment.

Subsequent costs

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying amount
of the item if it is probable that the future economic benefits embodied within such part will flow to the Group
and its cost can be measured reliably. The costs of the day-to-day servicing of property, plant and equipment
are recognised in the income statement as incurred.

Depreciation

Depreciation is recognised in the income statement on a straight-line basis over the estimated useful life of
each part of an item of property, plant and equipment. Leased assets are depreciated over the shorter of the
lease term and their useful lives, unless there is certainty that the Group will take ownership at the end of the
lease term. Land is not depreciated.

The estimated useful lives are as follows:

e Buildings:

- Structure 40-50 years

- Roof and cladding 15-40 years

- Installations 15-20 years
e Plant, machinery and equipment:

- Silos 20 years

- Machinery and surrounding

equipment 10 years

- Moulds 3-5 years
e Furniture 10 years
e Office machinery 3-5 years
e \ehicles 5 years
e IT&IS 3-5 years



Depreciation methods and useful lives, together with residual values if not insignificant, are reassessed at
each reporting date.

(e) Leased assets

Leases in terms of which Aliaxis assumes substantially all the risks and rewards of ownership are classified
as finance leases. Upon initial recognition the leased asset, as well as the lease liability, is measured at
an amount equal to the lower of its fair value and the present value of the minimum lease payments.
Subsequent to initial recognition, the asset is accounted for in accordance with the accounting policy
applicable to that asset.

Other leases are operating leases and the leased assets are not recognised on the Group’s balance sheet.

(f) Investment properties

Investment property is property held either to earn rental income or for capital appreciation or for both.
Investment property is measured at cost less accumulated depreciation and impairment losses (see
note 3(h)).

Depreciation is recognised in the income statement on a straight-line basis over the estimated useful life of
the property consistent with the useful lives for property, plant and equipment (see note 3(d)).

The fair values, which are determined for disclosure purposes, are based on market values, being the estimated
amount for which a property could be exchanged on the date of the valuation between a willing buyer and
a willing seller in an arm’s length transaction after proper marketing wherein the parties had each acted
knowledgeably, prudently and without compulsion. In the absence of current prices in an active market, the
valuations are prepared by considering the aggregate of the estimated cash flows expected to be received
from renting out the property. A yield that reflects the specific risks inherent in the net cash flows is then
applied to the net annual cash flows to arrive at the property valuation.

(9) Other non current assets

Investments in equity securities

Investments in equity securities are undertakings in which Aliaxis does not have significant influence or
control. These investments are designated as available-for-sale financial assets which are, subsequent to
initial recognition, measured at fair value, except for those equity instruments that do not have a quoted
market price in an active market and whose fair value cannot be reliably measured. Those equity instruments
that are excluded from fair valuation are stated at cost. Changes in the fair value, other than impairment
losses (see note 3(h)), are recognised directly in equity. When an investment is derecognised, the cumulative
gain or loss previously recognised directly in equity is transferred to the income statement.

Investments in debt securities

Investments in debt securities are classified as at fair value through profit or loss or as being available-for-sale
and are carried at fair value with any resulting gain or loss respectively recognised in the income statement
or directly in equity. Impairment losses (see note 3(h)) and foreign exchange gains and losses are recognised
in the income statement.

Fair value of these investments is determined as the quoted bid price at the balance sheet date.

An instrument is classified as at fair value through profit or loss if it is held for trading or is designated as
such upon initial recognition. Financial instruments are designated at fair value through profit or loss if Aliaxis
manages such investments and makes purchase and sale decisions based on their fair value. Upon initial
recognition, attributable transaction costs are recognised in the income statement when incurred. Financial
instruments at fair value through profit or loss are measured at fair value, and changes therein are recognised
in the income statement.
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Other non-current assets

Other non-current assets are measured at amortised cost using the effective interest rate method, less any
impairment losses.

(h) Impairment

Financial assets

A financial asset is considered to be impaired if objective evidence indicates that one or more events have
had a negative effect on the estimated future cash flows of that asset. For equity securities, one possible
indicator is a significant or prolonged decline.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference
between its carrying amount and the present value of the estimated future cash flows discounted at the original
effective interest rate. An impairment loss in respect of an available-for-sale financial asset is calculated by
reference to its current fair value.

Individually significant financial assets are tested for impairment on an individual basis; the remaining financial
assets are assessed collectively in groups that share similar credit risk characteristics.

All impairment losses are recognised in the income statement. Any cumulative loss of an available-for-sale
financial asset recognised previously in equity is transferred to the income statement.

An impairment loss is reversed if the reversal can be related objectively to an event occurring after the
impairment loss was recognised and such reversal is recognised in the income statement. For financial
assets measured at amortised cost and available-for-sale financial assets that are debt securities, the reversal
is recognised in the income statement. For available-for-sale financial assets that are equity securities, the
reversal is recognised directly in equity.

Non-financial assets

The carrying amounts of the Group’s non-financial assets, other than inventories (see note 3(i)) and deferred
tax assets (see note 3(v)), are reviewed at each reporting date to determine whether there is any external
or internal indication of impairment. If any such indication exists then the asset’s recoverable amount is
estimated. For goodwill and intangible assets that have indefinite lives or that are not yet available for use,
recoverable amount is estimated at least annually. Those assets were also tested for impairment at 1 January
2005, the date of transition to IFRS.

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. A cash-generating unit is the smallest identifiable asset group that generates cash flows
that largely are independent from other assets and groups. Impairment losses are recognised in the income
statement. Impairment losses recognised in respect of cash-generating units are allocated first to reduce the
carrying amount of any goodwill allocated to the units and then to reduce the carrying amount of the other
assets in the unit (or group of units) on a pro rata basis.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value
less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present
value using an appropriate pre-tax discount rate that reflects current market assessments of the time value
of money and the risks specific to the asset.

For goodwill, the recoverable amount of the cash-generating units to which the goodwill belongs is based on
a discounted free cash flow approach, based on current acquisition valuation models. These calculations are
corroborated by valuation multiples or other available fair value indicators. The Group’s overall approach is to
test goodwill for impairment at the reporting entity level.



An impairment loss in respect of goodwill is not reversed. In respect of other assets, impairment losses
recognised in prior periods are assessed at each reporting date for any indications that the loss has
decreased or no longer exists. An impairment loss is reversed if there has been a change in the estimates
used to determine the recoverable amount. An impairment loss is reversed only to the extent that the asset’s
carrying amount does not exceed the carrying amount that would have been determined, net of depreciation
or amortisation, if no impairment loss had been recognised.

(i) Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is based on the
weighted average principle for raw materials, packaging materials, consumables, purchased components
and goods purchased for resale, and on the first-in first-out principle for finished goods, work in progress
and produced components.

The cost includes expenditure incurred in acquiring the inventories and bringing them to their existing
location and condition. In the case of manufactured inventories and work in progress, cost also includes an
appropriate share of production overheads based on normal operating capacity.

Net realisable value is the estimated selling price in the ordinary course of business, less the estimated costs
of completion and selling expenses.

() Amounts receivable
Amounts receivable which comprise trade and other receivables are carried at amortised cost less impairment
losses (see note 3(h)).

(k) Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts that are repayable on
demand and form an integral part of the Group’s cash management are included as a component of cash
and cash equivalents for the purpose of the cash flow statement.

(I) Discontinued operations and non-current assets (or disposal groups) held for sale

Discontinued operations

A discontinued operation is a component of the Group’s business that represents a separate major line of
business or geographical area of operations that has been disposed of or is held for sale, or is a subsidiary
acquired exclusively with a view to resale. Classification as a discontinued operation occurs upon disposal
or when the operation meets the criteria to be classified as held for sale, if earlier. When an operation is
classified as a discontinued operation, the comparative income statement is restated as if the operation had
been discontinued from the start of the comparative period.

Non-current assets held for sale

Non-current assets (or disposal groups comprising assets and liabilities) that are expected to be recovered
primarily through sale rather than through continuing use are classified as held for sale. This condition is
regarded as met only when the sale is highly probable and the asset (or disposal group) is available for
immediate sale in its present condition. Immediately before classification as held for sale, the assets (or
components of a disposal group) are remeasured in accordance with the Group’s accounting policies.
Thereafter generally the assets (or disposal group) are measured at the lower of their carrying amount and
fair value less cost to sell. Any impairment loss on a disposal group first is allocated to goodwill, and then to
remaining assets and liabilities on a pro rata basis, except that no loss is allocated to inventories, financial
assets, deferred tax assets and employee benefit assets, which continue to be measured in accordance with
the Group’s accounting policies. Impairment losses on initial classification as held for sale and subsequent
gains or losses on remeasurement are recognised in the income statement. Gains are not recognised in
excess of any cumulative impairment loss.
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(m) Share capital

Ordinary shares

Incremental costs directly attributable to the issue of ordinary shares and share options are recognised as a
deduction from equity.

Repurchase of share capital

When share capital recognised as equity is repurchased, the amount of the consideration paid, including
directly attributable costs, is recognised as a deduction from equity. Repurchased shares are classified as
treasury shares and are presented as a deduction from total equity under reserve for own shares.

Dividends
Dividends are recognised as liabilities in the period in which they are declared.

(n) Interest bearing loans and borrowings

Interest bearing loans and borrowings are recognised initially at fair value less attributable transaction costs.
Subsequent to initial recognition, interest bearing loans and borrowings are stated at amortised cost with any
difference between the initial amount and the maturity amount being recognised in the income statement
over the expected life of the instrument on an effective interest rate basis.

Fair value, which is determined for disclosure purposes, is calculated based on the present value of future
principal and interest cash flows, discounted at the market rate of interest at the reporting date. In respect of
finance leases, the market rate of interest is determined by reference to similar lease agreements.

(o) Employee benefits

Post employment benefits

Post employment benefits include pensions, post employment life insurance and medical care benefits. The
Group operates a number of defined benefit and defined contribution plans throughout the world, the assets
of which are generally held in separate trustee-administered funds. The pension plans are generally funded
by payments from employees and the company. Aliaxis maintains funded and unfunded pension plans.

e Defined contribution plans
Obligations for contributions to defined contribution pension plans are recognised as an expense in the
income statement when they are due.

e Defined benefit plans

The Group’s net obligation in respect of defined benefit pension plans is calculated separately for each plan
by estimating the amount of future benefit that employees have earned in return for their service in the current
and prior periods; that benefit is discounted to determine its present value, and any unrecognised past service
costs and the fair value of any plan assets are deducted. The discount rate is the yield at the reporting date on
AA credit-rated bonds that have maturity dates approximating the terms of the Group’s obligations.

The calculation is performed with sufficient regularity by qualified actuaries using the projected unit
credit method.

When the benefits of a plan are improved, the portion of the increased benefit relating to past service
by employees is recognised in the income statement on a straight-line basis over the average period until
the benefits become vested. To the extent that the benefits vest immediately, the expense is recognised
immediately in the income statement.

All actuarial gains and losses as at 1 January 2005, the date of transition to IFRS, were recognised. In respect
of actuarial gains and losses that have arisen subsequent to 1 January 2005 in calculating the Group’s
obligation in respect of a plan, to the extent that any cumulative unrecognised actuarial gain or loss exceeds
10% of the greater of the present value of the defined benefit obligation and the fair value of plan assets,
that portion is recognised in the income statement over the expected average remaining working lives of the



employees participating in the plan. Otherwise, the actuarial gain or loss is not recognised.

When the calculation results in a benefit to Aliaxis, the recognised asset is limited to the net total of any
unrecognised past service costs and the present value of any future refunds from the plan or reductions in
future contributions to the plan.

Other long-term employee benefits

The Group’s net obligation in respect of long-term employee benefits other than pension plans, such as service
anniversary bonuses, is the amount of future benefit that employees have earned in return for their service
in the current and prior periods. The obligation is calculated using the projected unit credit method and is
discounted to determine its present value, and the fair value of any related assets is deducted. The discount
rate is the yield at the reporting date on AA credit-rated bonds that have maturity dates approximating the
terms of the Group’s obligations. Any actuarial gains or losses are recognised in the income statement in the
period in which they arise.

