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DIRECTORS’ REPCRTY

Your Directors of the Joint Board present their report on the consolidated entity consisting of James Hardie
Industries NV {(JHIl NV} and the entities it controlied at the end of, or during, the year ended 31 March 2005
{collectively referred to as the "Company”}.

Directors

At the date of this report the members of the Supervisory Board are: Ms M Hellicar {Chairman), Mr JD Barr
{Deputy Chairman), Messrs MR Brown, MJ Gillfillan, JRH Loudon, GJ Clark, PS Cameron and DG McGauchie
and the interim’ members of the Managing Board are: Messrs L Gries and B Butterfield. The Joini Board
consists of all of the members of the Supervisory Board plus Mr Gries.

JHi NV Board changes between 1 April 2004 1o the date of this report were: Mr AG McGregor retired from the
Supervisory Board and Joint Board on 25 August 2004; Mr PD Macdonald resigned from the Joint Board on 21
Qctober 2004; Messrs PD Macdonald and F Zwinkels resigned from the Managing Board on 22 October 2004;
Mr L Gries and Mr W Viot were appointed to the Managing Board as interim members on 22 October. On 30
June 2005, Mr W (Pim) Viot's temporary employment agreement expired by its terms and Mr Ben Butterfield, the
Company’s General Counsel, was appointed as Company Secretary and an interim member of the Managing
Board. Supervisory Directors’ gualifications, experience, special responsibilities and period in office are sef out in
the Directors’ profiles on pages 25 -27 of this report.

Corporate Governance
Details of JHI NV's corporate governance policies and procedures, including information about Joint Board
Committees, are set out on pages 48 — 67 of this report.

Attendance at meetings
Directors’ attendance at JHI NV Managing Board, Supervisory Board, Joint Board and Joint Board Committes
meetings during the fiscal year ended 31 March 2005 is recorded in the tabie below.

Boards of Directors Cominittee
Member Joint Supervisory Audit Remuneration | Nominating & Special
Board Board Governance
H A H A H A H A H A H A
M Hellicar 15 15 19 19 10 | 8 3 3 1 1 17 17
JO Barr 15 14 10 17 3 3
MR Brown 15 14 10 18 12 12
MJ Gillfilan 15 11 19 16 12 10 17 16
JRH Loudon 15 12 10 14 12 12 2 2
GJ Clark 15 14 10 17 3 3
PS Camereon 15 12 19 18 3 3
DG McGauchie 15 15 10 18 3 3 17 17
L Gries 3] 3]
Former
Directors
AG McGregor 8 7 3 2 2 2 2 2
PD Macdonald 9 8

Managing Board

interim Members’ H A
L Gries 8 5]
W Vot 8 5]
Former Members

PD Macdonald 8 [
FH Zwinkels 8 3]

I~




! Under Article 14.3 of our Articles of Association, Members of the Managing Board appointed by the
Supervisory Board are deemed 1o be “interim” until their appointments are confirmed by the next
General Meeting of shareholders.

M= Number of meetings held during the time the Director held office or was a member of the Committee
during the fiscal year.
A= Number of meetings attended during the time the Director held office or was a mamber of the Committee

during the fiscal year. Non-Commitiee members also atfend Commitiee meetings from time to time;
these attendances are not shown.
Changes in Directors’ interests in JHI NV securities

Changes in Directors’ relevant interests in JHI NV securities between 1 April 2004 and 31 March 2005 are set
out in the tables below.

Name Number of SB5P’ Number of
Shares/CUFS at 3 Dec 2004 issue Shares/CUFS at
1 April 2004 A$5.94 per CUFS 31 March 2005
Supervisory Board
Meredith Helbicar 7,934 2,117 10,051
John Barr 21,000 1,068 22 068
Michael Brown 12,901 1,068 13,868
Peter Cameron 11,602 2,117 13,719
Gregory Clark 12,280 1,068 13,358
Michael Gildillan 52,901 1,068 53,969
James Loudon 3,480 2,117 5,597
Donald McGauchie? 4,743 1,068 5811
* Since the Supervisory Board Share Plan (the "SBSP") was approved at the 2002 Annuat General

Meeting, three general allotments have been made to participants.

2 Mr McGauchie holds 3,000 shares/CUFS as Trustee of a superannuation fund.



Managing Board CUFS8 at date of | Options at date CUFS at Options at

interim Member" appointment of appointment | 31 March 2005 31 March 2005

Louis Gries 127,675 1,189,544 127,675 1,189,544

Pim Viot - - - -

Former Directors CUFS at Options at CUFS at date of | Options at date
1 April 2004 1 April 2004 resi_gnationl of re§ignationl

retirement retirement

Alan McGregor 8,614,895 - 8,614,895 -

{former Chairman)

Peter Macdonald 428,880 3,774,000 428,980 3,774,000

{former member of our

Joint & Managing

Boards)

Folkert Zwinkels - 8,775 - 8,775

{former member of our

Managing Board)

* Under Article 14.3 of cur Articles of Association, Members of the Managing Board appointed by the

Supervisory Board are deemed 1o be “interim” until their appointments are confirmed by the next

General Meeting of shareholders.

Shares Allotted Under SBSP
Director 3 Dec 2004’ 22 August 2003° 27 August 2002°
M Hellicar 2,117 2,225 2,948
J Barmr 1,068 - -
MR Brown 1,068 1,260 1,641
PS Cameron 2,117 5,802 -
GJ Clark 1,068 5,802 6,688
MJ Gillfilan 1,068 1,260 1,641
JHR Loudon 2,117 1,838 1,641
DJ McGauchie 1,068 1,743 -
Former Director
AG McGregor Nit 1,260 1,641
Totals 11,681 20,781 186,200

1

August 2004,

The acquisition price was A$5.94 per share/CUFS. Each participant's 3 December 2004 mandatory
participation of 1,068 JHI NV shares/CUFS is subject fo escrow period ending on 4 December 2006,
The acquisition price was A$7 .52 per share/CUFS. Each participant's 22 August 2003 mandatory
participation of 1,260 JHi NV shares/CUFS is subject {o escrow period ending on 22 August 2005,
The acquisifion price was A$6.71 per share/CUFS. Each participant's 27 August 2002 mandatory
participation of 1,641 JHi NV shares/CUFS were subject to escrow, until they were released on 27




Options

Under our Remuneration Policy, Non-Executive Directors do not receive options. Detaills of JHI NV options
granted to specified key executives throughout the company and exercised during the reporting period are set
out in Note 5.3 to the consolidated financial statements.

Principal activities

Principal activities of the Company during fiscal year 2005 were the manufacture and marketing of fibre cement
praducts in: the USA, Australia, New Zealand, Philippines and Chile. The Company also sells fibre cement
products in Asia, the United Kingdom and Northern Europe.

Review and results of operations
A review of the Company’s operations during the fiscal year and of the resuits of those operations is confained in
Management's Discussion and Analysis {MD&A) on pages 30-45.

Environmental regulations and performance
Protecting the environment is critical to the way the Company dees business, and we continue to seek means of
using materiais and energy more efficiently and to reduce waste and emissions.

Our integrated environmental, health and safety management system includes regular monitoring, auditing and
reporting within the Company. The system is designed to continuaily improve the Company's performance and
systems with fraining, regular review, improvement plans and corrective action as priorities.

The manufacturing and other ancillary aclivities conducted by the Company are subject to licenses, permits and
agresments issued under environmental laws that apply in each respective location.

Under the applicable licenses and trade waste agreements, discharges to waler, air and the sewerage system
and noise emissions are to be maintained below specified mits. 1n addition, dust and odour emissions from the
sites are regulated by focal government authorities. The Company employs dedicated resources and appropriate
managemeni sysiems at each site to ensure that our obligations are met. These resources are also employed to
secure improvements in our systems and process that go beyond those required by law.

Solid wastes are removed fo licensed landfills. Programs are in place to reduce waste that presently goes to
landfills. These include expanded recycling programs.

Financial position, outlock and future needs
The financial position, outlock and future needs of the Company are set out in the MD&A on pages 30-45.

Auditors

The Company prepares its annual accounts in accordance with Dutch GAAP and US GAAP. Each set of
accounts is audited by independent auditfors in the countries concerned. The auditors have provided the Board
with a declaration of their independence.

insurance and indemnification of Directors and officers

During the financial year, the Company paid premiums for insurance policies insuring any past, present or future
Director, secretary, executive officer or employee of the Company including JHI NV Directors named above,
against certain Eabilities. in accordance with common commercial practice, the insurance policies prohibit
disclosure of the nature of the insurance cover and the amount of the premiums.



JHI NV's Articles of Association provide that JHI NV shall generally indemnify any person who is or was a
member of JHI NV's Managing, Supervisory or Joint Boards or one of JBI NV's employees, officers or agents,
and who suffers any loss as a resuit of any action in connection with their service to JHI NV, provided they acted
in good faith in carrying out their duties and in a manner they reasonably believed to be in JHI NV’s interest. This
indemnification generally will not be available if the person seeking indemnification acted with gross negligence
or wilfut misconduct in the performance of such person’s duties to JHI NV. A court in which an action is brought
may, however, defermine that indemnification is appropriate nonetheless.

During fiscal year 2005, Mr Gries, interim Member of the Managing Board1 of JHI NV received a revised deed of
indemnification upon his appointment as CEQ, in accordance with the Articles of Association and Dutch law.

Other disclosures

Readers are referred to the Company's Form 20-F document which is filed with the US Securities and Exchange
Commission (the "SEC™) annually, and which contains additional disclosures prescribed by the SEC. The Form
20-F filing can be accessed through the Investor Reiations area of the company’s website at

www jameshardie.com, or from the company’s Registerad Offices in Amsterdam and Sydney.

Significant changes in state of affairs
The Directors are not aware of any significant change in the siate of affairs of the Company during fiscal year
2005 that is not covered in this Annual Report.

Post fiscal year events

On 30 June 2005, Mr W (Pim} Viot's tempaorary employment agreement expired by its terms and Mr Ben
Butterfield, the Company's General Counsel, was appointed as Company Secretary and an interim member of
the Managing Board.

On 11 duly 2005, James Hardie announced that it has signed an agreement for the sale of its Chile Fibre
Cement business fo Compafita industrial El Volcan S.A. for a value of US$15.8 million, comprising of cash and
assumption of external debt by the purchaser. The sale is effective immediately and does not resulf in a material
book profit or loss in the company’s accounts.

Since its commencement in 2001, James Hardie's Chilean business has successfully built local demand for fibre
cemeni, and started returning positive earnings before interest and tax over a year ago. Despite this success,
the business no longer fits with the company’s strategic direction for future growth.

Other than for these items, the Directors are not aware of any matter or circumstance since the end of fiscal year
2005 not otherwise dealt with in this Annual Report, that has significantly affected, or may significantly affect, the
operations of the Company, cther than as contained in the MD&A on pages 30-45.

Dividends

The Joint Board has declared a dividend of US & cents per share. CUFS holders will be paid the dividend in
Australian currency on 1 July 2005 if they were registered as at the close of business on 9 June 2005 {(AEST).
ADR hoiders will receive payment in US currency.

During fiscal year 2005, JHI NV paid a dividend of US3 cents per share. CUFS holders were paid A4.34 cents
per CUFS on 1 July. ADR holders received payment in U3 currency.
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Remuneration Report - Directors’ and executives’ emoluments

This report explains the remuneration policies and arrangements for James Hardie’s non-executive directors,
executive directors and senior executives. in disclosing this information, James Hardie has complied with the
Australian Corporations Act 2001 (including the CLERP 9 amendmenis) on a voluntary basis.