Termination benefits

Termination benefits are recognised as an expense when Aliaxis is demonstrably committed, without realistic
possibility of withdrawal, to a formal detailed plan to terminate employment before the normal retirement
date. Termination benefits for voluntary redundancies are recognised if Aliaxis has made an offer encouraging
voluntary redundancy, it is probable that the offer will be accepted, and the number of acceptances can be
estimated reliably.

Short-term benefits

Short-term employee benefit obligations such as bonuses are measured on an undiscounted basis and are
expensed as the related service is provided. A provision is recognised for the amount expected to be paid under
short-term cash bonus or profit-sharing plans if Aliaxis has a present legal or constructive obligation to pay this
amount as a result of past service provided by the employee and the obligation can be estimated reliably.

Share-based payment transactions

The fair value of options granted to employees is measured at grant date. The amount is recognised as
an employee expense, with a corresponding increase in equity, and spread over the period in which the
employees become unconditionally entitled to the options. The amount recognised as an expense is adjusted
to reflect the actual number of share options that vest.

The fair value of options granted to employees is measured using the Black-Scholes formula. Measurement
inputs include share price on measurement date, exercise price of the instrument, expected volatility (based
on historic volatility adjusted for changes expected due to publicly available information), weighted average
expected life of the instruments (based on historical experience and general option holder behaviour),
expected dividends, and the risk-free interest rate (based on government bonds). Service and non-market
performance conditions attached to the transactions are not taken into account in determining fair value.

(p) Provisions

A provision is recognised if, as a result of a past event, Aliaxis has a present legal or constructive obligation
that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle
the obligation. The amount recognised as a provision is the best estimate of the expenditure required to settle
the obligation, and is reviewed at each reporting date and adjusted to reflect the current best estimate.
Provisions are determined by discounting the expected future cash flows at an appropriate pre-tax rate that
reflects current market assessments of the time value of money and, where appropriate, the risks specific
to the liability. In addition, incremental costs (e.g. lawyer and expert fees) are included in the measurement
of the provisions.

Warranties

A provision for warranties is recognised when the underlying products or services are sold. The provision
is based on historical warranty data and a weighting of all possible outcomes against their associated
probabilities.
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Restructuring

A provision for restructuring is recognised when Aliaxis has approved a detailed and formal restructuring
plan, and the restructuring either has commenced or has been announced publicly. Future operating
costs are not provided for.

Onerous contracts

A provision for onerous contracts is recognised when the expected benefits to be derived by the Group from
a contract are lower than the unavoidable cost of meeting its obligations under the contract. The provision
is measured at the present value of the lower of the expected cost of terminating the contract and the
expected net cost of continuing with the contract. Before a provision is established, the Group recognises
any impairment loss on the assets associated with the contract.

(9) Amounts payable
Amounts payable which comprise trade and other amounts payable are carried at amortised cost.

(r) Derivative financial instruments

Aliaxis holds derivative financial instruments to hedge its exposure to foreign currency and interest rate
risks arising from operational, financing and investment activities. The net exposure of all subsidiaries is
managed on a centralised basis. As a policy, Aliaxis does not engage in speculative transactions, and does
not therefore hold or issue derivative financial instruments for trading purposes. However, derivatives that do
not qualify for hedge accounting are accounted for as trading instruments.

Embedded derivatives are separated from the host contract and accounted for separately if the economic
characteristics and risks of the host contract and the embedded derivative are not closely related, a separate
instrument with the same terms as the embedded derivative would meet the definition of a derivative, and
the combined instrument is not measured at fair value through profit or loss.

Derivatives are recognised initially at fair value; attributable transaction costs are recognised in the income
statement when incurred. Subsequent to initial recognition, derivatives are measured at fair value, and
changes therein are accounted for as described below.

Cash flow hedges

Changes in the fair value of the derivative hedging instrument designated as a cash flow hedge are recognised
directly in equity to the extent that the hedge is effective. To the extent that the hedge is ineffective, changes
in fair value are recognised in the income statement.

If the hedging instrument no longer meets the criteria for hedge accounting, expires or is sold, terminated
or exercised, then hedge accounting is discontinued prospectively. The cumulative gain or loss previously
recognised in equity remains there until the forecast transaction occurs. When the hedged item is a non-
financial asset, the amount recognised in equity is transferred to the carrying amount of the asset when it
is recognised. In other cases the amount recognised in equity is transferred to the income statement in the
same period that the hedged item affects profit or loss.

Hedge of net investment in foreign operation

Where a derivative financial instrument hedges a net investment in a foreign operation, the portion of the gain
or the loss on the hedging instrument that is determined to be an effective hedge is recognised directly in
equity under translation reserve, while the ineffective portion is reported in the income statement.

Economic hedges

Hedge accounting is not applied to derivative instruments that economically hedge monetary assets and
liabilities denominated in foreign currencies. Changes in the fair value of such derivatives are recognised in
the income statement as part of foreign currency gains and losses.



Measurement

The fair value of forward exchange contracts is based on their listed market price, if available. If a listed market
price is not available, then fair value is estimated by discounting the difference between the contractual
forward price and the current forward price for the residual maturity of the contract using a risk-free interest
rate (based on government bonds).

The fair value of interest rate swaps is based on broker quotes. Those quotes are tested for reasonableness
by discounting estimated future cash flows based on the terms and maturity of each contract and using
market interest rates for a similar instrument at the measurement date.

(s) Revenue

Goods sold

Revenue from the sale of goods is measured at the fair value of the consideration received or receivable, net
of returns and allowances, trade discounts and volume rebates. Revenue is recognised when the significant
risks and rewards of ownership have been transferred to the buyer, recovery of the consideration is probable,
the associated costs and possible return of goods can be estimated reliably, and there is no continuing
management involvement with the goods.

Transfers of risks and rewards vary depending on the individual terms of the contract of sale.

Rental income
Rental income from investment properties is recognised in the income statement on a straight-line basis over
the term of the lease.

Government grants

Government grants are recognised initially as deferred income when there is reasonable assurance that
they will be received and that Aliaxis will comply with the conditions associated with the grant. Grants that
compensate the Group for expenses incurred are recognised in the income statement on a systematic basis
in the same periods in which the expenses are recognised. Grants that compensate the Group for the cost
of an asset are recognised in the income statement on a systematic basis over the useful life of the asset.

(t) Finance income

Finance income comprises interest income on funds invested, dividend income, gains on the disposal
of available-for-sale financial assets, changes in the fair value of financial assets at fair value through
profit or loss, foreign currency gains, and gains on hedging instruments that are recognised in the income
statement. Interest income is recognised as it accrues, using the effective interest method. Dividend income
is recognised on the date that the Group’s right to receive payment is established.

(u) Finance expenses and lease payments

Finance expenses

Finance expenses comprise interest expense on borrowings, unwinding of the discount on provisions,
foreign currency losses, changes in the fair value of financial assets at fair value through profit or loss,
impairment losses recognised on financial assets (except losses on receivables) and losses on hedging
instruments that are recognised in the income statement. All borrowing costs are recognised in the income
statement using the effective interest method.

Operating lease payments

Payments made under operating leases are recognised in the income statement on a straight-line basis
over the term of the lease. Lease incentives received are recognised as a reduction of the total lease
expense, over the term of the lease. When an operating lease is terminated before the lease period has
expired, any payment required to be made to the lessor by way of penalty is recognised as an expense in
the period in which termination takes place.
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Finance lease payments

Minimum lease payments made under finance leases are apportioned between the finance expense and the
reduction of the outstanding liability. The finance expense is allocated to each period during the lease term
so as to produce a constant periodic rate of interest on the remaining balance of the liability. Contingent
lease payments are accounted for by revising the minimum lease payments over the remaining term of the
lease when the lease adjustment is confirmed.

(v) Income tax

Income tax expense comprises current and deferred tax. Income tax expense is recognised in the income
statement except to the extent that it relates to items recognised directly in equity, in which case it is also
recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax is recognised using the balance sheet liability method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes (including differences arising from fair values of assets and liabilities acquired
in a business combination). Deferred tax is not recognised for the initial recognition of goodwill, the initial
recognition of assets or liabilities in a transaction that is not a business combination and that affects neither
accounting nor taxable profit, and differences relating to investments in subsidiaries to the extent that they
probably will not reverse in the foreseeable future.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences when
they reverse, based on the laws that have been enacted or substantively enacted by the reporting date.
Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation
authority and on the same taxable entity or group of entities.

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available
against which temporary difference can be utilised. Deferred tax assets are reviewed at each reporting date
and are reduced to the extent that it is no longer probable that the related tax benefit will be realised.

(w) Contingencies

Contingent liabilities are not recognised in the consolidated financial statements, except if they arise from a
business combination. They are disclosed, when material, unless the possibility of a loss is remote. Contingent
assets are not recognised in the consolidated financial statements but are disclosed, when material, if the
inflow of economic benefits is probable.

(x) Events after the reporting date

Events after the reporting date which provide additional information about the Group’s position as at the
reporting date (adjusting events) are reflected in the consolidated financial statements. Events after the
reporting date which are non-adjusting events are disclosed in the notes to the consolidated financial
statements, when material.

(y) Earnings per share

Aliaxis presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated
by dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average
number of ordinary shares outstanding during the period. Diluted EPS is determined by adjusting the profit or
loss attributable to ordinary shareholders and the weighted average number of ordinary shares outstanding
for the effects of all dilutive potential ordinary shares, which comprise share options granted to employees.



(2) New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective for the year
ended 31 December 2006, and have not been applied in preparing these consolidated financial statements.
Those which will be applicable for Aliaxis are summarised below.

¢ IFRS 7: Financial Instruments: Disclosures and the Amendment to IAS 1 Presentation of Financial
Statements: Capital Disclosures require extensive disclosures about the significance of financial instruments
for an entity’s financial position and performance, and qualitative and quantitative disclosures on the
nature and extent of risks. IFRS 7 and amended IAS 1, which become mandatory for the Group’s 2007
consolidated financial statements, will require extensive additional disclosures with respect to the Group’s
financial instruments and share capital.

4. Business combinations

For business combinations agreed on or after 1 January 2005, the acquiree’s identifiable assets, liabilities and
contingent liabilities that meet the conditions for recognition under IFRS 3 are recognised at their fair value
at acquisition date as follows:

(a) Property, plant and equipment

The fair value of property, plant and equipment recognised as a result of a business combination is based
on market values. The market value of property is the estimated amount for which a property could be
exchanged on the date of valuation between a willing buyer and a willing seller in an arm’s length transaction
after proper marketing wherein the parties had each acted knowledgeably, prudently and without compulsion.
The market value of items of plant, equipment, fixtures and fittings is based on the quoted market prices for
similar items.

(b) Intangible assets

The fair value of patents and trademarks acquired in a business combination is based on the discounted
estimated royalty payments that have been avoided as a result of the patent or trademark being owned. The
fair value of other intangible assets is based on the discounted cash flows expected to be derived from the
use and eventual sale of the assets.

(c) Inventories

The fair value of inventory acquired in a business combination is determined based on its estimated selling
price in the ordinary course of business less the estimated costs of completion and sale, and a reasonable
profit margin based on the effort required to complete and sell the inventory.

(d) Contingent liabilities

Contingent liabilities are recognised at fair value on acquisition, if their fair value can be measured reliably. The
amount represents what a third party would charge to assume those contingent liabilities, and such amount
reflects all expectations about possible cash flows and not the single most likely or the expected maximum
or minimum cash flow. If, after initial recognition, the contingent liability becomes a liability, and the provision
required is higher than the fair value recognised at acquisition, then the liability is increased.