Directors
The following people were directors of James Hardie during the financial year:

Chairman
Meredith Hellicar Chairman {11 August 2004 — present), member Nominating and Governance
Committee, Audit Commitie and Remuneration Commitiee

Executive Directors

Current

Louis Gries Chief Executive Officer {22 October 2004 - present}

Ben Butterfield Company Secretary {30 June 2005 — Present}

EFormer

Peter Macdonald Chief Executive Officer (1 Aprit 2004 — 22 Oclober 2004 AEST)
Folkert Zwinkels Treasurer {1 April - 22 Cctober 2004 AEST)

W {Pim) Viot Company Secretary {22 October 2004 — 30 June 2005)
Non-Executives Directors

Current

John Barr Deputy Chairman, Chairman Remuneration Committee

Michaet Brown Director, Chairman of the Audit Commitiee

Peter Cameron Director, member Nominating and Governance Committee
Gregory Clark Director, member Audit Commitiee and Nominating and Governance Committee
Michaet Gilifillan Director, member Audit Commitiese,

James Loudon Director, member Audit Commitiee and Remuneration Commiitee
Donald McGauchie Director, Chairman of the Nominating and Governance Commitiee
Former

Alan McGregor Chairman {1 April 2004 — 11 August 2004)

Executives

The foliowing people were the five highest paid executives of James Hardie industries NV and its subsidiaries in
the fiscal year ended 31 March 2005:

Current

James Chilcoff Vice President - International

Mark Fisher Vice Presideni — Speciality Products

Dave Merkley Executive Vice President — Engineering and Process Development

Don Merkley Executive — Vice President Research & Development

Robert Russel] Vice President — Established Markets

Former

Phillip Morley Chief Financial Officer (1 April 2004 - 31 May 2004)

Peter Shafron General Counsel and Chief Financial Officer {1 Agril — 20 October 2004 AEST)



Executive compensation

The Company aims to provide market-compeiitive total compensation by offering a package of fixed pay and
benefits and variable performance pay, based on both long and shori-term incentives which link executive
remuneration with the interests of shareholders and atiract and retain high-performing executives to enhance the
success of the business.

The Company's executive compensation program is based on a pay-for-performance policy that differentiates
compensation amounts based on an evaluation of performance results in fwo basic areas: the business and the
individual. The CEO's remuneration package is approved by the Remuneration Committee, which recommends
it to the Supervisory Board for final approval. The CEO makes recommendations to the Remuneration
Commitiee on the compensation of the Company’s key executives, based on performance, as well as
assessments and advice from independent compensation consultants regarding the compensation practices of
the Company, and other practices specific to the countries in which the Company operates and the executives
are based.

The Remuneration Committee makes the final compensation decisions concerning these executives. The senior
executive remuneration structure has three components:

At Risk remuneration

Total remuneration for the CEO and specified execulfives is comprised of “at risk” and "not at risk” remuneration.
*Not at risk” remuneration comprises base salary, non-monetary benefits and superannuation. *Af risk”
remuneration comprises short-term incentives, long-term incentives and resiructure and employee retention
payments. Using these definitions, the target percentages of “at risk” remuneration for the specified executives in
fiscal year 2005 are shown below.

Percentage of the
Total Remuneration At Risk
at the Target Level of Performance

interim Managing Board

Members’®

Louis Gries 653%
W (Pim) Viot 26%
Former Maﬂagi_n% Directors

Peter Macdonald 56%
Folkert Zwinkels 1%
Current Executive Officers

Don Merkley 57%
Dave Merkiey 56%
James Chilcoff 54%
Mark Fisher 53%
Robert Russell 53%
Former Executive Officers

Peter Shafron” 45%
Phillip Morley® 0%

Under Article 14.3 of cur Articles of Association, Members of the Managing Board appointed by the
Supervisory Board are deemed to be “interim” until their appointments are confirmed by shareholders at
the next General Meeting.

All data as of last day of employment

Retired as CFO in May 2004 remained in a consulting capacity until January 2005.



Fixed remuneration

James Hardie provides fixed pay {base salaries) to attract and retain executives who are critical to the
Company’s long-term success by providing a guaranteed level of income that recognises the market value of the
position as well as internal equities between roles, and the individual's capability, experience and performance.
Base pay for management fypically approximates or is slightly above the median satary for positions of similar
responstbility in peer groups. Base salaries are reviewed each year, although increases o them are not
automatic.

Variable compensation

Annual variable compensation awards are provided to executives to reward increases in the Company's
economic profit, as well as agreed business and individual performance cutcomes. These are clearly defined
and measurable and are reviewed by the Remuneration Commitiee each vear. Target incentive amounis are
designed to be competitive by providing fop guartile bonus payments for top quartile performance. Detalls of the
specified executives’ variable compensation are set out below.

Short term incentive’ | Estimates of the maximum remuneration amounts
which could be received under the 2005 equily granis
in future years *

Awarded | Forfeited 2006 2007 2008
Interim Managing Board Members?
Louis Gries 155% - - -
W {Pim) Viot 100% - - -

Former Managing Directors

Peter Macdonaid 100% - - -
Folkert Zwinkeis 100% - - -

Current Executive Officers

Don Merkiey 171% 103,062 64,513 32,123
Dave Merkley 172% 103,062 64,513 32,123
James Chilcoff 188% 80,662 50,488 25,140
Mark Fisher 191% 80,662 50,488 25,140
Robert Russell 171% 80,662 50,488 25,140

Former Executive Officers
Peter Shafron 100% - - N

Phillip Morley N/A N/A - - -

! Percentage of target actually paid in FY05, includes previous bonus realized and aliocated in notionat bank for
ayment in future years with sustained performance {the long term component of the bonus plan).
Represents annual SG&A expense for the aggregate Fiscal 2005 stock oplion award fair market value
estimated using the Black-Scholes option-pricing model.
2 Under Article 14.3 of our Articles of Association, Members of the Managing Board appointed by the Supervisory
Board are deemed to be “interim” uniil their appointments are confirmed by the next General Mesting of
shareholders.



Long-term incentives

James Hardie reinforces the executive officers’ alignment with the financial inferest of shareholders by providing
eguity-based long-term incentives (share options and shadow share plans). Award levels are determined based
on market standards and the individual's responsibility, performance and potential {0 enhance sharehoider

value.

The Remuneration Commitiee uses the dilution-based methodolegy to determine the appropriate number of
options fo grant each year and benchmarks peers to allocate the shares appropriately to the executives.
The key terms of outstanding equity grants are outlined in the table below.

2001 JHi NV Equity Incentive Plan

Granted on 19 Qclober 2001 in exchangs for the
termination of shadow stock awards, previously granted in
November 1999 and 2000

Offered to:

Specified US executives, not members of the Managing
Board.

Vesting Schedule:

20% of options vest each year on the anniversary of the
original grant date in November.

The originai US shadow stock grant did not invoive

performance hurdles; this grant maintains these conditions.

Expiration Date:

10" anniversary after the original November grant date

2001 JH! NV Equity Incentive Plan

Annual grants made in December 2001, 2002, 2003, and
2004

Offered to

Specified executives, nof members of the Managing Board

Vesting Schedule

25% of oplions vest on the 1= anniversary of the grant;
25% vest on the 2™ anniversary date and 50% vest on the
3" anniversary date.

As the majority of participanis are US employees, this plan
follows normal and customary US grant guidelines and has
no performance hurdles.

Expiration Date

10" anniversary of the grant

2001 Peter Donald Macdonaid Share
Option Pian

Granted on 12 July 2001

Offered to CEO
Performance Period 12 July 2001 — 12 July 2004
Retesting Yes, monthly on the first day of each month until six (6)

months after resignation date or 19 April 2005.

All options granted under this plan were cancelled in April
2005 when they failed the test.

Exercise period

Six months after resignation date or 18 April 2005.

Performance condition

T8R performance hurdle compared to

Top 100 companies from the following sectors: Building
Materials, Developers and Confractors, Diversified
Industrials, Engineering, Infrastructure and Utiliies,
Miscellaneous industrials, Paper and Packaging, Retail,
Transport, Food and Household Goods, Chemicals and
Healthcare.

This condifion is a normal hurdle to align the CEG's
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interests with shareholders.

Vesting criteria e 0% of Eerformaﬂce rights vest if JHX's TSR is below

the 50° percentile of the market comparator group.

« 75% of performance rights vest if JHX's TSR is at the
50" percentile of the market comparator group.

« Between 50" and 75" percentile, vesting is on a
straight line basis with JHX's ranking against the
market comparator group {(+1% for each percentile over
the 50" percentile of the comparator group}

« 100% of performance rights vest if JHX's TSR is in at
least the 75" percentile of the market comparator

group.

2002 Peter Donald Macdonaid Share Granted on 19 July 2002

Option Pian

Offered to CEO

Performance Period 19 July 2002 fo 19 July 2005

Retesting Yes, monthly on the first day of each month until 31
Qctober 2005

Exercise period Until July 2012

Performance condition TSR performance hurdle compared to ASX 200 excluding

the companies listed in the 200 Financials and 200
Property Trust indices.

This condition is a normal hurdle to align the CEG's
interests with shareholders.

Vesting criteria e 0% of Eerformance rights vest if JHX's TSR is below

the 50° percentile of the market comparator group.

« 75% vest of performance rights vest if JHX's TSR is at
the 50" percentile of the market comparator group.

« Between 50" and 75" percentile, vesting is on a
straight line basis with JHX's ranking against the
market comparator group {(+1% for each percentile over
the 50" percentile of the comparator group}

« 100% of performance rights vest if JHX's TSR is in at
least the 75" percentile of the market comparator

group.

JHI NV 8tock Appreciation Righis 14 December 2004

incentive Pian

Offered to Interim Managing Board members

Vesting Schedute 50% on 14 December 2008; 50% on 14 December 2007
Expiration Date Gain in share price between grant and vesting date is paid

in cash on vesting date, no shares are exchangad.

Link between remuneration policy and company performance

A significant proportion of the CEQ and specified executive’s remuneration is "at risk” remuneration. The annual
bonus payment is entirely "at risk™ and is comprised of short-term and long term components.

The short-term component of the annuat bonus is achieved when the CEO and specified executives achieve
demanding corporate and personal fargets, approved by the Remuneration Commitiee. The long-term
component is paid {o the executive when the company sustains performance at or above each year's annual
target each consecutive year.
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The Corporate targets are based on a year-on-year increase in Economic Profit (Net Operating Profits After Tax
{NOPAT)} minus the cost of capital}. The reference to Economic Profit supports the Company’s primary objective
to create long-term value and rewards consistent value creation over a long-term horizon. Every three years,
with the assistance of independent advisors, the Remuneration Commiitee sets the amount the Company’s
Economic Profit must increase in each of the following three years i¢ result in the achievement of the target
bonus and the amouni the Company must exceed the target in order {0 pay greater than target bonuses.

When the Comgany’s Economic Profit performance exceeds the target by a predetermined annual amount, then
the perceniage the performance target is exceeded will be taken into consideration when calculating the bonus
payment for that year for the members of the Managing Board, and other plan participants. The current years’
honus payment will only include 33.3% of the additional bonus funds generated by exceeding the target. The
remaining 66.58% of the additional bonus funds will be set aside and will only be paid 50% in each of the
following two years if the Company continues to meet or exceed ifs Economic Profit target. If the Company does
not achieve the performance target or misses the target by this predetermined amount, or more, then the funds
that were set aside in previous years will be eroded and not paid at any time to the plan participanis

For execufives who are members of the Managing Board there is an added link between Long-Term Incentives
and performance of the Company. Options granted under the proposed Managing Board Transitional Stock
Option Pian, subject to shareholder approval, vest on the third anniversary of the issue date subject to a Total
Shareholder Return {TSR) hurdle. Under the hurdle, 50% of the options issued fo a member of the Managing
Board vest if the Company’s TSR since the issue date is equal to or higher than the median TSR for the
Company’s peer group (Median TSR) over that period. The Company’s peer group is the companies listed in the
S&P ASX 200 index on the issue date. For each 1% that the Company’s TSR is above the Median TSR, a
further 2% of options will vest.
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Source: Computershare Analytics
Note: Before 15 October 2001, JHX was HAH, the former group listed company.

Remuneration for Non-Executive Directors for the year ended 31 March 2005

Fees paid to Non-Executive Directors of James Hardie are determined by the Joint Board, with the advice of
external remuneration advisors, within the maximum amount approved by the sharehciders from time to fime.

Independent experts in Australia and the USA benchmark directors’ remuneration against peer companies,
taking into consideration the level of fees paid to board members of companies with similar size, complexity of
operations and responsibiliies and workload requirements of board members.



During fiscal year 2005, directors were paid a base fee for service on the James Hardie board. Additional fees
were paid to the position of Chairman. Non-Executive Directors Mr MR Brown and Ms M Hellicar also have
accrued retirement benefits up to July 2002 in accordance with a discontinued shareholder-approved scheme
and together with Messrs PS Camercn and DG McGauchie receive Australian mandated 9% superannuation
guarantee contributions on their fees.

As the focus of the board is on the long-term direction and well-being of James Hardie, there is no direct link
between directors’ remuneration and the shori-term results of the Company.

However, James Hardie's fong-term performance relative to other large corporations is considered, among other
factors, in setting the fee pool which is periodically proposed to shareholders at Annual General Meetings for
approval. The current aggregate fee poo! of US$650,000 was approved by shareholders in 2002, representing
an increase from the previous poo! of A$360,000.

Directors’ interests are aligned with the long-term interests of shareholders through the requirement that they
accepi a minimum amount of their fees in the form of shares.

Al the 2002 JHI NV Annual General Meeting, shareholders approved, in accordance with ASX Listing Rule
10.14, effective for a three-year period, the Supervisory Board Share Plan (SBSP). Under the SBSP, members
of the Supervisory Board are required to accept at least US$10,000 of their annual fees in ordinary shares/CUFS
in JHi NV which are subject to a two-year restricted trading period. Under the SB3P, members of the
Supervisory Board will also be entitled {o receive a greater proportion of their remuneration in JBI NV ghares if
they so elect. The issue price is the average of the market closing prices at which CUFS were quoted on the
ASX during the five business days preceding the day of issue.

Board fees are not paid to Mr Gries since the responsibiliies of board membership are considered in
determining the remuneration provided as part of his normal employment conditions.

No Non-Execuiive Director has been granied options or performance rights.

Details of the remuneration of each Non-Executive Director is set cut in the table below.

Primary Equity Post-employment Other
Directors’ JHi NV Stock® Retirement Total

Fees LSS Superannuation Benefits Remuneration

Us$ uss' Uss$ US$
Non-Executive
Directors
M Hellicar
FY 2005 128,750 20,000 13,388 - 182,138
FY 2004 43,333 20,000 5,700 - 59,033
MR Brown
FY 2005 60,000 10,000 6,300 - 76,300
FY 2004 53,333 10,000 5,700 - 59,033
DG McGauchie
FY 2005 55,000 10,000 5,850 - 70,850
FY 2004 31,667 15,000 4,200 - 50,867
JD Barr
FY 2005 60,000 10,000 - - 70,000
FY 2004 33,519 - - 33,518
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PSS Cameron

FY 2005 40,000 20,000 5,400 - 85,400
FY 2004 - 63,333 5700 - 659,033
MJ GilHillan

FY 2005 55,000 10,008 - - 855,000
FY 2004 53,333 10,008 - - 63,333
GJ Clark

FY 2005 50,000 10,008 - - 50,000
FY 2004 - 63,333 - - 653,333
JRH Loudon

FY 2005 43,000 20,000 - - 50,000
FY 2064 47,333 16,008 - - 653,333
Former Non-

Executive Director

AG McGregor’

FY 2005 38,750 2,500 3,713 540,976 685,839
FY 2004 160,000 10,008 15,300 - 185,300
Totai emoluments

for Non-Executive

Directors

FY 2005 527,500 112,500 34,651 540,976 1,315,827
FY 2004 422 518 207 666 36,600 - 656,784

1

The annual allocation {o nen-exacutive directors of JHI NV stock to the value of US$10,000 was

The superannuation benefits include Australian mandated 9% superannuation guarantee contributions
on the Australian directors’ {otal fees.

approved by shareholders at the Annual General Meeting held on 19 July 2002. The Non-Executive
Directors can elect to take add#ional stock in lieu of fees.

On 11 August 2004, Mr McGregor resigned as Chairman of the Supervisory Board due fo ill health. On

25 August 2004, he resigned from the Joint and Supervisory Boards and from all Board Commitiees.

Remuneration for Executive Directors for the year ended 31 March 2005

Details of the remuneration of each Executive Director of James Hardie are set out in the table below.

Post- Total
Primary empioyment Equity Other
Non Superannuation
Cash and 401 {k) Shadow Share | Severance
Base Pay Bonuses | Benefits Benefits and Options® Pay
LSS Us$ LSS Uss USH USS UsSs
Executive Directors
L Gries®
FY 2005 576654 | 1,160,452 | 136,012 13,000 233,155 - 2,119,273
FY 2004 439,427 753,720 | 114,725 12,000 228,535 - | 1,548,407
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W (Pim) Viot®

FY 2005 135,436 - - 3,819 - - 140,055
FY 2084

Former Executive Directors

PD Macdonald®

FY 2005 471,219 - 17,697 13,000 138,430 8,513,284 | 7,153,830
FY 2064 822,500 | 1,745,380 15,693 12,000 593,558 - 3,188,141
FH Zwinkels®

FY 2005 188,377 - - 31,326 3,379 - 223,082
FY 2064 121,756 27,821 10,715 13,6526 3,345 - 177,263
Total emeoluments for Executive Directors

FY 2005 1,372,686 | 1,160,452 | 153,709 50,845 374,964 5513,284 | 9,636,040
FY 2064 1,383,683 | 2,527,031 | 141,133 37,526 825 438 - | 4,814,811

1

Options are valued using the Black-Scholes option-pricing mode! and the fair value of options granted are
inciuded in compensation during the period in which the options vest. The weighted average assumptions
and weighted average fair value used for grants in fiscal vear 2005 were as follows: 1.1% dividend yieid;
29.1% expected volatility; 3.2% risk free interest rate; 3.3 years of expected life; and A$1.35 weighted fair
value at grant date. Shadow share expense included in compensation is calculated based on the
movement in the JH! NV share price during the year and the increase in vesting of the shadow shares;
ASRISS foreign exchange movemenits alse effect the result. Actual benefit received depends on the JHI NV
share price and foreign rates at the time of exercise. The Company’s US Shadow Stock Plan and non-US
Based Employeses Stock Plan were terminated at the end of February 2005 and the value on that day of all
the outstanding shares of these plans were paid o the pariicipanis.

On 22 QOctober 2004 {AEST} Mr Gries was appointed as an interim member of the Managing Board and
named interim Chief Executiive Officer. Under Article 14.3 of our Articles of Association, Members of the

Managing Board appoinied by the Supervisory Board are deemed fo be "interim” until their appointmenis
are confirmed by the next General Meeting of shareholders.

On 22 Qciober 2004 {AEST), Mr Viot, Company Secrefary, was appointed as an interim member of the
Managing Board. On 30 June 2005, Mr Viot's temporary employment agreement will expire by its terms
and Mr Ben Butterfield, the Company’s General Counsel, will be appointed as Company Secretary and an
interim member of the Managing Board. In connection with the expiration of his agreement, we expect to
make a lump sum payment to Mr Viot of approximately 50,000 Eures.

On 22 QOctober 2004 (AEST), Mr Macdonald resigned from the company.
On 22 Qctober 2004 {(AEST), Mr Zwinkels resigned from his position on the Managing Board. On 30 April
2005, Mr Zwinkels resigned as Treasurer. In connection with his resignation, in May 2005, the Company

made a lump sum payment to Mr Zwinkels of approximately U3$85,000 in accordance with his final
settlement agreement.
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Remuneration of Executive Officers for the year ended 31 March 2005

Details of the remuneration of each specified Executive Officer of James Hardie is set out in the following table.

Primary Post- Equity Other Total
employment
Relocation
Severance | Allowances
Non Shadow & & Other
Cash 401 (k) Share & | Retirement Non-
Base Pay | Bonuses | Benefits Benefits Options? Pay recurring
US$ LSS LSS LSS USS$ LiS$ USs USS
Current Executive Officers
Don Merkley
FY 2005 334,000 521,656 85,245 13,000 195,177 - - | 1,129,078
FY 2004 315,577 437,401 88,503 12,000 173,176 - - | 1,006,857
Dave Merkley
FY 2005 303,769 475573 B7.978 13,000 192,268 - - | 1,072,588
FY 2004 285,577 394,064 88,481 12,000 135,437 - - 895,559
James Chilcoff
FY 2005 234,331 259,688 31,056 12,000 27,172 - 104,971 670,018
FY 2004
Mark Fisher
FY 2005 215,770 262,062 50,301 12,948 107,084 - 17,438 665,601
FY 2004
Robert Russell
FY 2005 233,751 234,542 32,366 12,833 111,733 - - 625,224
FY 2004
Former Executive Officers
Peter Shafron®
FY 2005 211,427 - 38,924 12,855 21,674 863,162 8,686 | 1,156,728
FY 2004 307,500 375,951 34,625 12,000 360,222 - 16,356 | 1,106,854
Phillip Morley®
FY 2005 275833 - 93,872 13,000 137,082 1,028,708 - | 1,548,498
FY 2004 327 630 445,742 78,802 12,000 580,828 - - | 1,445,100
Total emoluments
FY 2005 1,808,781 | 1,753,521 | 400842 89,634 792,191 1,891,870 131,085 | 6,887,734
FY 2004 1,236,284 | 1,653,158 | 250411 48,000 1,249,761 - 16,356 | 4.453.870
b Options are valued using the Black-Scholes option-pricing mode! and the fair value of options granted

are included in compensation during the period in which the options vest. The weighted average
assumptions and weighted average fair value used for granis in fiscal year 2005 were as follows: 1.1%

dividend yield; 29.1% expected volatility; 3.2% risk free interest rate; 3.3 years of expecied life; and

A%1.35 weighted fair value at grant date. Shadow share expense included in compensation is
caiculated based on the movement in the JHI NV share price during the year and the increase in vesting
of the shadow shares; A$/USS foreign exchange movements also effect the result. Actual benefit
received depends on the JHI NV share price and foreign rates at the time of exercise. The Company’s
US Shadow Stock Plan and non-US Based Employees Stock Plan were terminated at the end of
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February 2005 and the value on that day of alt the outstanding shares of these plans were paid to the

participanis.

On 20 October 2004, Mr Shafron resigned from the Company.

Consisient with prior years, gross up of fax on the increase/decrease in invesiment value of

superannuation is included for Mr Morley. This benefit is provided to Mr Morley to offset US faxes he
would not have had to pay on his superannuation if he was still in Australia. At the end of May 2004, Mr
Morley refired from his position of Chief Financial Officer, but remained an employee uniil 31 January
2005. In connection with his retirement, the Company made a lump sum payment to Mr Morley equal to
18 months of salary based on his salary at the time of his depariure. We also paid addiional salary
amounis owed to him related 1o expatriate pay. On 1 February 2005, Mr Morley entered info a consulting
arrangement with the Company.