The additional amount is recognised as a current period expense. If after initial recognition the provision
required is lower than the amount recognised at acquisition, then the liability is recognised at the fair value
on acquisition and decreased, if appropriate, for the amortisation of the contingent liability to unwind the
discount embedded in the fair value of the contingent liability.
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5. Acquisitions and disposals of subsidiaries and minority interests
In the first quarter of 2006 the Group acquired Dux Industries Limited and its subsidiary Aquadux Pty Limited
in New Zealand and Australia respectively (see first column in the table below).

Also in the first quarter of 2006 the Group acquired a small Belgian water treatment business and a small US
business making pipe gaskets (see second column in the table below).

The acquisitions had the following effect on the Group’s assets and liabilities on acquisition date:

Recognised values on acquisition

(€ ‘000s) Notes Dux and Other Total
Aquadux
Intangible assets 12 7 - 7
Property, plant and equipment 13 3,374 661 4,036
Deferred tax assets 23 118 - 118
Inventories 3,692 1,045 4,737
Amounts receivable 3,346 336 3,682
Employee benefits 22 (58) - (58)
Amounts payable (2,315) (190) (2,505)
Net identifiable assets and liabilities 8,164 1,852 10,017
Goodwill on acquisition 12 4,520 2,150 6,670
Consideration paid, satisfied in cash 12,685 4,002 16,687

The value of assets and liabilities recognised on acquisition are their estimated fair values (see note 4 for
methods used in determining fair values). If the above transactions had occurred at the beginning of the period,
management estimates that the additional impact on the Group’s consolidated revenue and profit would
have been insignificant. Goodwill is attributable to the profitability and the growth potential of the acquired
businesses and the expected synergies for the Group. In November 2006 Aliaxis also acquired the remaining
20% interest in Arnomij B.V. in The Netherlands increasing its ownership from 80% to 100%. A goodwill of
€ 651 was recognised.

6. Other operating income and expenses

(€ ‘000s) 2006 2005
Government grants 532 561
Rental income from investment properties 885 829
Operating costs of investment properties (517) (634)
Capital gain/(loss) on the sale of fixed assets 2,687 1,169
Restructuring costs (4,540) (6,141)
Taxes to be considered as operating expenses (9,236) (8,102)
Other rental income 1,534 1,757
Insurance recovery 159 898
Other (947) 2,524
Other operating income / (expenses) (9,444) (7,138)




7. Non-recurring items

(€ ‘000s) Notes 2006 2005
Impairment of goodwill 12 (1,976) (19,462)
Impairment of intangible assets 12 - (2,051)
Non-recurring items (1,976) (21,513)

Non-recurring items essentially relate to the impairment of goodwill (see note 12 below). The impairment of
intangible assets in 2005 amounted to € 2,051 and related to the valuation of a customer list at the time of
a business acquisition.

8. Additional information on operating expenses

The following personnel expenses are included in the operating result:

(€ ‘000s) 2006 2005
Wages & salaries 397,765 375,045
Social security contributions 67,547 64,208
Net change in restructuring provisions (69) 2,254
Expenses for defined benefit plans 16,471 13,792
Contributions to defined contribution plans 6,051 7,158
Share-based payments (see note 22(c)) 1,008 497
Other personnel expenses 13,919 13,778
Personnel expenses 502,692 476,732

The total average number of personnel was as follows:

(in units) 2006 2005
Production 8,204 8,087
Sales and marketing 2,321 2,280
R&D and administration 1,495 1,512
Total workforce 12,020 11,879
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Personnel expenses, depreciation, amortisation and impairment charges for the year 2006 are included in the

following line items of the income statement:

Personnel Depreciation and Amortisation and Total depreciation,
expenses impairment of impairment of amortisation and
property, plant & intangible assets impairment
equipment and
(€ ‘000s) investment property
Cost of sales 282,488 58,191 392 58,583
Commercial expenses 114,710 1,499 70 1,569
Administrative expenses 89,211 6,451 1,545 7,996
R&D expenses 12,806 758 164 922
Other operating income / (expenses) 3,477 2,907 13 2,920
Non-recurring items - - 1,976 1,976
Total 502,692 69,807 4,159 73,966
9. Interest income and expenses
(€ ‘000s) 2006 2005
Interest income from cash and cash equivalents 2,620 3,403
Interest expenses on financial borrowings (33,373) (39,598)
Amortisation of deferred arrangement fees (583) (2,825)
Net interest on other assets, liabilities and provisions 494 (46)
Interest income / (expenses) (30,842) (39,067)
10. Other finance income and expenses
(€ ‘000s) 2006 2005
Dividend income 282 229
Revaluation gains / (losses) on financial instruments 2,007 (1,017)
Foreign exchange gains/(losses), net 1,839 2,227
Bank fees (2,234) (1,849)
Other (98) (1,533)
Other finance income / (expenses) 1,796 (1,944)




11. Income taxes

Income taxes recognised in the income statement can be detailed as follows:

(€ ‘000s) 2006 2005
Current taxes for the year (76,736) (61,054)
Adjustments to current taxes in respect of prior periods 2,063 2,717
Total current tax expense (74,673) (58,337)
Origination and reversal of temporary differences (6,820) (1,697)
Adjustment to deferred taxes in respect of prior periods (263) 4,256
Recognition of deferred tax assets on tax losses 347 7,472
Total deferred tax income/(expense) (6,736) 10,030
Income tax expense in the income statement (81,409) (48,307)

The reconciliation of the effective tax rate with the aggregated weighted nominal tax rate can be
summarised as follows:

(€ ‘000s) 2006 % 2005 %

Profit before taxes 242,363 167,342

Tax at aggregated weighted nominal tax rate (81,689) 33.7% (57,522) 34.4%

Tax effect of:
Non-deductible expenses (2,044) 0.8% (2,137) 1.3%
Non-deductible impairment of goodwill (246) 0.1% (5,893) 3.5%
Current year losses for which no deferred tax asset 312) 0.1% (2,541) 1.5%
is recognised
Taxes on distributed and undistributed earnings (7,281) 3.0% (5,123) 3.1%
Withholding taxes on interest and royalty income (1,168) 0.5% (1,257) 0.8%
Utilisation of tax losses not previously recognised 1,262 -0.5% 7,482 -4.5%
Tax savings from special tax status 8,374 -3.5% 5,587 -3.3%
Current tax adjustments in respect of prior periods 2,063 -0.9% 2,717 -1.6%
Deferred tax adjustments in respect of prior periods (263) 0.1% 4,256 -2.5%
Recognition of deferred tax assets on tax losses 347 -0.1% 7,472 -4.5%
Other (453) 0.2% (1,348) 0.8%

Income tax expense (81,409) 33.6% (48,307) 28.9%
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12. Intangible assets

(€ ‘000s) 2006 2005
Goodwill Other Total Total
intangible intangible intangible
assets assets assets
(finite life)
Cost
As at 1 January 534,232 26,724 560,956 509,557
Movements during the year:
Changes in the consolidation scope 7,321 87 7,408 290
- New consolidation 7,321 87 7,408 290
Acquisitions - 2,585 2,585 2,528
Disposals & retirements - (986) (986) (1,313)
Transfers - 155 155 506
Other movements - 1,029 1,029 -
Exchange difference (30,193) (534) (80,727) 49,388
As at 31 December 511,360 29,060 540,420 560,956
Amortisation and impairment losses
As at 1 January (19,672) (20,486) (40,158) (15,800)
Movements during the year:
Changes in the consolidation scope - (80) (80) -
- New consolidation - (80) (80) -
Charge for the year (1,976) (2,183) (4,159) (24,146)
- Ordinary amortisation - (2,172) 2,172) (2,633)
- Impairment (recognized) / reversed (1,976) (11) (1,987) (21,513)
Disposals & retirements - 934 934 1,299
Transfers - (103) (103) @477)
Other movements - (870) (870) -
Exchange difference 20 449 468 (1,035)
As at 31 December (21,628) (22,341) (43,969) (40,158)
Carrying amount at the end of the period 489,732 6,719 496,451 520,798
Carrying amount at the end of the previous period 514,560 6,238 520,798 493,757




The recognition criteria regarding development expenditure were not met and those expenditures have
therefore been recognised in the income statement as an expense. The Group’s goodwill relates mainly to
the plastics activities acquired prior to the Group’s formation through the purchases of Etex S.A., Marley plc,
and Glynwed Pipe Systems.

The carrying amount of goodwill is as follows at 31 December

(€ ‘000s) 2006

Reporting unit, country

Ipex, Canada and USA 242,375
FIP, Italy 61,887
Friatec, Germany 44,425
Philmac, Australia 31,298
Nicoll, France 26,495
Marley, Germany 19,402
Marley Plastics, UK 8,532
Durapipe, UK 6,154
Other 49,163
Goodwill 489,732

) Carrying amount of goodwill for various CGUs of which none is individually significant.

The Group tests goodwill annually for impairment or more frequently if there are indications that goodwill
might be impaired.

The recoverable amounts of the CGUs are determined from value-in-use calculations.

Those calculations use free cash flow projections based on actual operating results and the 2007 budget. For
subsequent years free cash flows are extrapolated using the strategic plan assumptions for each reporting unit
as approved by key management of the Group. The terminal value is based on a normalised cash flow for each
business and a sustainable nominal growth rate (including expected inflation rate) of on average 3.5 %, which
is below the expected nominal growth rate for developed countries. The projections are made in the functional
currency of the CGU and discounted at the unit’s pre-tax weighted average cost of capital.

The latter ranged primarily between 10.8% and 16.6%. These calculations are corroborated by
valuation multiples.

The tests resulted in an impairment of goodwill for a total amount of € 1,976 (2005 : € 19,462) and related
to the goodwill assigned to businesses in Australia, The Netherlands and Belgium (2005 : Poland, Malaysia,
United Kingdom and France).
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13. Property, plant and equipment

(€ ‘000s) 2006 2005
Land & Plant, Other Under Total Total

buildings mach. constr

& equip. & advance

payments

Cost or deemed cost

As at 1 January 358,063 897,292 89,667 28,874 1,373,896 1,272,088
Movements during the year:
Changes in the consolidation scope 2,646 1,008 382 - 4,036 (48)
- New consolidation 2,646 1,008 382 - 4,036 961
- Deconsolidation - - - - - (1,009)
Acquisitions 13,029 42,138 6,675 19,947 81,790 70,908
Disposals & retirements 8,212) (12,049) (6,018) (827) (21,606) (35,338)
Transfers 2,435 9,829 (228)  (12,191) (155) (129)
Other movements - 257 - - 257 (166)
Exchange difference (7,992) (25,364) (2,013) (1,244) (36,612) 66,582
As at 31 December 364,969 913,112 88,465 35,059 1,401,605 1,373,896

Depreciation and impairment losses
As at 1 January (73,752)  (673,307) (70,142) - (817,202) (739,451)

Movements during the year:

Changes in the consolidation scope - - - - - 685
- Deconsolidation - - - - - 685
Charge for the year (12,949) (49,668) (6,955) - (69,572) (68,961)
- Ordinary depreciation (12,348) (47,919) 6,811) - (67,078) (68,261)
- Impairment (recognised) / reversed (601) (1,748) (145) - (2,494) (699)
Disposals & retirements 502 10,903 5,685 - 17,090 29,157
Transfers (87) 83 108 - 103 100
Other movements - (257) - - (257) -
Exchange difference 2,143 17,897 1,428 - 21,467 (38,732)
As at 31 December (84,144)  (694,348) (69,877) - (848,369) (817,202)
Carrying amount at the end of the 280,825 218,763 18,588 35,059 553,236 556,695
period
Carrying amount at the end of the 284,310 223,985 19,526 28,874 556,695 532,637

previous period

Of which:
Leased assets at the end of the period 6,765 2,418 1,330 - 10,514 10,433
Leased assets at the end 4,024 4,449 1,959 - 10,433 10,657

of the previous period

Management considers that residual values of depreciable property, plant and equipment are insignificant.
Leased assets principally consist of buildings and machinery. During the year 2006 new leased assets were
acquired for a total amount of € 4,215 (2005 : € 1,366).



14. Investment properties

(€ ‘000s) 2006 2005

Cost

As at 1 January 11,901 11,931

Movements during the year:

Acquisitions 7 -

Exchange difference (120) (30)

As at 31 December 11,788 11,901

Depreciation and impairment losses

As at 1 January (1,187) (955)

Movements during the year:

Charge for the year (235) (237)
- Ordinary depreciation (235) (237)

Exchange difference 26 5

As at 31 December (1,396) (1,187)

Carrying amount at 31 December 10,392 10,715

Investment property comprises three commercial properties which are leased (in whole
parties. The fair market value of the investment properties is estimated at € 13.2 million.

15. Equity accounted investees

or in part) to third

(€ ‘000s) 2006 2005
Carrying amount at 1 January 19,824 11,849
Movements during the year:

Dividends (2,276) (552)
Result of the year 5,163 4,857
Exchange difference (2,988) 3,671
Carrying amount at 31 December 19,723 19,824

The carrying amount of equity accounted investees represents only one investment

Summarised financial information 2006 2005
Property, plant & equipment 12,219 15,115
Other non current assets 1,944 574
Current assets 48,172 49,898
Non current liabilities (701) (949)
Current liabilities (12,327) (15,079)
Total net assets 49,308 49,559
Net sales 57,838 57,139
Operating profit 14,789 14,198
Profit after income tax 12,907 12,141

) Not adjusted for the percentage ownership held by Aliaxis
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16. Inventories

As at 31 December 2006 2005
(€ ‘000s)
Raw materials, packaging materials and consumables 51,730 52,799
Components 37,840 34,406
Work in progress 17,290 17,677
Finished goods 212,190 192,367
Goods purchased for resale 41,942 39,150
Inventories 360,992 336,400
The amount of write downs recognised on inventories during the period amounted to € 4,421
(2005 : € 6,975).
17. Amounts receivable
As at 31 December 2006 2005
(€ ‘000s)
Trade receivables - gross 291,078 300,230
Allowance for doubtful debtors (12,792) (14,020)
Trade receivables 278,285 286,211
Income taxes recoverable 7,633 5,617
Other taxes recoverable 13,099 9,907
Derivative financial instruments with positive fair values 6,209 3,049
Other 12,028 13,301
Other amounts receivable 38,968 31,874
Amounts receivable 317,254 318,085
18. Cash and cash equivalents
As at 31 December 2006 2005
(€ ‘000s)
Short term bank deposits 8,628 12,183
Bank current accounts 73,187 75,559
Cash 225 240
Cash & cash equivalents 82,040 87,983
Bank overdrafts (33,884) (26,015)
Cash & cash equivalents in the cash flow statement 48,156 61,967




19. Equity

Share capital and share premium

The share capital and share premium of the Company as at 31 December 2006 amounts to € 75,514 (2005 :
€ 75,329), represented by 91,074,465 fully paid ordinary shares without par value (2005 : 91,051,365).
During 2006 the share capital and share premium increased by € 16 and € 169 respectively as a result of the
exercise of stock options of the 2000 stock option plan.

The holders of ordinary shares are entitled to receive dividends as declared and one vote per share at
shareholders’ meetings of the Company.

Hedging reserve
The hedging reserve comprises the effective portion of the accumulated net change in the fair value of cash
flow hedge instruments for a total amount of € 614 (2005 : € (3,361)). In this respect see also note 26.

Reserve for own shares

At 31 December 2006 the Group held 6,052,337 of the Company’s shares (2005 : 5,410,827).

During 2006 the Group acquired in total 641,510 shares of which 1,200 were acquired from Group personnel
(puts exercised in respect of shares acquired under the 2000 stock option plan — see note 22(c)) and 640,311
shares were acquired from a third party. The Group paid in total € 7,975 for the 641,510 shares acquired.
During 2005 the Group acquired in total 233,700 shares of which 100,500 were acquired from Group personnel
(puts exercised in respect of shares acquired under the 2000 stock option plan — see note 22(c)) and 133,200
shares were acquired from a third party. The Group paid in total € 3,116 for the 233,700 shares acquired.

Translation reserve

The translation reserve comprises all foreign currency differences arising from the translation of the financial
statements of foreign entities of the Group. The negative change in the translation reserve during 2006 amounts
to € 43,556 and is mainly attributable to the weakening of the CAD and USD versus the EUR.

In 2005 the positive change in the translation reserve amounted to € 63,945 and was mainly attributable to the
strengthening of the CAD and USD versus the EUR.

Dividends

On 3 July 2006 a dividend of € 14,568 (a gross dividend of € 0.16 per share) was declared and paid by Aliaxis.
A dividend of € 17,304 (a gross dividend of € 0.19 per share) is proposed by the directors for the current year.
This dividend has not been provided for.

20. Earnings per share
Basic earnings per share
The calculation of basic earnings per share is based on the profit attributable to equity holders of Aliaxis of

€ 164,791 (2005: € 122,288) and the weighted average number of ordinary shares outstanding during the year
net of treasury shares, calculated as follows:

Weighted average number of ordinary shares, net of treasury shares 2006 2005

(in thousands of shares)

Issued ordinary shares 91,051 90,812
Treasury shares (5,411) (5,177)
Issued ordinary shares at 1 January, net of treasury shares 85,641 85,635
Effect of shares issued during the year 9 82
Effect of treasury shares acquired during the year (199) (53)
Weighted average number of ordinary shares at 31 December, net of treasury shares 85,450 85,664
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Diluted earnings per share
The calculation of diluted earnings per share is based on the profit attributable to equity holders of Aliaxis
of € 164,791 (2005: € 122,288) and the weighted average number of ordinary shares outstanding during

the year net of treasury shares and after adjustment for the dilutive effects of potential new ordinary shares,
calculated as follows:

Weighted average number of ordinary shares (diluted), net of treasury shares 2006 2005

(in thousands of shares)

Weighted average number of ordinary shares, net of treasury shares (basic) 85,450 85,664
Effect of share options 576 237
Weighted average number of ordinary shares at 31 December (diluted), 86,026 85,901

net of treasury shares

21. Interest bearing loans and borrowings

As at 31 December 2006 2005
(€ ‘000s)

Non-current

Secured bank loans 902 542
Unsecured bank loans 428,013 581,873
Deferred arrangement fees (880) (1,454)
Finance lease liability 8,234 5,898
Other loans and borrowings 23,593 23,551
Non-current interest bearing loans and borrowings 459,861 610,410
Current

Secured bank loans 485 681
Unsecured bank loans 57,802 21,798
Deferred arrangement fees (586) (582)
Finance lease liability 1,819 2,283
Other loans and borrowings 1,176 1,010
Current interest bearing loans and borrowings 60,695 25,190
Interest bearing loans and borrowings 520,557 635,600

The main source of financing of the Group is a 5 year committed multi currency revolving credit facility of
€ 1 billion between Aliaxis Finance S.A. and a syndicate of banks, which was arranged in May 2005.

This syndicated loan is unsecured and subject to standard covenants and undertakings for this type of
facility. The borrowing rate is based on a short-term interest rate plus margin. The management of interest
rate risk is described in note 26.

In May 2006 the Group requested and obtained a 1 year extension of this facility for € 954 million.
At 31 December 2006 € 447 million of the facility was taken up (2005: € 585 million).

Other facilities of Aliaxis Finance S.A. and other subsidiaries of the Group include a number of additional
bilateral and multilateral credit facilities.



Terms and debt repayment schedule

(€ ‘000s) Total 1 year 1-2 years 2-5 years More than
or less 5 years
Secured bank loans 1,387 485 436 384 81
Unsecured bank loans 485,814 57,802 1,205 426,808 -
Deferred arrangement fees (1,466) (586) (586) (293) -
Finance lease liability 10,053 1,819 1,459 2,344 4,431
Other loans and borrowings 24,769 1,176 1,509 22,084 -
Total at 31 December 2006 520,557 60,695 4,022 451,327 4,512
Finance lease liabilities 2006 2005
(€ ‘000s) Minimum lease Interest Principal Minimum lease Interest Principal
payments payments
Less than 1 year 2,177 358 1,819 2,549 266 2,283
Between 1 and 5 years 4,513 710 3,803 3,864 288 3,577
More than 5 years 5,168 737 4,431 2,446 125 2,322
Total at 31 December 11,858 1,806 10,053 8,860 678 8,181

22. Employee benefits

Aliaxis maintains benefit plans such as retirement and medical care plans, termination plans and other long-
term benefit plans in several countries in which the Group operates. In addition the Group also has some
share-based payment plans.

(a) Defined contribution plans

For defined contribution plans, Group companies pay contributions to pension funds or insurance companies.
Once the contributions have been paid, the Group companies have no further payment obligation. The regular
contributions constitute an expense for the year in which they are due. In 2006, the defined contribution plan
expenses for the Group amounted to € 6,051 (€ 7,158 in 2005).

(b) Defined benefit plans
Aliaxis has a total of 79 defined benefit plans, which provide the following benefits:

e Retirement benefits : 52
e Long service awards : 16
e Termination benefits : 7
e Medical benefits : 4

All the plans have been established in accordance with common practice and legal requirements in each
relevant country. The retirement benefit plans generally provide a benefit related to years of service and rates
of pay close to retirement. The plans in Belgium, South Africa, Switzerland and UK are separately funded
through external insurance contracts or through separate funds. There are both funded and unfunded plans
in Canada, Germany and France. The plans in Italy, New Zealand and USA are unfunded. The termination
benefit plans consist of early retirement plans in Germany. The medical plans provide medical benefits after
retirement to former employees in France, South Africa, USA and UK. The long service awards are granted
in Austria, Germany, New Zealand and France.
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The Group’s net liability for post-employment, termination and other long term benefit plans comprise the following at 31 December:

(€ ‘000s) 2006 2005
Retirement Termination Other TOTAL Retirement Termination Other TOTAL
and medical benefits long term and medical benefits long term
plans benefits plans benefits
Present value of funded obligations 215,529 - - 215,529 206,061 - - 206,061
Fair value of plan assets (185,134) - - (185,134) (149,442) - - (149,442)
Present value of net funded obligations 30,395 - - 30,395 56,618 - - 56,618
Present value of unfunded obligations 44,451 4,697 2,969 52,117 37,759 5,064 2,785 45,608
Unrecognised actuarial gains/(losses) (3,677) - - (3,677) (14,674) - - (14,674)
Unrecognised past service cost (2,222) - - (2,222) - - - -
Unrecognised asset due to asset limit 1,223 - - 1,223 - - - -
Total defined benefit liabilities / (assets) 70,170 4,697 2,969 77,836 79,703 5,064 2,785 87,552
Liabilities 70,230 4,697 2,969 77,896 79,728 5,064 2,785 87,576
Assets (60) - - (60) (25) - - (25)
Net liability at 31 December 70,170 4,697 2,969 77,836 79,703 5,064 2,785 87,552
The movements in the net liability for defined benefit obligations recognised in the balance sheet at 31 December are as follows:
(€ ‘000s) 2006 2005
Retirement  Termination Other TOTAL  Retirement Termination Other TOTAL
and medical benefits long term and medical benefits long term
plans benefits plans benefits
Net liability in the balance sheet at 1 January 79,703 5,064 2,785 87,552 80,774 6,262 2,457 89,493
Employer contributions (23,736) (1,456) (187) (25,379) (17,005) (1,284) (175) (18,464)
Pension expense recognised in the 15,016 1,089 366 16,471 13,261 86 446 13,792
income statement
Scope changes - - 58 58 - - - -
Exchange difference (813) - (52) (865) 2,673 - 57 2,730
Net liability at 31 December 70,170 4,697 2,969 77,836 79,703 5,064 2,785 87,552
The changes in the present value of the defined benefit obligations are as follows:
(€ ‘000s) 2006 2005
Retirement  Termination Other TOTAL Retirement  Termination Other TOTAL
and medical benefits long term and medical benefits long term
plans benefits plans benefits
Defined benefit obligation at 1 January 243,820 5,064 2,785 251,668 194,641 6,262 2,457 203,360
Service cost 14,300 - 248 14,549 13,037 - 231 13,268
Interest cost 11,843 - 88 11,931 10,623 - 88 10,711
Actuarial (gains) / losses 9,141) 1,089 30 (8,021) 25,925 86 112 26,123
Past service cost 2,707 - - 2,707 296 - 14 310
(Gains) / losses on curtailment (123) - - (123) 917) - - 917)
Benefits paid 9,822) (1,456) (187) (11,465) (6,162) (1,284) (175) (7,621)
Scope changes - - 58 58 - - - -
Other movements 5,815 - - 5,815 - - - -
Exchange difference 581 - (52) 528 6,378 - 57 6,435
Defined benefit obligation at 31 December 259,980 4,697 2,969 267,646 243,820 5,064 2,785 251,668

1 Other movements relate to the recognition of two defined contribution plans with a minimum guaranteed return in Switzeriand.