Employment contracts

Remuneration and other terms of employment for the Chief Executive Officer and certain other senior executives
are formalised in service agreements. The main elements of these agreemenis are set out below.

CEC

Details of the terms of the CEC's employment contract are as follows:

Components

Details

Length of contract

Base salary

Short term incentive

Long term incentive

Defined Contribution Plan

Three year term, commencing 10 February 2005. Term is automatically
extended on 9" day of each February for an additional 1 year unless either
party notifies the other, 80 days in advance of the automatic renew date, that it
does not want the term to renew.

US$750,0004yr. Salary will be reviewed annually by the JHi NV Board in April.

Annuat bonus farget is 100% of annual base salary. 80% of this bonus farget is
based on the company meeting or exceeding aggressive performance
obiectives. 20% of this bonus target is based on the executive meeting or
exceeding personal performance objectives.

The Remuneration Committee recommends the Company’'s and executive's
performance objectives and the performance against these objectives, to the
JHE NV Supervisory Board for approval. if the Company’s performance exceeds
the annual objective, the executive realises a bonus grealer than his target
baonus, but only one-third of the excess honus is paid to the participant at the
end of the fiscal year. The remaining two-thirds is then deposited with a notional
bank and is paid to the executlive over the following two years if the Company’s
objectives are met in these years, or is reduced if the Company’s objectives are
not met.

The banking mechanism of the annual bonus plan is considered a long term
incentive. Upon the approval of the shareholders, stock options with
performance hurdles will be granted each year. The recommended number of
options to be granied will be appropriate for this level of executive in the US.
The recommended option grant for August 2005 is 1,000,000 oplions.

The executive may participate in the US 481k defined contribution plan up to

the annual IR3 limit. The Company will match the executive’s contributions info
the plan up to the annual IRS limit.
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Resignation

Termination by JH

Post Termination Consulting

Other

Company Secretary

The executive may cease his employment with the Company by providing
written notice.

The Company may terminate the executive’s employment for Cause or not for

Cause. 1f the Company terminates the employment, not for cause, or the

executive terminates his employment “for good reason” then the company will

pay the following:

a. amount equivalent fo 1.5 time the annual base salary at the time of
terminaticn

b. amount equivalent fo 1.5 times the executive’s Average Annual Bonus
actually paid in up to the previous three fiscal years as CEQO,

The Company will request the executive, and the executive will agree, o
consult to the company upon termination for a minimum of two years, as long as
the executive maintains the company’s non-compete and confidentiality
agreements, and the executive wil receive his annual base salary and annual
target bonus in exchange for this consulting and non-compete.

Tax Equalisation: The Company covers the extra personal tax burden that is a
result of the Comgpany’s structure and any payment of income out of the
Netherlands.

Tax Advice: The Company will pay the costs of filing the executive's income
tax returns to the required countries.

Health, Welfare and Vacation Benefits: The executive is eligible o receive all
health, welfare and vacation benefits offered to all US employees. The
executive is also eligible to participate in the Company’s Executive Health and
Weliness program.

Business Expenses: The Executive is entifled to receive reimbursement for all
reasonable and necessary fravel and other business expenses incurred or paid
by the Execuiive in connection with the performance of his services under this
Agreement

Automobile: The Company will either purchase or lease an automebile for
business and personal use by the Executive, or, in the alternative, the Executive
will be entitied fo an automobile lease allowance not to exceed Seven Hundred
Fifty Dollars {US$750} per month. Unused aliowarice or part thereof will be paid
to the Executive.

Details of the Company Secretary’s employment contract are as follows:

Components

Details

Length of contract

Base salary

Short term incentive

Fixed period of six months from the date of employment; renewable fwice for
any fixed term before becoming indefinite.

Gross monthly salary payable twelve fimes each vear, reviewed annually.
An annual target bonus is set at 15% of the executive's annual base salary,
calculated based on the Company’s bonus plan parameters and the executive’s

achievement against agreed objectives and targets. The bonus is fully based on
Individual Performance.
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Defined Contribution Plan

Resignation or Termination

Other

Other executives

The Company shail pay an age related percentage of the Gross Salary actually
paid to the executive in any given year as #s contribution to the premiums of a
pension arrangement {pensioenfcezegging) for the benefit of the employees of
the Company, provided the executive makes a personal contribution of 4%.

Neither the Company nor the empioyee may terminate the definite contract
during the defined period unless on mutual agreement; the contract
automatically ends at the end of the defined period unless renewed.

Health, Welfare and Vacation Benefits: The executive is entitled to a holiday
allowance, payabie in the month of May, equal to 8% of the gross salary,
earned over the preceding period June through May. If the Employment
Contract starts and/or terminates during the year or the working hours change,
the holiday allowance will be paid out pro rata. The executive receives vacation
benefits in the amount of 24 days per 12 months of service (not inciuding
Saturdays, Sundays, or public holidays).

The Company will pay 50% of the premiums for health care insurance for the
executive. The Company and the executive will mutually agree which health
care insurance is reasonable and the executive has to provide the Company
with a copy of the health care insurance arrangement, before the Company
makes any payment.

Vehicle Allowance: The executive will use his personal vehicle during the
course of business and the use for business purposes, not including home-to-
work travei, will be reimbursed in accordance with the non taxable per kilometre
allowance permitted by the Tax Authorities from time o fime.

Details of the employment contracts for Other Specified Executives are as follows:

Components

Details

Length of contract

Base salary

Short term incentive

Indefinite

Base salary is subject to Remuneration Commitiee approval and reviewed
annually in April.

An annual bonus target is set at a percentage of the executive’s salary. Targeis
typically range from 35%-80%; 80% of this bonus target is based on the
company meetfing or exceeding aggressive performance objectives; 20% of this
bonus target is based on the executive meeting or exceeding personal
performance chiectives.

The Remuneration Committee recommends the Company’s and executive's
performance objectives and the performance against these objectives, o the
JHE NV Supervisory Board for approval. If the Company’s performance
exceeds the annual objective, the executive realises a bonus greater than his
target bonus, but only one-third of the excess bonus is paid to the participant at
the end of the fiscal year. The remaining two-thirds is then deposited with a
naticnal bank and is paid to the executive over the following twe years if the
Company’s objectives are met in these years, or is reduced if the Company's
objectives are not met.
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Long term incentive

Defined Contribution Plan

Resignation

Termination by JH

Post Termination Consulting

Other

Internationat Assignment

The banking mechanism of the annual bonus plan is considered a long term
incentive. Upon the approval of JHINV Supervisory Board, stock options will be
granied each year under the JHI NV 2001 Equity incentive Plan.

The executive may participate in the US 481k defined contribution plan up to
the annual IRS limit. The Company will match the executive’s contributions into
the plan up to the annual IRS limit.

The executive may cease his empioyment with the Company by providing
written notice.

The Company may terminate the executive’s employment for Cause or not for
Cause. Depending on the executive’'s individual contract, if the Company
terminates the employment, not for cause, or the executive terminates his
employment “for good reason” then the company may pay up to:

a. an amount equivalent to 1.5 times the annuatl base salary at the time of
termination
b. amount equivalent to 1.5 fimes the executive's Average Annual Bonus

actuaily paid in the previous three fiscal years.

Currently in respect of two executives, the Company may, or may be reguired
to, request the executive, and the executive will agree, to consult to the
company for two years upon termination in exchange for the payment as
designated in the individual's contract, as long as the executive maintains the
company’s non-compete and confidentiality agreements. The payment amount
ranges from the executive’s annual base salary to the annuatl base salary plus
annual target bonus as of the termination date

Health, Welfare and Vacation Benefits: The executive is eligible o receive all
health, weifare and vacation benefits offered to all US emgployees. The
executive is also eligible to participate in the Company’s Executive Health and
Wellness program.

Business Expenses: The Executive is entifled to receive reimbursement for all
reasonable and necessary fravel and other business expenses incurred or paid
by the Executive in connection with the performance of his services under this
Agreement

Automobile: The Company will either lease an automobile for business and
personal use by the Executive, or, in the alternative, the Executive will be
entitled to an automobile lease allowance not {0 exceed Seven Hundred Fifty
Dollars (US$750} per month. Uniused allowance or part of this will be paid {o the
Executive.

Executives who are on assignment in countries other than their own receive
additional benefits which may include tax egualisation payment and tax advice,
a car in the country they are assigned to, and financial assistance with housing,
moving and siorage.
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Equity hoidings

Options granted to members of the Managing Board
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Shareholdings

Changes in Non-Executive Directors’ relevant interests in JEI NV securities between 1 April 2004 and 31 March
2005 are set ocut in the table below.

Name Number of SBSP’ Number of
S8hares/CUFS at 3 Dec 2004 issue Shares/CUFS at
1 April 2004 A$5.94 per CUFS 31 March 2005
Supervisory Board
Meredith Hellicar 7,934 2,117 10,051
John Barr 21,000 1,068 22,068
Michael Brown 12,901 1,068 13,868
Peter Cameron 11,602 2,117 13,719
Gregory Clark 12,290 1,068 13,358
Michael Gildillan 52,901 1,068 53,969
James Loudon 3,480 2,117 5,597
Donald McGauchie? 4,743 1,068 5811
t Since the Supervisory Board Share Plan (the "SBSP™) was approved at the 2002 Annual General

Meeling, three general alloiments have been made to participants.

2 Mr McGauchie holds 3,000 shares/CUFS as Trustee of a superannuation fund.

Changes in current and former Executive Officers’ relevant interests in JHI NV between 1 April 2004 and 31
March 2005 are set out in the table below.

Number of Number of

Shares { CUFS at Shares { CUFS at

Name 1 April 2004 31 March 2005
Louis Gries 127,675 127,675
Peter Macdonald® 428,600 428 800
Phillip Morley 115,200 115,200

' As of 31 March 2004 and 31 March 2005 Mr Macdonald had 380 CUFS held in his wife's name for their
children.

Loans

Under the Executive Stock Ownership plan, the Company granted a lcan to Mr Macdonald which was setfled at
the time of his resignation.
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This report is made in accordance with a resolution of the members of the Joint Board.

M Hellicar L Gries
Chairman Chief Executive Officer and
Supervisory and Joint Boards Interim Chairman Managing Board

Signed Amsterdam, The Netherlands, 18 July 2005

Under Article 14.3 of cur Articles of Association, Members of the Managing Board appointed by the Supervisory
Board are deemed to be “interim” uniil their appointments are confirmed by the next General Meeting of
shareholders.

24



Report of the Supervisory Board

introduction
The financial statements for JHI NV for the fiscal year ended 31 March 2005 have been audited by our external
auditor, PricewaterhouseCoopers Accountanis NV who has issued an unqualified approving audi opinion.

The Supervisory Board recommends that at the 2005 Annual General Meeting of Shareholders, the financial
statements of JHI NV for the fiscal year ended 31 March 2005 be adopied accordingly.

Directors’ Profiles

As at the date of this report, the members of the Supervisory Board are: Ms M Hellicar {Chairman), Messrs JD
Barr {Deputy Chairman)}, MR Brown, PS Cameron, GJ Clark, MJ Gilifillan, DG McGauchie, and JRH Loudon.
The interim members of the Managing Board are Messrs L Gries and B Butterfield.

Meredith Hellicar

BA, LLM {Hons}, L Mus. A., FAICD

Chairman of the Company’s Supervisory & Joint Boards
Age 51

Meredith Hellicar was appointed as an independent Non-Executive Director of JHI NV* in Gciober 2001, She
was appointed Chairman of the Joint Board and Supervisory Board in August 2004 and was Chairman of the
Special Committee overseeing matters relating to the SCi from 19 July 2004 until its dissolution on 31 March
2005%. Ms Hellicar is a member of the Audit Commitiee, the Nominating and Governance Commitiee and the
Remuneration Commiitee.