The changes in the fair value of plan assets are as follows:

(€ ‘000s) 2006 2005
Retirement Termination Other TOTAL Retirement Termination Other TOTAL
and medical benefits long term and medical benefits long term
plans benefits plans benefits
Fair value of plan assets (149,442) - - (149,442) (114,022) - - (114,022)
at 1 January
Expected return (10,742) - - (10,742) (8,468) - - (8,468)
Actuarial (gains) / losses (1,945) - - (1,945) (11,095) - - (11,095)
Contributions by (25,169) (1,456) (187) (26,812) (18,364) (1,284) (175)  (19,824)
employer and employee
Benefits paid 9,822 1,456 187 11,465 6,162 1,284 175 7,621
Other movements (6,303) - - (6,303) - - - -
Exchange differences (1,354) - - (1,354) (8,654) - - (8,654)
Fair value of plan (185,134) - - (185,139 (149,442) - - (149,442

assets at 31 December

1 Other movements relate to the recognition of two defined contribution plans with a minimum guaranteed return in Switzeriand.

The actual return on plan assets in 2006 and 2005 was € 12,810 and € 19,577 respectively.

The total contributions amounted to € 26,812 (2005: € 19,824) of which € 25,379 was contributed by the
employer (2005: € 18,464) and € 1,433 was contributed by the employee (2005: € 1,360). The increase in
the employer contributions is essentially due to the special contributions in December 2006 (see below).

During 2006 both the defined benefit obligation and the fair value of plan assets have increased. For the
defined benefit obligation this is due to plans being one year older, partially offset by a slightly higher discount
rate. The funded position, i.e. the ratio of assets to the defined benefit obligation, has increased from around
59% to around 69%. The increase in the funded position is essentially due to the special contributions made
in December 2006 (see below).

The net defined benefit liability has substantially decreased during the year from € 88 million to € 78 million.
This decrease is essentially due to the special contributions made in December 2006 to pension plans in
France (€ 1,800) and in the UK (€ 8,067).

The total employer contributions are € 8.9 million higher than the pension expense. Again this is essentially
due to the special employer contributions in December 2006 (see above).

The pension expense for 2006 is € 16.5 million (2005 : € 13.8 million).

The Group expects to contribute approximately € 16.7 million to its defined benefit plans in 2007.

The historical evolution of the present value of the defined benefit obligation, the fair value of plan assets, the
unrecognised actuarial gains and losses, the unrecognised past service costs and the unrecognised assets
is as follows:

At 31 December 2006 2005
(€ ‘000s)
Present value of defined benefit obligations 267,646 251,668
Fair value of plan assets (185,134) (149,442)
Unrecognised actuarial gains/(losses) (8,677) (14,674)
Unrecognised past service costs (2,222) -
Unrecognised asset due to asset limit 1,223 -
Change in the actuarial gains/(losses) during the year 9,966 (15,027)
of which:
- due to experience adjustments 1,950 10,156
- due to assumption adjustments 8,017 (25,183)
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The expense recognised in the income statement with regard to defined benefit plans can be detailed
as follows:

(€ ‘000s) 2006 2005
Retirement Termination Other TOTAL Retirement Termination Other TOTAL
and benefits long term and medical benefits long term
medical benefits plans benefits
plans
Current service cost 12,867 - 248 13,116 11,677 - 231 11,909
Interest cost 11,843 - 88 11,931 10,623 - 88 10,711
Expected return on plan assets (10,742) - - (10,742) (8,468) - - (8,468)
Actuarial (gains) / losses (111) 1,089 30 1,008 151 86 112 349
recognised in the year
Past service cost 485 - - 485 296 - 14 310
(Gains) / losses on curtailments (122) - - (122) (867) - - (867)
& settlements
Other ® 162 - - 162 - - - -
Change in amount not 633 - - 633 (151) - - (151)

recognised as an asset

Total 15,016 1,089 366 16,471 13,261 86 446 13,792

1 Other relate to the recognition of two defined contribution plans with a minimum guaranteed return in Switzerland.

The employee benefit expense is included in the following line items of the income statement:

(€ ‘000s) 2006 2005
Cost of sales 6,578 6,403
Commercial expenses 2,684 2,288
Administrative expenses 6,492 4,817
R&D expenses 393 314
Other operating income / (expenses) 325 (29)
Total 16,471 13,792

The principal actuarial assumptions at the reporting date (expressed as weighted averages) can be summarised

as follows:
2006 2005
Discount rate at 31 December 4.96% 4.72%
Expected return on assets at 31 December 6.81% 6.87%
Rate of salary increases 3.90% 3.82%
Medical cost trend rate 5.43% 5.16%
Pension increase rate 2.50% 2.40%

The discount rate and the salary increase rate have been weighted by the defined benefit obligation. The
expected return on assets has been weighted by the fair value of plan assets. The medical trend rate has
been weighted by the defined benefit obligation of those plans paying pensions rather than by lump sums
on retirement.



At 31 December the plan assets are broken down into the following categories according to the asset
portfolios weighted by the amount of assets:

2006 2005
Government bonds 14.81% 16.36%
Corporate bonds 8.90% 9.88%
Equity instruments 57.03% 62.33%
Cash 5.63% 0.05%
Insurance contracts 7.80% 9.15%
Other 5.83% 2.23%

100.00% 100.00%

The plan assets do not include investments in the Group’s own shares or in property occupied by the
Group.

(c) Share-based payments

On 23 June 2004, Aliaxis approved a share option programme entitling key management personnel and
senior employees to purchase shares of the Company, and authorising the issuance of up to 3,250,000
options to be granted annually over a period of 5 years. Three stock option plans were accordingly granted
on 5 July 2004 (SOP 2004), 4 July 2005 (SOP 2005) and 3 July 2006 (SOP 2006) respectively.

One option gives the beneficiary the right to buy one ordinary share of the Company. The vesting period is
4 years after the grant date, and the options can be exercised subsequently during a period of 3 years with
one exercise period per year. Options are to be settled by the physical delivery of shares using the treasury
shares held by Aliaxis (see note 19).

Each beneficiary is also granted a put option, as long as the Group remains unlisted, whereby Aliaxis shares
acquired under these plans can be sold back to the Group at a price to be determined at each put exercise

period. The put exercise periods run in parallel with the exercise periods of each plan.

At each grant/exercise date, Aliaxis determines the fair value of the shares by applying market multiples
derived from a representative sample of listed companies to its last annual financial performance.

Details of these stock option plans are as follows:

Number of stock options

Date Exercise price Exercise periods

granted (in€) Granted Exercised Forfeited Outstanding 1 June - 20 June

SOP 2004 05.07.2004 9.19 647,500 - 4,952 642,548 2008 - 2011

SOP 2005 04.07.2005 12.08 617,000 - 6,095 610,905 2009 - 2012

SOP 2006 03.07.2006 18.35 594,000 - 7,238 586,762 2010 - 2013
1,858,500 - 18,285 1,840,215
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The number and weighted average exercise price of share options is as follows:

2006 2005

Number of Weighted Number of Weighted

options average options average

exercise price exercise price

per option (in €) per option (in €)

Outstanding at 1 January 1,264,500 10.60 647,500 9.19
Movements during the year:

Options granted 594,000 18.35 617,000 12.08

Options exercised - - - -

Options forfeited 18,285 13.78 - -

Outstanding at 31 December 1,840,215 13.07 1,264,500 10.60

Exercisable at 31 December - -

The fair value of the services received in return for share options granted is based on the fair value of share
options granted, measured using the Black-Scholes valuation model, with the following assumptions:

Fair value and assumptions SOP 2006 SOP 2005 SOP 2004
Fair value at grant date (€ per option) 4.39 2.39 1.93
Share price (€) 18.35 12.08 9.19
Exercise price (€) 18.35 12.08 9.19
Expected volatility (%) 21 21 21
Expected option average life (years) 5.5 5.5 5.5
Expected dividends (€) 0.12 0.11 0.1
Risk-free interest rate (%) 4.08 2.76 3.75

The expected volatility percentage is based on the historical volatility which is observed for comparable
companies in Belgium. Expected dividends take into account a 10% growth per annum. The risk-free
interest rate is based on the SWAP Euro interest rate corresponding to the expected options’ average life.
The vesting expectations are based on historical data of key management personnel turnover.

Personnel expenses for share-based payments recorded in the income statement (see note 8) are as follows:

(€ ‘000s) 2006 2005
SOP 2004 312 312
SOP 2005 369 184
SOP 2006 327

Share-based payments related expense 1,008 497

Additionally, one share option arrangement was granted in the year 2000. This plan has resulted in the
issuance of new shares pursuant to the exercise of these options, together with the acquisition by Aliaxis of
these shares following put options granted together with the options. At 31 December 2006, 60,600 options
are outstanding. The recognition and measurement principles in IFRS 2 have not been applied to this plan.



23. Deferred tax assets and liabilities

The change in deferred tax assets and liabilities is as follows:

(€ ‘000s) Assets Liabilities Net

2006 2005 2006 2005 2006 2005
As at 1 January 58,099 49,394 (83,217) (85,329) (25,118) (35,935)
Recognised in the income (9,999) 4,832 3,263 5,198 (6,736) 10,030
statement
Scope changes 118 - - - 118 -
Exchange difference (2,845) 3,873 1,750 (3,087) (1,095) 786
As at 31 December 45,373 58,099 (78,204) (83,217) (32,831) (25,118)

Deferred tax assets and liabilities are attributable to the following items:

(€ ‘000s) Assets Liabilities Net

2006 2005 2006 2005 2006 2005
Intangible assets 3,757 4,885 (451) (358) 3,306 4,527
Property, plant and equipment 1,086 1,519 (65,621) (71,341) (64,535) (69,822)
Inventories 6,249 5,802 (1,044) (1,191) 5,205 4,612
Post employment benefits 16,723 20,141 (116) (98) 16,606 20,043
Provisions 4,072 3,552 (534) (583) 3,538 2,968
Loans and borrowings - 2 (335) (381) (335) (879)
Undistributed earnings - - (4,398) (4,268) (4,398) (4,268)
Other assets and liabilities 7,696 7,292 (5,705) (4,997) 1,991 2,295
Loss carry forwards 5,790 14,908 - - 5,790 14,908
Tax assets / (liabilities) 45,373 58,099 (78,204) (83,217) (32,831) (25,118)
Set-off of assets and liabilities (26,282) (28,580) 26,282 28,580 - -
Net tax assets / (liabilities) 19,090 29,520 (51,922) (54,637) (32,831) (25,118)

Tax losses carried forward on which no deferred tax asset is recognised amount to € 114 million (2005:
€ 160 million). € 107 million of these tax losses do not have an expiration date. € 7 million will expire by
the end of 2011.

Deferred tax assets have not been recognised on these tax losses available for carry forward because it is not
likely that future taxable profits will be available against which the unused tax losses can be utilised.
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24. Provisions

(€ ‘000s) Product Restructuring Other TOTAL
liability
As at 1 january 2006 9,137 3,458 8,467 21,062
Movements during the year:
Provisions created 7,305 1,583 2,818 11,706
Provisions used (2,834) (2,456) (3,498) (8,788)
Provisions reversed (243) (444) (1,269) (1,956)
Other movements 207 29 (12) 224
Exchange difference (798) (46) (125) (969)
As at 31 December 2006 12,774 2,123 6,382 21,280
Non-current balance at the end of the period 4,739 158 5,292 10,188
Current balance at the end of the period 8,035 1,966 1,091 11,092
25. Amounts payable
As at 31 December 2006 2005
(€ ‘000s)
Trade payables 193,232 189,765
Payroll and social security payable 78,621 75,036
Income taxes payable 22,686 22,152
Taxes (other than income) payable 8,438 6,936
Derivative financial instruments with negative fair values 3,358 7,262
Interest payable 2,025 2,446
Other payables 11,638 18,706
Amounts payable 319,999 322,304

26. Financial instruments

Risks relating to credit worthiness, interest rate and exchange rate movements, commodity prices and
liquidity arise in the Group’s normal course of business. However the most significant financial exposures
for the Group relate to the fluctuation of interest rates on the Group’s financial debt and to fluctuations in

currency exchange rates.

The Group addresses these risks and defines strategies to limit their economic impact on its performance
in accordance with its financial risk management policy. Such policy includes the use of derivative financial
instruments. Although these derivative financial instruments are subject to fluctuations in market prices
subsequent to their acquisition, such changes are generally offset by opposite changes in the value of the

underlying items being hedged.



Foreign currency risk

Transaction exposure

The Group is exposed to foreign currency risk on transactions such as sales, purchases, borrowings,
dividends, fees and interest denominated in non-Euro currencies. Currencies giving rise to such risk are
primarily the Canadian dollar, sterling and the US dollar.

Where there is no natural hedge, the foreign currency risk is primarily managed by the use of forward
exchange contracts. All contracts have maturities of less than one year.

Foreign currency risk on firm commitments and forecast transactions is subject to hedging (in whole or in
part) when the underlying operating transactions are reasonably expected to occur within a determined
time frame.

Hedge accounting is not applied to derivative instruments that economically hedge monetary assets and
liabilities denominated in foreign currencies. Changes in the fair value of such derivatives are recognised
in profit and loss as part of foreign currency gains and losses.

The change in the fair value of forward exchange contracts outstanding at 31 December 2006, amounting
to € 850, is accounted for as an expense in the income statement (2005: income of € 284).

Net investment exposure

The Group’s policy is to partially hedge the risk arising from consolidating net assets denominated in non-
Euro currencies by permanently maintaining borrowings in such non-Euro currencies. Where a foreign
currency borrowing is used to hedge a net investment in a foreign operation, exchange differences arising on
translation of the borrowing are recognised directly in translation reserve within equity.

The Group’s net investments in Canada, USA, UK, New Zealand, Australia and South Africa are partially
hedged through borrowings maintained in the currency of each country.

At 31 December 2005 € 22,129 of exchange losses on borrowings were accounted for as a change in
translation reserve within equity.

At 31 December 2006 € 8,976 of exchange gains on borrowings were accounted for as a change in translation
reserve within equity.

Credit risk
Credit risk relates to all forms of counterparty exposure where counterparties may default their obligations to
the Group in relation to financial activities.

Management has a credit policy in place and the exposure to credit risk is monitored on an ongoing basis.
Credit evaluations are performed on all customers requiring credit above a certain amount. The Group does
not require collateral in respect of financial assets.

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.

Investments are allowed only in liquid securities and only with counterparties that have a robust credit
rating. Transactions involving derivatives are with counterparties with whom the Group has a signed netting
agreement and who have sound credit ratings. Management does not expect any counterparty to fail to
meet its obligations.

The maximum exposure to credit risk is represented by the carrying amount of each financial asset, including
derivatives in the balance sheet.

Commodity risk

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 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.
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The Group tries to optimise its resin purchases thanks to a centralised approach to the procurement of major
raw materials.

In addition the Group is exposed to energy prices and may, under specific circumstances, enter into hedging
contracts. At 31 December 2005, such an energy hedging contract existed in Canada and a positive fair value
adjustment of € 1,191 was accounted for through the income statement.

Interest rate risk
The Group’s floating-rate borrowings are exposed to the risk of changes in cash flows due to changes in
interest rates. The main source of the Group’s financing is a 5 year committed unsecured multi currency

floating-rate revolving credit facility of € 954 million (see note 21) of which € 447 million was taken up (2005:
€ 585 million).

The Group’s policy is to hedge its interest rate risk through swaps, caps, synthetic options and other
derivatives. No derivatives are ever acquired or maintained for speculative or leveraged transactions.

The table below provides an overview of the nominal amounts (by maturity) of the derivative financial
instruments used to hedge the interest rate risk.

(€ ‘000s) Nominal amount at Nominal amount at

31 December 2006 31 December 2005
Type of derivative financial 1 year 1to5 More than 1 year 1to5 More than
instrument or less years 5 years or less years 5 years
Interest rate swaps 20,000 180,372 - 262,432 86,742 112,860
Options (caps, floors, collars) - 130,189 - - 84,572 -
Other interest rate derivatives - 100,286 - - 144,769 -

The Group has applied cash flow hedge accounting for derivative financial instruments with a total notional
amount of € 151,122 (2005: € 250,072). Consequently, the fair value adjustment for the effective portion of
these derivatives is recognised directly in equity (hedging reserve). The fair value adjustment for the ineffective
portion of these derivatives is accounted for in the income statement. The amount of such adjustment was
insignificant in both 2006 and 2005.

The evolution in the hedging reserve is as follows:

(€ ‘000s) 2006 2005
As at 1 January (3,361) (11,075)
New instruments contracted 266 726
Existing instruments settled 746 418
Recycled to the income statement 2,124 3,432
Changes in fair value of existing contracts 860 3,377
Exchange difference 21) (239)
As at 31 December 614 (3,361)

Those derivative financial instruments which do not meet the criteria to be considered as cash flow hedges
are accounted for as derivatives held-for-trading and the fair value adjustments to these instruments are
accounted for in the income statement. In 2006, the net fair value adjustment was a gain of € 7,030 (2005:
a gain of € 1,806).



Fair value

The table below presents the positive and negative fair values of derivative financial instruments as taken
up in the balance sheet in current amounts receivable and current amounts payable respectively. Also the
notional amounts of the derivative financial instruments per maturity are taken up.

(€ ‘000s) Fair value Notional amount
Positive Negative less than 6 to 12 1to5 more Total
6 months months years than
5 years
Interest rate swaps 1,085 153 20,000 - 118,034 - 138,034
Interest rate options 59 - - 13,088 - 13,088
Derivatives held as cash flow 1,144 1563 20,000 - 131,122 - 151,122
hedges
Interest rate swaps - 240 - - 22,338 - 22,338
Derivatives held as non-effective - 240 - - 22,338 - 22,338

cash flow hedges

Interest rate swaps 1,247 - - - 40,000 - 40,000
Interest rate options 1,582 2 - - 117,101 - 117,101
Other interest rate derivatives 2,163 2,265 - - 100,286 - 100,286
Derivatives not qualifying as cash 4,992 2,267 - - 257,387 - 257,387

flow hedges

Total 6,136 2,660 20,000 - 410,847 - 430,847

Some assets classified as other non-current assets and some finance lease debts may have a fair value
which differs from their carrying amount. Any such differences are insignificant.

Effective interest rates
The following table shows the effective interest rates for the Group’s non-current and current interest bearing
loans and borrowings.

As at 31 December 2006 As at 31 December 2005
Outstanding Effect of Outstanding Effect of
interest bearing  Floating interest Effective interest bearing Floating interest Effective
loans and interest rate interest loans and  interest rate  interest
(€ ‘000s) borrowings rate hedges rate borrowings rate hedges rate
Euro 113,300 3.23% 1.28% 4.51% 267,500 2.73% 1.65% 4.38%
Canadian dollar 196,322 4.39% 0.52% 4.91% 218,579 3.29% 1.52% 4.81%
Sterling 94,192 5.13% 0.74% 5.87% 72,961 5.42% 0.29% 5.71%
US dollar 37,965 5.41% -0.15% 5.26% 42,384 3.78% 0.17% 3.95%
New Zealand dollar 23,498 7.89% 7.89% 8,686 7.85% 7.85%
Australian dollar 21,329 6.16% 0.26% 6.42%
South African rand 6,513 7.85% 0.17% 8.02%
Other ® 27,438 25,490
Total interest bearing 520,557 635,600

loans and borrowings

) Other interest bearing loans and borrowings include loans and finance lease liabilities in many different
currencies at both fixed and floating rates.
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27. Operating leases

(€ ‘000s) Cost as a lessee

Incurred during the year 14,644

Committed to:

Not later than one year 14,010
Later than one year and not later than 5 years 29,506
Later than 5 years 20,101
Total committed 63,618

Operating leases mainly relate to buildings and warehouses and to vehicles.

28. Guarantees, collateral and contractual commitments

As at 31 December 2006 2005
(€ ‘000s)

Personal guarantees given for third party commitments @ 192,273 10,034
Real guarantees given 5,873 3,403
Contractual commitments to acquire assets 192,692 8,737

'n 2006 € 172 million is related to the acquisition of Durman Esquivel S.A. (see note 32).

29. Contingencies

In common with many manufacturing and distribution businesses, Aliaxis companies may, in the ordinary
course of their activities, be involved from time to time in legal and administrative proceedings, principally
related to product liability, taxation and intellectual property. In cases where the outcome of such proceedings
remains unknown, a contingent liability may exist.

IPEX Inc and/or IPEX USA LLC have been named, together with other defendants, in a number of lawsuits
including, in October 2006, a certified class action lawsuit in Nevada seeking damages in connection with
alleged defects and a propensity to fail of a plumbing product sold by them. The companies will vigorously
defend these actual and threatened actions. It is not possible at this early stage to estimate the potential
outcome of these proceedings.

30. Related parties

Key management compensation

The total remuneration costs of the Board of Directors and the Executive Committee during 2006 amounted to
€ 7,456 (2005: € 7,032). For members of the Board of Directors this predominantly related to directors’ fees
while for members of the Executive Committee this comprised fixed base salaries, variable remuneration,
retirement benefits as well as share-based payments.

(€ ‘000s) 2006 2005
Salaries (fixed and variable) 6,292 4,890
Retirement benefits 810 1,962
Share-based payments 354 180
Total 7,456 7,032




31. Aliaxis companies

The most important Aliaxis companies are listed below. A complete list of the Company’s investments is

available upon request.

List of fully consolidated companies
COMPANY % PARTICIPATION

HOLDING AND SUPPORT COMPANIES

Aliaxis S.A. 100.00
Aliaxis Finance S.A. 100.00
Aliaxis Holding B.V. 100.00
Aliaxis Holding Italia Spa 100.00
Aliaxis Holdings UK Ltd 100.00
Aliaxis Ibérica S.L. 100.00
Aliaxis North America Inc 100.00
Aliaxis Participations S.A. 100.00
Aliaxis R&D S.A.S. 100.00
Aliaxis Services S.A. 100.00
Friatec Rheinhltte Beteiligungs GmbH 100.00
GDC Holding Ltd 100.00
Gepros S.A.S. 100.00
Glynwed Dublin Corporation 100.00
Glynwed Finance LLC 100.00
Glynwed Holding B.V. 100.00
Glynwed Inc 100.00
Glynwed Overseas Holdings Ltd 100.00
Glynwed Pacific Holdings Pty Ltd 100.00
Glynwed Properties Ltd 100.00
Glynwed USA Inc 100.00
GPS Holding Germany GmbH 100.00
Headland Canada LP 100.00
Marley European Holdings GmbH 100.00
Marley Holdings New Zealand Ltd 100.00
Marley Plastics Australia Holdings Pty Ltd 100.00
Phetco (England) Ltd 100.00
Société Financiere des Etangs S.A. 100.00
Société Financiére du Souverain S.A. 100.00
Straub Holding AG 100.00
Tervueren Finance S.A. 100.00
The Marley Company (N2Z) Ltd 100.00
Werran Manufacturing Ltd 100.00

OPERATING COMPANIES

Abuplast Kunststoffbetriebe GmbH 100.00
Akatherm Benelux N.V. 50.00
Akatherm FIP GmbH 100.00
Akatherm International B.V. 100.00

CITY

Brussels
Brussels
Venlo

Zola Predosa
Sevenoaks
Madrid
Toronto
Paris
Vernouillet
Vernouillet
Mannheim
Sevenoaks
Vernouillet
Dublin
Wilmington
Nieuwegein
Wilmington
Sevenoaks
Adelaide
Sevenoaks
Wilmington
Mannheim
St. John
Waunstorf
Auckland
Hallam
Sevenoaks
Brussels
Brussels
Wangs
Brussels
Amsterdam

Sevenoaks

Rodental
Puurs
Mannheim

Panningen

COUNTRY

Belgium
Belgium

The Netherlands
Italy

UK

Spain
Canada
France
France
France
Germany

UK

France
Ireland

USA

The Netherlands
USA

UK

Australia

UK

USA
Germany
Canada
Germany
New Zealand
Australia

UK

Belgium
Belgium
Switzerland
Belgium

The Netherlands
UK

Germany
Belgium
Germany

The Netherlands
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OPERATING COMPANIES (CONTINUED)

Arnomij B.V.