Experience: Ms Hellicar is an experienced company director and has held chief executive positions in resources,
transport and logistics, taw and financial services. She was Chief Executive Officer of the law firm, Corrs
Chambers Westgarth and Managing Director of TNT Logistics Asia Pte Lid and of InTech Pty Lid.

Directorships of listed companies in past three years: Current — Director of AMP Limited {since March 2003);
Amalgamated Holdings Limited (since October 2003}, Former — AurionGold {until December 2002).

Other: Director of Southern Cross Airports Group, HLA Envirosciences Pty Limited and HCS Limited and
Chairman of The Sydney Institute. Ms Hellicar is also a member of the Australian Takeovers Panel and the
Garvan Instituie Foundation. Her pravious experience includes directorships with the NSW Environment
Protection Authority (1992-1898), and the NSW Treasury Corporation (2003-2004); awarded a Centenary Medal
for her contribution {o society in Business Leadership; resident of Australia.

Re-election dus: 2006 AGM

John D Barr
Deputy Chairman of the Company’s Supervisory & Joinf Boards
Age 58

John D Barr joined JH1I NV as an independent, Non-Executive Director in September 2003 and was appoinied
Deputy Chairman of the Joint and Supervisory Beards in October 2004. He is Chairman of the Remuneration
Committee.

Experience: Mr Barr has more than 30 years’ management experience in the North American industrial sector,
including 25 years at The Valvoline Company, eight as President and Chief Executive Officer, in which fime the
company’s revenues doubled. Between 1895 and 1989, he was President and Chief Operating Officer, and a
member of the board of directors of the Quaker State Corporation.

Directorships of listed companies in past three years: Current - Director of United Auto Group {since December
2002); Director of Clean Harbors inc (since August 2003}, and Director of UST, Inc (since December 2003).
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Other: Chairman of Performance Logistics Group inc, the second largest provider of new vehicle fransportation
services in North America; since May 2005, Chief Executive Officer of Papa Murphy's International inc, following
its June 2004 acquisition by a partnership consisting of John Barr, Charlesbank Capital Partners, LLC and
company management; citizen of the USA.

Re-election dus: 2007 AGM

Michael Brown BEc, MBA, FCPA
Age 59

Michael Brown was appointed as an independent Non-Executive Director of JHI NV in October 2001. He is a
member of the Joint Board and Supervisory Board, and Chairman of the Audit Committee.

Experience: Mr Brown has broad executive experience spanning finance, accounting and general management
in Australia, Asia and the United States. He is a former Executive Director of Brambies Industries Ltd, and
several other Australian public companies.

Directorships of listed companies in past three years: Current - Chairman and Director of Repco Corporation Lid
{since 2001}; Energy Developments Ltd (Director since 2000; Chairman since 2003); Director of Watly! Lid
{since 2003}; and Director of Innamincka Petroleum Lid (since 2003}

Other: Resident of Australia.
Re-election dus: 2005 AGM

Peter Cameron BA, LLB
Age 54

Peter Cameron joined JHI NV as an independent Non-Executive Birector in August 2003. He is @ member of the
Joint Board and the Supervisory Board, and a member of the Nominating and Governance Commitiee.

Experience: Mr Cameron was formerly a partner and Head of Mergers and Acquisitions with the Australian law
firm, Allens Arthur Robinson, where he advised on a wide range of takeovers, mergers and corporate
reconsiructions.

Other: Chairman of Investiment Banking in Australia and a Managing Director of Cradit Suisse First Boston;
Member of the Australian Takeovers Panel; Chairman of the Advisory Board of the University of Sydney Law
School; resident of Australia.

Re-election dus: 2006 AGM

Gregory Clark PhD
Age 82

Gregory Clark was elected as an independent Non-Executive Director of JHI NV in July 2002 after serving as a
consultant to the Board. He is @ member of the Joint Board and Supervisory Board and a member of the
Nominating and Governance Commitiee and the Audit Committee.

Experience: Mr Clark has a distinguished background in science and business, specialising in the development
and commercialisation of new technology. He is the recipient of a number of international awards for science
and technology, including the Australian Academy of Science Pawsey Medal as the most outstanding Australian
scientist. He is the former President and Chief Operating Officer of US-based Loral Space and Communications
LLC, former President of News Corporation’s News Technology Group and was a member of News
Corporation’s Executive Commitiee.

Directorships of listed companies in past three years: Current — Director of Australia and New Zealand Banking
Group Limited {since 2004).

Other: Principal of Clark Capital Pariners, a technology advisor to a number of financial institutions; resident of
the USA.

Re-election dus: 2005 AGM
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Michael Gillfillan BA, MBA
Age 57

Michaet Gilifilan was appointed as an independent Non-Executive Director of JBI NV' in September 2001. He is
a member ¢f the Joint Board and the Supervisory Board, and a member of the Audit Committee. Mr Gillfillan was
a member of the Special Committee overseeing matters relating to the SCI from 19 July 2004 until its dissolution
on 31 March 2005.

Experience: Mr Gillfillan provides James Hardie with considerable knowledge of United States’ capital markets
and a depth of experience in commercial and corporate banking. He has held a number of senior executive
positions, including Vice Chairman of Wells Fargo Bank in the United States.

Directorships of listed companies in past three years: Current — Director of UnionBanCal Corporation and its
primary subsidiary, Union Bank of California, NA since January 2003,

Other: Partner at Meriturn Partners, LLC; resident of the USA.
Re-election due: 2006 AGM

James Loudon BA (Cantab), MBA
Age 62

James Loudon was elected as an independent Non-Executive Director of JHI NV in July 2002 after serving as a
consultant to the Board. He is a member of the Joint Board and the Supervisory Board and a member of the
Audit Committee and Remuneration Commiitee.

Experience: Mr Loudon has held management positions in finance and investment banking and senior roles in
the transport and construction industries. He was Group Finance Director of Blue Circle Industries Ple, one of the
world's largest cement producers, from 1987 fo 2001.

Prior o this, he was the First Vice-President of Finance for Biue Circle’s companies in the USA

Directorships of listed companies in past three years: Current — Deputy Chairman of Caledonia investments Pic
and a Director since 1895; Former — Non-Executive Director of Lafarge Malayan Cement Bhd {19809-2004).

Other: Governor of the University of Greenwich and of several charitable organisations,; resident of the UK.
Re-election due: 2005 AGM

Donald McGauchie AQ
Age 55

Donald McGauchie joined JHI NV as an independent Non-Executive Director in August 2003. He is @ member of
the Joint Board and Supervisory Board and Chairman of the Nominating and Governance Committee. Mr
McGauchie was & member of the Special Committee overseeing matters relating to the SCI from 19 July 2004
until ifs dissolution on 31 March 2005,

Experience: Mr McGauchie has wide commercial experience within the food processing, commodity frading,
finance and telecommunication sectors. He also has extensive public policy experience, having previcusly held
several high-level advisory positions to government.

Directorships of listed companies in past three years: Current — Chairman of Telstra Corporation Limited (since
2004); Director of Nufarm Limited (since 2003); Former— Chairman of Woolstock Australia Limited {1998-2002);
Deputy Chairman of Ridley Corporation Limited (1998-2004}; Director of National Foods Limited {2000 - 2005},
Director of Graincorp Limited {1998-2002).

Other: Director of The Reserve Bank of Australia; President of the National Farmers Federation (1994-1998);
Chairman of Rural Finance Corporation (2003-2004); awarded the Centenary Medal for service {o Australian
society through agriculture and business in 2C03; resident of Australia.

Re-election dus: 2006 AGM

* Ms Hellicar and Messrs Brown and Gillfillan were appoinied as non-executive directors of our
predecessor James Hardie industries Limited on 11 May 1982, 25 September 1892 and 20 August 1889
respectively.
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Explanation of Directors’ degrees and abbreviations: AD Order of Australia; BA {Cantab) Bachelor of Arts,
Cambridge University, UK; LLB Bachelor of Laws; BEc Bachelor of Economics; MBA Master of Business
Administrafion; FCPA Fellow Cerlified Practicing Accountants; PhD Doctor of Philosophy; BA Bachelor of Arts;
LEM Master of Laws; {Hons} Honours; L Mus A Licentiate of Music Australia awarded by the Australian Music
Examinations Board (AMEB); FAICD Fellow, Australian Institute of Company Directors.

Composition of the Committees of the Joint Board
As at the date of this report, the members of the Audit Committee are Mr Brown (Chairman and financial expert),
Mr Gillfillan {financial export), Ms Hellicar, Mr Loudon {financial expert) and Mr Clark.

As at the date of this report, the members of the Nominating and Governance Committee are: Mr McGauchie
{Chairman), Mr Cameron, Mr Clark and Ms Hellicar.

As at the date of this report, the members of the Remuneration Committee are: Mr Barr {Chairman), Ms Hellicar
and Mr Loudon.

Activities of the Supervisory Board and the Committees

The Supervisory Board and the Commitiees regularly held deliberations throughout fiscal year 2005. Details on
the number of meetings of the Supervisory Board and the Commitiees and the attendance of members of the
Supervisory Board and the Committees are set out on page 2 of this report.

In its meetings, the Supervisory Board discussed regularly.

the performance of JHI NV's individual business groups,

company and business unit budgets;

monthly, quarterly, half-yearly and yearly results and financial statements;

capital expenditure requests;

the safety and environmental performance of the business;

JHi NV’s financing in general and its credit rating;

the entry into voluntary asbestos compensation arrangements with the New South Wales
Government, subiect 1o lender support and shareholder approval.

The Supervisory Board also discussed the operational and financial objectives of JHI NV, the sfrategy to achieve
these objectives, the parameters o be applied in relation to the strategy, the business plans for the businesses,
dividends and capital management, the risks {o JHI NV and the reports by the Managing Board of the internal
risk management and controf systems and their developments.

In addition, the Supervisory Board discussed, without the members of the Managing Board being present,
severance agreements with Mr Macdonald and Mr Shafron; the appointment of the CEQ {and, in consultation
with the CEOQ, the appaintmenti of the CFO); its own performance, composition, profile and competence; the
performance of its individual members; succession; its relationship with the Managing Board and the
composition thereof. The Supervisory Board also discussed, without the members of the Managing Board being
preseni, the performance of the Managing Board and of its individual members and succession.

The Audit Committee reviewed JHI NV's monthly, quarterly, half-yearly and yearly resuits, financial statements
and the Annual Report. Furthermore, the Audit Commitiee oversaw the relationship with the external auditor and
the functioning of the internal audit department, including the compliance with recommendations and
observations of internal and external auditors. It also discussed the effect of internal risk management and
controt systems.
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The Remuneration Committee discussed the remuneration of the members of the Managing Board (and interim
members of the Managing Board}, described on pages 7- 23 of this report as weil as the severance agreements
with Mr Macdonald and Mr Shafron. Other fopics included equity grants to executives; remuneration of the
execufive team and salary increase guidelines for each business, non execufive director remuneration and cap;
refiree health care benefits for US executives; Economic Profif Incentive Plan; executive confracis; management
structure, succession planning and development; US non-qualified deferred compensation plan.

The Nominating and Governance Committee discussed the size and composition of the Supervisory Board and
the Managing Board as well as the functioning of the individual members of the Supervisory Board and the
Managing Board. Furthermaore, this commitiee discussed the succession of Mr Macdonald and Mr Shafron as
well as corporate governance compliance developments.