Astore Valves & Fittings Srl
Aquadux PTY Ltd

Canplas Industries Ltd
Canplas USA LLC
Chemvin Plastics Ltd

Dux Industries Ltd

Dynex Extrusions Ltd
Europlast Spa

FIP Srl

Friatec AG

Friatec DPL S.A.S.

Friatec Rheinhutte GmbH & Co
Friatec Rheinhutte Pumps & Valves LLC
Friatec SARL

Girpi S.A.S.

Glynwed AB

Glynwed AG

Glynwed A/S

Glynwed B.V.

Glynwed GmbH

Glynwed Ltda

Glynwed N.V.

Glynwed Pipe Systems Ltd
Glynwed S.A.S.

Glynwed Srl

Glynwed s.r.o.

GPS Asia Pte Ltd

GPS Ibérica S.L.

GPS Malaysia Sdn Bhd
Harrington Industrial Plastics LLC
Hunter Plastics Ltd

Innoge PEI

Ipex Inc

Ipex USA LLC

Ipex de Mexico SA de CV
Jimten S.A.

Marley Alutec Ltd

Marley CR s.r.o.

Marley Deutschland GmbH
Marley Magyarorszag RT
Marley New Zealand Ltd
Marley Osterreich GmbH
Marley Pipe Systems (Pty) Ltd
Marley Plastics Ltd

Marley Polska Sp.zo.o

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

Noordwijkerhout
Genoa
Brisbane
Barrie
Denver
Auckland
Hutt City
Auckland
Santa Lucia Di Piave
Casella
Mannheim
Nemours
Wiesbaden
Hampton
Nemours
Harfleur
Solna
Neuthausen
Roskilde
Willemstad
Vienna
Teresopolis
Kontich
Cannock
Méze

Milan
Prague

Singapore

Sta Perpetua de Mogoda

Jala
Chino
London
Monaco
Don Mills
Wilmington
Mexico
Alicante
Maidstone
Prague
Wunstorf
Szekszard
Manurewa
Linz
Sandton
Maidstone

Warsaw

The Netherlands
Italy
Australia
Canada

USA

New Zealand
New Zealand
New Zealand
Italy

Italy
Germany
France
Germany
USA

France
France
Sweden
Switzerland
Denmark
The Netherlands
Austria
Brazil
Belgium

UK

France

Italy

Czech Rep.
Singapore
Spain
Malaysia
USA

UK

Monaco
Canada

USA

Mexico
Spain

UK

Czech Rep.
Germany
Hungary
New Zealand
Austria
South Africa
UK

Poland



OPERATING COMPANIES (CONTINUED)
Marley Properties Pty Ltd
Material de Aireacién S.A.
Multi Fittings Corporation
Nicoll Belgique S.A.
Nicoll Eterplast S.A.
Nicoll Italia Srl
Nicoll Peru S.A.
Nicoll Uruguay S.A.
Paling Industries Sdn Bhd
Philmac Pty Ltd
Poliplast Sp.zo.o
Raccords et Plastiques Nicoll S.A.S.
Redi HT Srl
Redi Spa
Rhine Ruhr Pumps & Valves (Pty) Ltd
Riuvert S.A.
Sanitaire Accessoires Services S.A.S.
Sanitartechnik GmbH
SCI Frimo
SCI LAML
SED Flow Control GmbH
Sonac S.A.S.
Straub Werke AG
The Universal Hardware and Plastic Fact. Ltd
Vigotec N.V.
VKP GmbH
WEFA Plastic Kunststoffverarbeitungs GmbH

Zhongshan Universal Enterprises Ltd

List of equity accounted investees
Duratec - Vinilit S.A.

100.00

98.67
100.00
100.00

99.98
100.00
100.00
100.00

60.00
100.00
100.00
100.00
100.00
100.00

74.90
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

51.00

50.00
100.00
100.00

51.00

40.00

Hallam

Okondo
Wilmington

Herstal

Buenos Aires
Santa Lucia di Piave
Lima

Montevideo
Selangor Darul Ehsan
North Plympton
Olesnica

Cholet

Barbarano

Zola Predosa
Sandton

Tibi Alicante

St Laurent de Mure
Eisenberg
Nemours

Nemours

Bad Rappenau
Argenton Chéateau
Wangs

Kowloon

Puurs

Rennerod
Attendorn
Zhongshan City

Santiago

Australia
Spain
USA
Belgium
Argentina
Italy

Peru
Uruguay
Malaysia
Australia
Poland
France
Italy

Italy
South Africa
Spain
France
Germany
France
France
Germany
France
Switzerland
China
Belgium
Germany
Germany
China

Chile
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32. Subsequent events

Acquisitions

On 14 February 2007, the Group completed a transaction whereby it acquired a 51% interest in a new
company named Aliaxis Latinoamérica Cooperatief U.A., which was initially capitalised by Aliaxis for a
total amount of US$ 300 million. The new company combines Aliaxis’ existing businesses in Latin America
with Durman Esquivel S.A., a publicly quoted Costa Rican company having operations in eleven countries
throughout Central America as well as in Mexico, Colombia, Peru, the Dominican Republic and Puerto Rico.
The revenue and operating income of Durman Esquivel S.A. for the year ended 31 December 2006 were US$
285 million and US$ 26 million respectively, and its total assets were US$ 260 million.

In order to complete the transaction, Aliaxis Latinoamérica Cooperatief U.A. launched a Public Tender Offer
in November 2006 for the whole of the ordinary and preferred shares of Durman Esquivel S.A., for a total
consideration of US$ 215.4 million. As a result of the Public Tender Offer, Aliaxis Latinoamérica Cotperatief
U.A. acquired 99.9963% of the ordinary shares and 100% of the preferred shares.

The former controlling shareholders of Durman Esquivel S.A. reinvested the majority of the proceeds of sale
of their shares to acquire a 49% interest in Aliaxis Latinoamérica Codperatief U.A. The Members’ Agreement
governing the conduct of the new company includes provisions for the possible exercise of general put and
call options over the minority interest in the company, beginning in 2011.

At the same time, the Group agreed to sell its existing businesses in Argentina, Peru, Uruguay, Brazil and
Mexico to Aliaxis Latinoamérica Codperatief U.A. for a provisional price of US$ 50.1 million, of which US$
9.9 million was received on 14 February 2007. The price is subject to adjustment based on the final results
of the businesses in 2006.

Extension of the Group’s multi currency revolving credit facility

As discussed in note 21 above, the Group’s main source of financing consists of a 5 year committed multi
currency revolving credit facility of € 954 million between Aliaxis Finance S.A. and a syndicate of banks.

In accordance with the terms of this credit facility, the Group will request a further 1 year extension of the
facility in 2007.

33. Non-audit services provided by the statutory auditor

During the year the statutory auditor provided audit related services for € 0.2 million, tax related services for
€ 1.3 million and other services for € 0.3 million.

34. Transition to IFRS

As stated in note 2(a), these are the Group’s first consolidated financial statements prepared in accordance
with IFRS.

The accounting policies set out in note 3 have been applied in preparing the financial statements for the year
ended 31 December 2006, the comparative information presented in these financial statements for the year
ended 31 December 2005 and in the preparation of an opening IFRS balance sheet at 1 January 2005 (the
Group’s date of transition).

In preparing its opening IFRS balance sheet, Aliaxis has adjusted amounts reported previously in financial
statements prepared in accordance with its old basis of accounting (Belgian GAAP). An explanation of how the
transition from Belgian GAAP to IFRS has affected the Group’s financial position and financial performance
is set out in the following tables and notes.



Reconciliation of equity

(€ ‘000s) 1 January 2005 31 December 2005
Notes Belgian Effect of IFRS Belgian Effect of IFRS
GAAP transition to GAAP transition to
IFRS IFRS

Non current assets 1,047,460 41,979 1,089,439 1,074,679 87,163 1,161,842
Intangible assets a) 497,365 (3,608) 493,757 487,413 33,385 520,798
Property, plant & equipment b) 492,977 39,660 532,637 520,032 36,662 556,695
Investment properties 10,976 - 10,976 10,714 - 10,715
Equity accounted investees 11,849 - 11,849 19,824 - 19,824
Other non current assets C) 34,293 (12,760) 21,533 36,696 (12,404) 24,291
Deferred tax assets i) - 18,687 18,687 - 29,520 29,520
Current assets 665,512 (8,845) 656,666 745,396 (2,929) 742,467
Inventories d) 312,183 3,296 315,479 331,020 5,380 336,400
Amounts receivable e) 276,137 5,505 281,642 305,416 12,668 318,085
Cash & cash equivalents f) 77,192 (17,646) 59,546 108,960 (20,977) 87,983
TOTAL ASSETS 1,712,972 33,133 1,746,105 1,820,075 84,234 1,904,309
Equity attributable to equity k) 572,408 (11,225) 561,183 713,236 28,627 741,863
holders of Aliaxis
Share capital 62,444 - 62,444 62,609 - 62,609
Share premium 10,972 - 10,972 12,720 - 12,720
Retained earnings and reserves 498,991 (11,225) 487,767 637,907 28,627 666,535
Minority interest 10,302 11 10,313 12,153 17) 12,136
Total equity 582,709 (11,213) 571,496 725,389 28,610 753,999
Non current liabilities 722,927 33,866 756,793 716,095 49,542 765,637
Interest bearing loans h) 595,257 4,631 599,888 603,028 7,382 610,410
and borrowings
Employee benefits Q) 81,745 7,748 89,493 80,070 7,482 87,552
Deferred tax liabilities i) 29,994 24,627 54,621 19,623 35,014 54,637
Provisions 14,175 (3,823) 10,352 11,025 (1,126) 9,899
Other amounts payable 1,756 682 2,438 2,349 790 3,139
Current liabilities 407,335 10,481 417,816 378,590 6,082 384,672
Interest bearing loans h) 92,641 2,803 95,444 22,311 2,878 25,190
and borrowings
Bank overdrafts 26,656 717 27,374 25,544 471 26,015
Provisions 5,538 181 5,720 11,099 64 11,163
Amounts payable i) 282,499 6,780 289,279 319,636 2,668 322,304
Total liabilities 1,130,263 44,346 1,174,609 1,094,685 55,624 1,150,309
TOTAL EQUITY & LIABILITIES 1,712,972 33,133 1,746,105 1,820,075 84,234 1,904,309
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Notes on the reconciliation of equity
Under Belgian GAAP the Group’s subsidiaries in Argentina, Peru and Uruguay were not consolidated. Under

IFRS these businesses are fully consolidated, and the impact is shown throughout the balance sheet and the
income statement.

a) In the opening balance sheet the decrease of intangible assets relates to the Glynwed-related acquisition
costs being fully amortised for an amount of € 3,831.