The {temporary) Special Committee was established by the Supervisory Board on 19 July 2004 and was
disbanded on 31 March 2005. It oversaw the company’s participation in the SCI; reviewed the SCV's report and
recommended {0 the Board appropriate actions in response o its findings; oversaw on behalf of the company
any developments and discussion of suitable arrangements o ensure legitimate claimanis receive fair and
equitable compensation; and discussed the developments of negofiaiions with the NSW government, the ACTU
and the Asbestos Victim's Associations which resulted in the signing of a Heads of Agreement in December
2004,

Main elements of the Remuneration Report regarding the remuneration of the members of the Managing
Board

Details on the remuneration of the members of the Managing Board are included in the Remuneration Report -
Directfors’ and Executives’ emoiuments on pages 7 - 23 of this repori.

This report is made in accordance with a resclution of the members of the Supervisory Board.

M Hellicar
Chairman
Supervisory and Joint Boards

Signed Amsterdam, The Netherlands, 18 July 2005
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Overview

We intend this discussion to provide information that will assist in understanding our 31 March 2005
consolidated financial statemenis, the changes in significant tems in those consolidated financial statements
from year {0 year, and the primary reasons for those changes. This discussion includes information about our
critical accounting policies and how these policies affect our consolidated financial statements and information
about the consolidated financial results of each business segment o provide a better understanding of how each
segment and ifs results affect our financial condition and operating results as a whole. Our 31 March 2005
consolidated financial statements and the notes accompanying those consolidated financial statements should
be read in conjunction with this discussion. In addition, during fiscal vear 2005, we incurred significant costs
associated with the Special Commission of inquiry {the “SCI”) and other related matiers. We have continued to
incur material costs associated with the SCI and other refated matters and expect to incur such costs in the
short-term. Information regarding the SCI and other related matters can be found in this discussion and in Note
4.10 of ocur consolidated financial statements.

The Company and the Building Product Markets

Based on net sales, we believe we are the largest manufacturer of fibre cement products and systems for
internal and external building construction applications in the United States, Australia, New Zealand and the
Philippines and the second largest manufaciurer of flat sheet products in Chile. Our current primary geographic
markets include the United States, Australia, New Zealand, the Philippines, Chile and Eurcpe. Through
significant research and development expendiure, we develop key product and production process technologies
that we patent or hold as frade secrets. We believe that these technologies give us a competitive advantage in
the markets in which we sell our products.

We manufaciure numercus types of fibre cement products with a variety of patterned profiles and surface
finishes for a range of applications including external siding and soffit lining, trim, roofing, internal linings,
facades, floor and tile underiayments, drainage pipes and decorative columns. Our products are used in various
market segments, including new residential construction, manufactured housing, repair and remodet and a
variety of commercial and industrial construction applications. We believe that in certain construction
applications, our fibre cement products and systems provide a combination of distinctive performance, design
and cost advantages over competing building preducts and systems.

Our products are primarily sold fo the residential housing markets. Residential consiruction fluctuates based on
the levels of new home construction activity and the repair and remodeling of existing homes. These levels of
activity are affected by many factors including home mortgage interest rates, inflation rates, unemployment
levels, existing home sales, the average age and the size of housing inventory, consumer home repair and
remodel spending, gross domestic product growth and consumer confidence levels. These factors were
generally favourable during fiscal year 2005, resulting in healthy levels of residential construction and home
repair and remodei activity.

Fiscal Year 2005 Key Resuits

The key results are presented in accordance with accounting principles generally accepted in the United Stales
of America ("USGAAP”). This is consistent with the way Management fypically presents resulis of the Company
to users of #s financial data. As they relate to the Company's Key results, variances between USGAAP and
accounting principals generally accepted in the Netherlands are not significant.

Total net sales increased 23% to US$1,210.4 million in fiscal year 2005, EBIT increased 14% to US$186.2
million, and operating profit from continuing operations increased 2% o US$127.9 million.

Our largest market is North America, where fibre cement is one of the fastest growing segments of the external
siding market. During fiscal year 2005, USA Fibre Cement net sales contributed approximately 78% of total net
sales, and its EBIT was the primary contributor of total company EBIT. Net sales ingreased due to increased
sales volume and a higher average net selling price. EBIT increased from fiscal year 2004, primarily due to
growth in net sales, partly offset by an increase in unit cost of sales, unit freight cost, general liability insurance
and selling, generatl and administrative expenses.
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{Millions of US dollars) 2005 2004 % Change
Net Sales
USA Fibre Cement $0938.2 $73886 27
Asia Pacific Fibre Cement 236.1 219.8 7
Other Fibre Cement 35.1 23.5 48
Total Net Sales $1.2104 $981.8 23
Net Sales $1,2104 $981.9 23
Cost of goods sold {(784.0) (623.0) 28
Gross profit 426.4 3588 19
Selling, general and administrative expenses (174.5) {1682.0) 8
Research and development expenses {21.6} {22.8) {4}
Special Commission of inquiry and other related expenses {28.1} - -
Other operating expenses (6.0} {2.1} -
EBIT 196.2 172.2 14
Net interest expense {5.1} {10.0) (49}
Other {expense)} income {1.3} 3.5 -
Operatling profit from continuing operations before income {axes 189.8 1657 15
Income tax expense {61.9} {40.4) 53
Operating Profit From Continuing Operations $127.9 $1253 2
Net Operating Profit Inciuding Discontinued Operations $128.0 $129.6 {2}
Effective tax rate from continuing operations 32.6% 24 4%
Volume {mmsf)

USA Fibre Cement 1,855.1 1,519.9 22

Asia Pacific Fibre Cement 376.9 3621 4
Average net sales price per unit {per msf)

USA Fibre Cement LUSH 508 US$ 488 4

Asia Pacific Fibre Cement® A% 846 A 862 {2}

*See Endnotes
All results are for continuing operations untess otherwise stated.

Asia Pacific net sales contributed approximately 20% of tofal net sales, and its EBIT was the second largest
contributor of total company EBIT. Net sales increased in fiscal year 2005 in both our Australia and New Zealand
and our Philippines Fibre Cement businesses. In our Ausiralia and New Zealand business, this increase was
primaritly due to favourable foreign currency exchange rates. ERIT increased primarily due o cost savings and
the impact of a cost provision recorded in the fiscal year 2004 that did not recur in fiscal year 2005 related o our
Australia and New Zealand business and favourable foreign currency exchange rate differences.

In our emerging businesses of Chile Fibre Cement, Europe Fibre Cement and USA Hardie Pipe, we continued o
make good progress. Qur Chilean business recorded a small positive EBIT in each guarter of fiscal year 2005.
Our USA Hardie Pipe business significantly reduced its EBIT loss compared to fiscal year 2004. Our Europe

Fibre Cement Business incurred an EBIT loss for fiscal year 2005 as expected as we continued to build
awareness of ocur products among distributors, builders and contractors, and added further distribution outlets in
bath the UK and French markets. in addition, our Artisan™ Rocofing business is continuing to prove its business
mode! and remains focused on market testing, refining the manufacturing operation and improving produciivity.

Totai Net Sales

Total net sales increased 23% compared to the same period of the previous year, from US$881.9 million to
US%1,210.4 million.

Net sales from USA Fibre Cement increased 27% from US$738.6 million to US$838.2 million due fo continued
strong growth in sales volumes and a higher average net sales price.

Net sales from Asia Pacific Fibre Cement increased 7% from US3$219.8 million to US$236.1 million due to
increased sales volumes and favourable foreign currency movements.
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Net sales from Other Fibre Cement increased 49% from U$3%23.5 million fo US$35.1 millicn as the Chilean flat
sheet business, the USA Hardie Pipe business and Europe Fibre Cement business conifinued to grow.

{8A Fibre Cement
Net sales increased 27% from US$738.8 million fo US$938.2 million due to increased sales volumes and a
higher average net sales price.

Sales volume increased 22% from 1,519.9 million sguare feet to 1,855.1 million square feet, primarily due to
continued strong growth in primary demand for fibre cement and a favourable housing construction market.

New residential housing construction remained buoyant during the year due 1o strong consumer demand and
iow inventories of houses for sale, fuelled by low inferest rates, solid house prices and a strengthening domestic
economy.

We continued to grow sales in both our emerging and established geographic markets and in our exterior and
interior product markets.

Further market share was gained in our emerging geograghic markets as our exterior products continued to
penetrate against alternative materials, primarily wood-based and vinyi siding. There continued o be growth in
sales of higher-priced, differentiated products such as vented soffits, Heritage® panels, the ColorPlus™
Collection of pre-painted siding and Harditrim® XLD® Planks.

There were further market share gains in the interior products market, with sales of Hardibacker® 500 half-inch
backerboard up strongly compared to the previous year.

The average net sales price increased 4% from US$486 per thousand sguare feet to US$508 per thousand
square feet. The increase was due to proportionally stronger growth of differentiated, higher priced products,
including Harditrim®, vented soffit and the ColorPlus™ Collection, and price increases for some products that
became effective on 1 July 2004 and 1 January 2005,

Our West Coast manufacturing capacity increased during the year with the addition of our new fibre cement
plant in Reno, Nevada. The plant began producing product in the fourth quarter and its ramp-up is progressing
well. At year end, we were in pre-production with our new 160 million square foot trim line in Pery, lHinois. Also
during the year, we added pre-finishing capacity in Peru, lllinois and began construction of our tenth plant in
Pulaski, Virginia.

Asia Pacific Fibre Cement*
Net sales increased 7% from US$215.8 million to US$236.1 million. Net sales increased 1% in Australian
dollars. Sales volume increased 4% from 362.1 million square feet to 375.9 million square feef.

Australia and New Zealand Fibre Cement
Net sales increased 8% from US$195.5 milion to US$210.1 million due {o a higher average net sales price and
favourable foreign currency movements. In Australian dollars, net sales increased 19%.

Sales volumes decreased from 284.2 millicn square feet to 283.3 million square feet primarily due fo weaker
market conditions in Australia and the impact of product bans and boycotis in Australia connected with the SCI
and release of the SCI report.

In Australia, new residential housing activily improved early in the year, led by buoyant activity in Queensiand,
and the renovation and commercial segments also remained strong early. However, both new residential
housing and renovations activity softened over the year.

In New Zealand, new residential housing aclivity was robust in the first half year bui softened slightly during the
second half. Sales of our Linea® weatherboards continued to grow sirongly. The average net sales price
increased 1% in Australian dollars.



During the vear, we launched Eclipsa™ Eaves Lining, a new pre-painted eave product, across Australia.
Eclipsa™ offers cost benefits and construction advantages over non-painted eave products and we expect that it
will be received favourably by builders.

Philippines Fibre Cement
Net sales increased 25% from 1US3$20.8 million to 1$3$26.0 million. In local currency, net sales increased 27%.
This increase was due o a 20% increase in sales volume and a 5% increase in the average net sales price.

The increase in the average net sales price was due to a change in sales mix between domestic and export
sales and higher domestic prices in the second half of the year.

Increased market penetration and regional exports resulted in significantly stronger demand during the year.
Other Fibre Cement

Chile Fibre Cement
QOur Chilean business continued {o increase its penetfration of the domestic flat sheet market and increased sales
of higher-priced, differentiated products, and increased regional exports.

Net sales increased compared to the previous year, due to growth in sales volume and a higher average net
sales price. In local currency, the average net sales price decreased primarily due to the impact of a weaker US
dollar on export prices, partly offset by higher domestic prices and a change in the sales mix.

Construction activity in Chile continued {o show signs of improvement during the year.

USA Hardie Pipe
Our LUSA Hardie Pipe business continued to penetrate the Florida market of the United States and to improve its
manufacturing efficiency.

Net sales for the year increased strongly due to increased sales volumes and higher prices despite severe
weather in Florida that adversely affected sales in the first half of the year. The increase in sales volume was
due to market share gains and buoyant construction activity in Florida.