At 31 December 2005 intangible assets were € 33,385 higher because goodwill ceased to be amortised,
compared to Belgian GAAP.

b) The increase in the value of property, plant and equipment in the opening balance sheet is due to :

(€ ‘000s) 1 January 2005
Deemed cost adjustment for land and buildings 36,606
Recognition of finance leases 5,619
Components approach adjustment to depreciation (8,116)
Consolidation of the Latin American subsidiaries 5,680
Other (129)
Total impact before income taxes 39,660

The increase in the value of property, plant and equipment at 31 December 2005 reflects the same increase
as in the opening balance sheet but also takes into account the depreciation impact during 2005.

c) The decrease in other non current assets is due to the consolidation of the Latin American subsidiaries of
the Group as a result of which the investments in, and loans to, these subsidiaries have been eliminated.

d) The increase in inventory is mainly related to the consolidation of the Latin American subsidiaries of
the Group.

e) The increase in amounts receivable is due to:
- the consolidation of the Latin American subsidiaries of the Group (€ 3,839 in the opening balance sheet
and € 6,125 at 31 December 2005); and

- the positive fair value adjustment to derivative financial instruments (€ 135 in the opening balance sheet
and € 2,921 at 31 December 2005).

f) Cash and cash equivalents are lower mainly due to the reclassification of treasury shares to equity
of € 18,815 in the opening balance sheet and € 21,931 at 31 December 2005.

g) Although the Group has been applying the measurement and recognition criteria of IAS19 since its creation
in 2003, the provision for employee benefits has increased due to the recognition of the accumulated
actuarial losses at 1 January 2005.

h) Interest bearing loans and borrowings (non-current and current) increased mainly due to:
- the recognition of debt associated with finance leases brought into the balance sheet (€ 5,981 in the
opening balance sheet and € 5,576 at 31 December 2005);
- the consolidation of the Latin American subsidiaries of the Group (€ 1,206 in the opening balance sheet
and € 1,097 at 31 December 2005) ; and
- the recognition of debt associated with future instalments for options acquired (€ 328 in the opening
balance sheet and € 3,640 at 31 December 2005).



i) Amounts payable show a net increase mainly due to:
- the negative fair value adjustment to derivative financial instruments (€ 14,581 in the opening balance
sheet and € 7,015 at 31 December 2005) ;
- the amount of dividend payable by the parent company no longer being reflected (€ -12,560 in the
opening balance sheet and € -13,702 at 31 December 2005) ; and
- the consolidation of the Latin American subsidiaries of the Group (€ 5,048 in the opening balance sheet
and € 6,604 at 31 December 2005).

j) Both deferred tax assets and deferred tax liabilities increased as a result of:
- deferred tax assets and liabilities being presented net under Belgian GAAP while being presented
separately under IFRS ; and
- the tax impact on the IFRS adjustments described in notes a) to i) above.

k) The adjustments to equity attributable to the equity holders of Aliaxis can be summarised as follows:

(€ ‘000) 1 January 2005 31 December 2005
Equity attributable to equity holders of Aliaxis under Belgian GAAP 572,408 713,236
Write-off of acquisition related costs (3,831) (3,942)
Reversal of goodwill amortisation - 37,184
Adjustment of owned property, plant and equipment, net of tax 19,702 17,717
Revaluation losses on derivative financial instruments, net of tax (14,338) (7,891)
Recognition of actuarial losses on employee benefits, net of tax (5,041) (4,925)
Reclassification of treasury shares (18,815) (21,931)
No appropriation by parent company of the profit of the year 12,560 13,702
Net impact of consolidating the Latin American subsidiaries of the Group (127) 325
Other, net of tax (1,335) (1,612)
Equity attributable to equity holders of Aliaxis under IFRS 561,183 741,863

Reconciliation of profit for 2005
Revenue is € 135,359 higher than under Belgian GAAP. The increase is due to:
- reclassification of transportation costs to cost of sales of € 108,534; and
- revenue generated by the Latin American subsidiaries of € 26,825.
The profit of the year amounts to € 92,575 under Belgian GAAP compared to € 123,892 under IFRS.

(€ ‘000) 2005
Profit of the year under Belgian GAAP 92,5675
Reversal of goodwill amortisation 34,726
Depreciation of property, plant and equipment, net of tax (1,781)
Revaluation losses on derivative financial instruments, net of tax (1,339)
Net impact of consolidating the Latin American subsidiaries of the Group (676)
Other, net of tax 387
Profit of the year under IFRS 123,892
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STATUTORY AUDITOR’S REPORT TO THE GENERAL MEETING OF
SHAREHOLDERS OF ALIAXIS S.A. ON THE CONSOLIDATED FINANCIAL

STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2006

In accordance with legal and statutory requirements, we report to you on the performance of our statutory audit
mandate. This report includes our opinion on the consolidated financial statements together with the required
additional comment.

Unqualified audit opinion on the consolidated financial statements

We have audited the consolidated financial statements of Aliaxis S.A. (“the Company”) and its subsidiaries
(jointly “the Group”), prepared in accordance with International Financial Reporting Standards, as adopted by
the European Union, and with the legal and regulatory requirements applicable in Belgium. These consolidated
accounts comprise the consolidated balance sheet as of 31 December 2006 and the consolidated statements
of income, changes in equity and cash flows for the year then ended, as well as the summary of significant
accounting policies and the other explanatory notes. The total of the consolidated balance sheet amounts to
€ 1.886 million and the consolidated income statement shows a profit of the year of € 166 million.

The Board of Directors of the Company is responsible for the preparation of the consolidated financial
statements. This responsibility includes: designing, implementing and maintaining internal control relevant to the
preparation and fair presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing, legal requirements and
auditing standards applicable in Belgium, as issued by the Institut des Reviseurs d’Entreprises/Instituut der
Bedrijfsrevisoren. Those standards require that we plan and perform the audit to obtain reasonable assurance
whether the consolidated financial statements are free from material misstatement.

In accordance with these standards, we have performed procedures to obtain audit evidence about the amounts
and disclosures in the consolidated financial statements. The procedures selected depend on our judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, we have considered internal control relevant
to the Company’s preparation and fair presentation of the consolidated financial statements in order to design
audit procedures that are appropriate in the circumstances but not for the purpose of expressing an opinion on
the effectiveness of the Group’s internal control. We have also evaluated the appropriateness of the accounting
policies used, the reasonableness of accounting estimates made by the Group and the presentation of
the consolidated financial statements, taken as a whole. Finally, we have obtained from management and
responsible officers of the Group the explanations and information necessary for our audit. We believe that the
audit evidence we have obtained provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the Group’s net worth
and financial position as of 31 December 2006 and of its results and cash flows for the year then ended in
accordance with International Financial Reporting Standards, as adopted by the European Union, and with the
legal and regulatory requirements applicable in Belgium.



Additional comment
The preparation of the Directors’ Report on the consolidated financial statements and its content is the

responsibility of the Board of Directors.

Our responsibility is to supplement our report with the following additional comment, which does not modify

our audit opinion on the financial statements:

¢ The Directors’ Report on the consolidated financial statements includes the information required by law and is
consistent with the consolidated financial statements. We are, however, unable to comment on the description
of the principal risks and uncertainties which the Group is facing, and on its financial situation, its foreseeable
evolution or the significant influence of certain facts on its future development. We can nevertheless confirm
that the matters disclosed do not present any obvious inconsistencies with the information that we became
aware of during the performance of our mandate.

Brussels, 19 April 2007
Klynveld Peat Marwick Goerdeler Réviseurs d’Entreprises
Statutory auditor

represented by

—

- —-“'/ Benoit Van Roost
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NON-CONSOLIDATED ACCOUNTS AND PROFIT DISTRIBUTION

The annual statutory accounts of Aliaxis S.A. are summarised below.

In accordance with the Belgian Company Code, the annual accounts of Aliaxis S.A., including the Directors’
Report and the Statutory Auditor’s Report, will be registered at the Belgian National Bank within the required
legal timeframe.

These documents are also available upon request at:

Aliaxis S.A.

Group Finance Department
Avenue de Tervueren, 270
1150 Brussels, Belgium

The Auditor, Klynveld Peat Marwick Goerdeler Réviseurs d’Entreprises, represented by Benoit van Roost, has
expressed an unqualified opinion on the annual statutory accounts of Aliaxis S.A.

SUMMARISED BALANCE SHEET AFTER PROFIT DISTRIBUTION

ASSETS

At 31 December 2006 2005
(€ ‘000s)

FIXED ASSETS 994,487 812,468
Intangible assets 32 45
Tangible assets 258 286
Financial assets 994,197 812,137
CURRENT ASSETS 1,019 904
TOTAL ASSETS 995,506 813,372
EQUITY AND LIABILITIES

At 31 December 2006 2005
(€ ‘000s)

CAPITAL AND RESERVES 881,009 789,545
Capital 62,625 62,609
Share premium account 12,889 12,720
Revaluation reserve 92 92
Reserves 743,567 297,711

Profit carried forward 61,836 416,413
PROVISIONS - 3,000
CREDITORS 114,497 20,827
TOTAL EQUITY AND LIABILITIES 995,506 813,372




SUMMARISED PROFIT AND LOSS ACCOUNT

Year ended 31 december 2006 2005
(€ ‘000s)

Income from operations 2,960 2,588
Operating charges 8,117) 9,221)
OPERATING LOSS (5,157) (6,633)
Financial result 113,755 17,162
Extraordinary result (15) 357
INCOME TAXES - (3)
PROFIT / (LOSS) FOR THE PERIOD 108,583 10,883
PROFIT / (LOSS) FOR THE PERIOD AVAILABLE FOR APPROPRIATION 108,583 10,883

PROFIT DISTRIBUTION

The Board of Directors will propose at the General Shareholders’ Meeting on 23 May 2007 a net dividend
of € 0.1425 per share. The proposed gross dividend is € 0.19, representing 9.8% of the basic earnings per
share of € 1.93.

The dividend will be paid on 3 July 2007 against the return of coupon No. 4 at the following premises:
- Banque Degroof

- Fortis Banque

- Dexia Banque

- Crédit Agricole Indosuez Luxembourg

as well as at our registered office.

The profit appropriation would be as follows:

(€ ‘000s)

Profit brought forward 416,413
Profit for the period 108,583
Gross dividend to be distributed to the 91,074,465 issued shares (17,304)
Legal reserve (5,429)
Other reserve (440,427)
Profit carried forward 61,836
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GLOSSARY OF KEY TERMS AND RATIOS

Revenue (Sales)
Amounts invoiced to customers for goods and services provided by the Group, less credits for returns, rebates
and allowances and discounts for cash payments

EBITDA
EBIT before charging depreciation, amortisation and impairment

Current EBIT
Profit from operations before non-recurring items

EBIT
Operating income

Net Profit (Group Share)
Profit of the year attributable to equity holders of the Group

Capital Expenditure
Expenditure on the acquisition of property plant and equipment, investment properties and intangible assets

Net Financial Debt

The aggregate of (i) non-current and current interest bearing loans and borrowings and (ji) bank overdrafts, less
(i) cash and cash equivalents

Capital Employed

The aggregate of () intangible assets, (i) property, plant & equipment, (i) investment properties,
(iv) inventories and (v) amounts receivable, less the aggregate of (a) current provisions, (b) current amounts
payable, and (c) government grants

Non-Cash Working Capital
The aggregate of (i) inventories and (ii) amounts receivable, less the aggregate of (a) current provisions,
and (b) current amounts payable

Return on Capital Employed (%)
EBIT / Average of Capital Employed at 1 January and 31 December X 100

Return on Equity (Group Share) (%)

Net Profit (Group Share) / Average of Equity attributable to equity holders of Aliaxis at 1 January and
31 December X 100

Effective Income Tax Rate (%)
Income Taxes / Profit before income taxes X 100

Payout Ratio (%)
Gross dividend per share / Basic earnings per share X 100
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