The average net sales price improved strongly during the year, reflecting favourable market conditions and
improved customer focus by the business.

The manufacturing performance of our plant also improved significantly during the year, but operating cosis
remain above our targets.

Europe Fibre Cement

Our European business continued o grow demand during the year by building awareness of our products
among distributors, builders and contractors, and by adding further distribution outlets in both the UK and French
markeis.

Sales have continued to build steadily since commencement of operaticns in the first quarier of the previous
fiscal year. Progress on creatling primary demand in Europe for fibre cement siding products and converting tile
applications from drywall and wood to fibre cement products, remains in line with management expectations.

Artisan™ Roofing

In June 2603, we completed construction and began production frials at our pilot roofing plant in Fontana,
California. The pilot plani, which has a design capacity of 25 million square feef, was built to test our proprietary
manufacturing technology and o provide product for market testing in Southern California.

The business is continuing to prove ifs business mode! and remains focused on market testing, refining the
manufacturing operation and improving productivity.
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Qur Artisan™ Roofing product, made from a new lightweight concreie roofing technology, has now been
faunched in all our targeted markets in Calfomia.

Gross Profit
Gross profit increased 18% from US$358.9 million fo US$426.4 million due o improvementis in our major
businesses. The gross profit margin decreased 1.4 percentage points {0 35.2%.

USA Fibre Cement gross profit increased 19% due fo higher net sales, partly offset by an increase in unit cost of
sates and increased freight costs. The higher unit cost of sales resulted primarily from increased sales of higher-
priced, differentiated products, higher pulp and cement costs, maintenance expenses and a femporary reduction
in manufacturing efficiency at some plants that occurred during the second quarter. Higher freight costs were
primarily refated to an increase in length of haut of some products due to supply issues associated with a
temporary reduction in plant manufacturing efficiency in the second quarter, and higher fuel costs and general
liability insurance. The gross profit margin decreased 2.6 percentage points.

Asia Pacific Fibre Cement gross profif increased 11% following improvements from Ausfralia and New Zealand
Fibre Cement and Philippines Fibre Cement, which increased 8% and 53%, respectively. The improved result
was due to manufacturing efficiency gains in both Australia and New Zealand and increased net sales in New
Zealand, partly offset by reduced net sales in Australia attribuiable to weaker market conditions and product
bans and boycotts in Australia connected with the SCi and release of its report. In the Philippines, increased
sales accounied for the sironger gross profit performance. The Asia Pacific Fibre Cement gross profit margin
increased 1.2 percentage points.

Selling, General and Administrative (SG&A) Expenses

SG&A expenses increased 8% compared to the previous year, from US$162.0 million to US$174.5 million. The
increase in SG&A expenses was due mainly to increased sales and markeling, information technology and other
expenses associated with growth initiatives in the United States. As a percentage of sales, SG&A expenses for
the year were 2.1 perceniage points lower at 14.4%.

Research and Development Expenses

Research and development expenses include costs associated with "core” research projects that are designed
to benefit all fibre cement business units. These costs are recorded in the Research and Development segment
rather than being atiributed to individual business units. These cosis decreased 15% for the year, to US$12.0
million.

Other research and development costs associated with commercialisation projects in business units are included
in the business related unit segment results. In total, these cosis increased 13% to US38.6 million for the year.

8Ct and Other Related Expenses

In February 2004, the NSW Government, Australia, established a SCi to invesitigate, among other matters, the
circumstances in which the Medical Research and Compensation Foundation {the "Foundation™) was
established. Shorlly after release of the SCI report on 21 September 2004, we commenced negotiations with the
NSW Government, the Australian Council of Trade Unions, UnionsNSW and a representative of asbesios
claimants in relation to our offer made to the SCI on 14 July 2004 fo provide funds voluntarily for proven
Ausiralian-based asbesios-related injury and death claims against certain former James Hardie Australian
subsidiaries. On 21 December 2004, we entered into a Heads of Agreement with the above parties fo establish
and fund a special purpose fund to provide funding for these claims on & long-term basis. We have subseguently
enterad into negotiations with the NSW Government on an agreement that, when completed, we expect to be
put to shareholders for approval.

34



Costs incurred during the year associated with the SCI and other related matters totalled US$28.1 million and
included: LIS$6.8 million related to the SCi; US$4.9 million related fo the internal investigation conducted by
independent legal advisers, consistent with US securities regulations, of the impact on our financial statements
of allegations of ilegal conduct raised during the SCI and any potential impacts on the financial statements (the
investigation found there was no adverse impact on our 2004 financial statements), US$1.2 million related o the
Australian Securities and Investments Commission {the "ASIC”} investigation into the circumstances surrounding
the creation of the Foundation; US$6.4 million for resolution advisory services; US$6.0 million in severance and
consulting payments to former executives; and US$2.8 million for other matters.

Further information on the SCi and other related matters can be found in Note 4.10 fo the consolidated financial
statements.

Other Qperating Expense

Other operating expense of US$6.0 milion in the current year relates to a sefilement loss of US$H5.3 million for
an employee refirement plan and loss on the sale of land in Sacramento, California. The refirement of a
significant number of participants in the employee retirement plan resulied in a regquirement under SFAS No. 88
to recognise and accelerate the amortising of an actuarial loss for the plan. Other operating expense in fiscal
year 2004 of US$2.1 million mainly refiects an increase in cost provisions for our Australia and New Zealand
business.

EBIT
EBIT increased 14% from US$172.2 million to US%$196.2 million. The EBIT margin decreased 1.3 percentage
points to 16.2%. EBIT includes SCi and other related expenses of US328.1 million.

USA Fibre Cement EBIT increased 24% from 1JS$195.6 million to US$241.5 million. The increase was dug o
growth in net sales, partly offset by an increase in unit cost of sales, unit freight cost, general liability insurance
and SG&A expenses. The increase in unit cost of sales was due {0 increased sales of higher cost differentiated
praducts, higher pulp and cement costs, increased maintenance expenses and a temporary reduction in
manufacturing efficiency at some plants that occurred during the second guarter. Higher freight costs were
primarily refated o an increase in length of haul of some producis due to supply issues associated with the
temporary reduction in plant manufacturing efficiency and higher fuel costs. The EBIT margin decreased 0.8 of a
percentage point to 25.7%.

Asia Pacific Fibre Cement EBIT increased 25% from US$37.6 million to LJS$46.8 million. The EBIT margin
increased 2.7 perceniage points to 18.8%.

Australia and New Zealand Fibre Cement EBIT increased 20% from US$35.4 million to US$42.4 milion. In
Australian dollars, EBIT increased 12%. The increase in EBIT in Australian dollars was mainly due to cost
savings and the impact of a cost provision recorded in the prior year that did not recur in the current year. The
EBIT margin increased 2.1 percentage points to 20.2%.

Philippines Fibre Cement business more than doubled its positive EBIT performance compared to the previous
year due 1o increased net sales.

The Chile Fibre Cement business recorded a small positive EBIT in each quarter of the year.

Qur USA Hardie Pipe business significantly reduced its EBIT loss compared to the previous year due fo
increased sales volumes, higher selling prices and manufacturing cost savings.

Qur Europe Fibre Cement business incurred an EBIT loss for the year as expected.

General corporate costs increased US$35.3 million from US$27.5 million to US$62.8 million. This increase was
primarily due to US$28.1 million of SCI and other related expenses, a setilement loss of US$5.3 million related
to an employee retirement plan, a US$0.7 million loss on sale of fand owned in Sacramento, California and a net
increase in other general corporaie costs. Additionally, in the prior fiscal year, we booked a reversal of an excess
nrovision of US$1.6 million related to a vendor dispuie that we setfled favourably and that did not recur this year.
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These increases were partially offset by a US$2.5 million decrease in employee bonus plan expense and a
US$3.0 million decrease in employee share based compensation expense from stock appreciation rights
primarily caused by a decrease in our share price.

Net Interest Expense

Net interest expense decreased by US$4.9 milion from US$10.0 million to US$5.1 million, primarily due to a
higher amount of interest expense capitalised on consiryction projects in the current year compared o the
previous year, higher interest income due to higher average cash balances and lower inferest expense due o
iower average debt balances.

Other {Expense) iIncome

During the current vear, other expense consisied primarily of a US%2.1 milion impairment charge that we
recorded on an invesiment in a company that filed a voluntary petition for reorganisation under Chapter 11 of the
US bankruptcy code, partially offset by a US80.8 million gain on a separate investment. In the prior year, we
realised a gain before income tax of US$4.5 million on the sale of property formerly owned by one of our New
Zealand subsidiaries. Additionally, a previously recorded liability related to potential contingent legal claims was
reversed, resulting in income of US%4.3 million. We also realised USH0.1 million in net investment income.
These income items were partially offset by an impairment charge of U8%2.2 million that we recorded on an
investment in a company that filed a voluntary petition for reorganisation under Chapter 11 of the US bankruptcy
code. Additionally, we incurred an expense of US$3.2 million primarily due to a capital duty fee paid in
conjunction with our Duich legal structure. We incurred this {o extend the scope of cur international finance
subsidiary to lend to global operalions.

Income Tax Expense

Income tax expense increased by US$21.5 millicn from US340.4 million to US$61.9 million due to the increasse
in profit, the geographic mix of eamings, estimated income tax confingencies recorded during the year and non-
deductible SCi and other related expenses.

Operating Profit from Continuing Operations

Cperating profit from continuing operations increased from US$125.3 million to US$127.8 million. Operating
profit from continuing operations includes SCI and other related expenses of US$28.1 million and a related tax
benefit of US3$5.8 milion. Operating profit from continuing operations excluding SCi and other related expenses
increased 20% to US$150.2 million.

Discontinued Operations

We recorded a loss from disconiinued operations of U8$1.0 million in the current year compared to income of
LiS$4.3 million in the prior year. The current year amount relates primarily to additional costs associated with the
sale of New Zealand land in March 2004 and setflement of a dispuie associated with a former business. The
prior year amount primarily includes a favourable outcome from matters related to our former Gypsum business
and a gain on the sale of our New Zealand Building Systems business, net of other wind-up costs of Gypsum
and other discontinued businesses.

Liguidity and Capital Resources

Cur treasury policy regarding our iquidity management, foreign exchange risks management, interest rate risk
management and cash management is administered by our freasury depariment and is centralised in The
Netherlands. This policy is reviewed annually and is designed to ensure that we have sufficient liquidity o
support our business activities and meet future business requirements in the countries in which we operate.
Counierparty limits are managed by our freasury depariment and based upon the counterparty credif rating; fotal
exposure {o any one counterparty is limited o specHied amounts and signed off annually by the CFO.

We have historically met our working capital needs and capital expenditure requirements through a combination
of cash flow from operations, proceeds from the divestiture of businesses, credi facilities and other borrowings,
proceeds from the sale of property, plant and equipment and proceeds from the redempticn of investmenis.
Seasonal fluctuations in working capital generally have not had a significant impact on our short-term or long-
term liquidity. We believe that we can meet our present working capital requirements for at least the next 12
months based on our current capital resources.
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We had cash and cash equivalents of US53$113.5 million as of 31 March 2005. At that date we also had credit
facilities totalling 1J53449.4 million of which US$159.3 million was outstanding. At 31 March 2005, our credit
facilties were all uncollateralised and consisted of the following:

Millions of US dollars At 31 March 2605

Effective Principai
Description Inferest Rate Total Facitity Qutstanding

USS notes, fixed interest, repayable annually in
varying tranches from November 2005 through
November 2013 7.12% $ 1474 $ 1474

A% revolving loan, can he drawn down in either
USS or A3, variable interest based on USS$

LiIBOR or A$ bank bill rate plus margin, can be
repaid and redrawn untll maturity in November
2008 N/A 154 5 -

USE stand-by lcan, can be drawn down in either
USS or A3, variable interest based on USS$
LIBOR or A$ bank bill rate plus margin until
maturity of US$117.5 in April 2005 and U8$15.0
in Gctober 2005 N/A 132.5 -

US$ line of credit, can be drawn down in
Chilean Pesos, variable interest based on
Chilean Tasa Activa Bancaria rate plus margin

until maturity in Aprii® and December 2005 3.52% 15.0 11.8
Total $ 4484 $ 159.3

a Renewed and sxtended until March 2008

Net debt at year end was LiS$45.8 million, a decrease of US357.7 million, from US$103.5 million as at 31 March
2004,

In June 2005, we entered into new unsecured debt facilities {otalling US$355 million. These new facilities will
replace the A$ revolving loan and the US$ stand-by-oan facilities that were in place at 31 March 2005. Subject
to the satisfaction of customary closing conditions, these new facilities will provide us with an increased amount
of liquidity, compared {o what was avaiable under our previous financing arrangements. These facilities are
inifially for a 364-day term, hut we anticipate that two-thirds of them will be extended to a five-year term if
negotiation of the Principal Agreement is completed and the Principal Agreement is subsequently executed and
becomes effective. The extension of a facility will only occur if the relevant bank is satisfied with the terms of the
Principal Agreement. If the final position reached in the Principal Agreement is materially different from the
pasition in the Heads of Agreement, the extension may not occur and we may have o arrange a further
refinancing.
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In the future, we may not be able to renew credit facilities on substantially simiar ferms, or at all; we may have to
pay addiional fees and expenses that we might not have to pay under normal circumstances; and we may have
to agree to terms that could increase the cost of cur debt structure. if we are unable to renew our debt on terms
which are not materially less favorable than the terms currently available fo us, we may have {o scale back our
levels of planned capital expenditure and/or take other measures to conserve cash in order io meet our future
cash flow requirements.

At 31 March 2005, we believe that we were in compliance with all restrictive covenanis contained in the
uncollateralised notes, revolving loan facility and the stand-by credit facility agreementis. Under the most
restrictive of these covenanis, we are required {0 maintain certain ratios of debt to equity and net worth and
levels of eamnings before interest and taxes and have limits on how much we can spend on an annual basis in
relation to asbesios payments to either Amaca Pty Lid {formerly James Hardie & Coy Ply Ltd} (*Amaca”}, Amaba
Pty Ltd (formerly dsekarb Pty Lid) {"Amaba") or ABN 60 Pty Lid {"ABN 60"}.

Cash Flow

Net operating cash inflows increased by US3$57.2 million or 35% from US$162.6 million to US$219.8 million for
the year ended 31 March 2005 compared {o the prior year, primarily due o changes in our operating assets and
liabilities.

Net cash used in investing activities was US$149.2 million for the year ended 31 March 2005 compared io
LUS3$58.0 millien in the prior year. The increase in the cash used was primarily due to additional capital
expenditures of US$78.4 million for the year ended 31 March 2005, US$10.8 million cash received in the prior
year from the sale of land and buildings of our Australia and New Zealand business in March 2004, and LJ$3%5.0
million cash received in the prior year from the sale of our New Zealand Building Systems business in May 2003
that did not recur in the current year, partly offset by proceeds of US$3.4 million from the sale of fand in
Sacramento, California in the current year.

Net cash used in financing activities was US5%28.2 million for the year ended 31 March 2005 compared to
US$87.9 million in the prior year. The decrease in cash used was primarily due fo a US$68.7 million repayment
of capital in the prior year that did not recur in the current period and a US$9.2 million decrease in dividends
paid, partly offsetf by a US$17.6 million scheduled debt repayment in the current period.

8pecial Commission of Inquiry and Related Matters
Discussion of the SCI and related matiers is included in Note 4.10 of the consoclidated financial statements.

Capitai Requirements and Resources

Qur capital requirements consist of the expansion, renovation and maintenance of our production facilties and
the construction of new facilities. Our working capital requirements, consisting primarily of inventory and
accounts receivable and payables, fluctuate seasonally and increase prior o and during months of the year
when overall construction and renovation activity volumes increase. We have historically funded cash fiow
shorifalls with cash generated from divestiture of non-fibre cement business operations and other business
assets and from available cash under bank debt facilities.

During fiscal year 2005, our continuing businesses generated cash in excess of our capital requiremenis. As we
continue expanding our fibre cement businesses, we expect to use cash primarily generated from our operations
to fund capital expenditures and working capifal. We expect to spend significantly during fiscal year 2806 on
capital expenditures that include facility upgrades and new facility construction. Upgrades generally inciude
expenditures for implementing new fibre cement technologies.

0On 21 December 2004, we announced that we had entered intc a non-binding Heads of Agreement with the
NSW Government and union representatives which is expected to form the basis of the proposed binding
agreement {“the Principal Agreement”) to establish and fund a special purpose fund to provide funding on a
iong-term basis for asbestos-related injury and death claims {the “Claims”} against Amaca, Amaba and ABN 60.

38



Currently, the fiming of any potential payments is uncertain because we have not yet reached an agreement with
the NSW Government and the conditions precedent {5 any agreement that may be reached have not been
satisfied.

We are currently unabie {¢ estimate the cost of administering and litigating the claims under the potential
Principal Agreement with the NSW Government because this is highly contingent upon the final outcome of the
NSW Government's review of legal and administrative costs. However, if we enter into the Principal Agreement,
we may have to make an initial payment in fiscal 2006 equal fo estimated asbestos claims 1o be paid over the
next three years less existing cash of the Foundation. We believe that the cash and cash equivalents that we
cutrently have on hand and funds from debt facilities that we anticipate will be available will be sufficient {o fund
the initial payment. Additionally, we anticipate that the Principal Agreement will require us o make annual
payments to fund Claims.

We are currenily negotiating the Principal Agreement with the NSW Government. Costs we incur negotiating the
Principal Agreement may be significant and will negatively impact our cash generated from operations over the
shori-term. We anticipate that our cash flows from operations, net of estimated paymentis that may be made
under the Princigal Agreement, will be sufficient {o fund our planned capital expenditure and working capital
reguirements in the short-term. If we do not generate sufficient cash from operations to fund our planned capital
expenditures and working capital requirements, we believe the cash and cash equivalents of U8$113.5 million,
and the cash that we anticipate will be available {o us under credit facilities, will be sufficient to meet any cash
shortfalls during the next two 1o three years.

Bevond three yvears, we intend to rely primarily on increased market penetration of our products and increased
profitability from a more favourable product mix {o generate cash fo fund our growth. Historically, our products
have been well accepted by the market and our product mix has changed towards higher priced, differentiated
products that generate higher margins. We are relying on increased market demand for all of our products o
achieve sufficient market penetration and a product-mix sufficiently profitable to fund our growth plans. We also
intend fo mainfain sufficient levels of available cash under bank debt facilities to offset any cash shortfall.

We believe that we will be able to continue increasing our market share by further market penetration against
competing products. Generally, over the past three years, a large part of our growth resulted from market share
increases, especially in our major market of North America. We have historically acquired market share from
vinyl and wood-based producis and believe that our success is based primarily on our superior and proprietary
product and production technologies that give us competitive preduct advantages. We expect o continue our
research and development activifies over the short and long-term o maintain, improve and increase our
technology advantages. Based on our market penetration history, technology benefits from our research and
development activities, and other factors, we expect that our market penetration trend will confinue over the
short and longer-ferm.

We believe our business is affected by general economic conditions and interest rates in the United States and
in other couniries because these factors affect the number of new housing starts, the level of housing prices and
household income levels. We believe that housing prices, which may affect available owner equity and
household income levels, are contributors to the currently robust renovation and remodel markets for our
products. We believe that continued improvements in general economic conditions and continued low morigage
interest rates will maintain new housing siarts and the renovation and remodel markets at historically high levels,
which we expect will result in our operations generating cash flow sufficient o fund the majorily of our planned
capital expenditures. It is possible that a decline in residential housing starts in the United States ¢or in other
countries in which we manufacture and sell our producis would negatively impact cur growth and current levels
of revenue and profitability and therefore decrease our liquidity and our ability {o generate sufficient cash from
operations to meet our capital requirements.

During calendar year 2004, rising United States interest rates did not have & significant effect on United States
home mortgage interest rates and new housing staris increased. However, continued interest rate increases
anticipated in calendar year 2005 may slow down new housing starts in the United States and cause a decrease
in housing prices, which may reduce demand for cur products.
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Pulp is a primary ingredient in our fibre cement formulation and affects our working capial requirements. Pulp
prices increased during fiscal year 2005 and it is possible that prices will continue to fluctuate. To minimise
additional working capital requirements caused by rising pulp prices, we may seek {o enter into contracts with
suppliers for the purchase of pulp that could fix our pulp prices over the longer-term. However, if pulp prices do
net continue to rise, cash generated from our operations may be negatively impacted if pulp pricing is fixed over
the longer-term.

Freight costs have increased due to continued higher fuel prices and an increase in the average fength of haul of
our products from our facilifies to our customers’ facilifies. We expect fuel costs to remain higher, which will
increase our working capital reguirements as compared to fiscal year 2005.

The collective impact of the foregoing factors, and other factors, may affect our ability fo generate sufficient cash
flows from operations {0 meet our short and longer-term capital requirements. We believe that we will be able to
fund any cash shorifalls with cash that we anticipate will be available under our credit facilities and that we will
be able to maintain sufficient cash available under those facilities. Additionally, we could determine it necessary
to scale back or postpone our expansion plans to maintain sufficient capital resources over the short and longer-
term.

Capital Expenditures

Our fotal capital expenditures, including amounts accrued, for continuing operations for fiscal year 2005 was
LiS$153.0 milion. The capital expendifures were primarily used to create additional low cost, high volume
manufacturing capacity to meet increased demand for our fibre cement products and to create new
manufacturing capacity for new fibre cement products. Significant capital expenditures in fiscal year 2005
included the compietion of our new Reno, Nevada plant and the construction of a new trim line at our

Peru, illinois plant.

Contractuai Obligations
The following fable summarises our significant contractual obligations at 31 March 2005:

Payments due
During Fiscal Year Ending 31 March

2007 o 2009 to

{Millions of US dollars) Total 2006 2008 2010 Thereafier
Long-Term Debt $ 1474 $ 257 $ 352 $ 452 $ 40.3
Interest on Long-Term Debt 44.3 10.5 155 8.3 8.0
Operating Leases 133.8 11.7 21.4 19.4 81.3
Purchase Obligations® 70.3 50.2 17.8 2.3 -
Line of Credit 1.9 11.9 - - ~

Total $ 4077 $ 110.0 $ 8990 $ 772 § 1306

Purchase Obligations are defined as agreements to purchase goods or services that are enforceable
and legally binding on us and thaf specify all significant terms, including: fixed or minimum quantities fo
be purchased; fixed, minimurmn or variable price provisions; and the approximate timing of the
transactions. Purchase obligations listed above primarily represent commitments for capital
expenditures, the majority of which relate to the construction of cur new Putaski, Virginia pfant. In
addition, the total purchase obligations includes agreements related o software maintenance contracts
and approximately US$20 million that will be incurred beginning fiscal year 2008, related fo the
implementation and maintenance of a new enterprise resource planning ("ERP"} system. Contracts
related fo our new ERP system were executed after the end of fiscal year 2005, We did not have any
significant agreements with variable price provisions.
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The table above does not include amounts related o our future funding obligations for our Australian defined
benefit plan. We estimate that our pension plan funding will be approximately US$$1.8 million for fiscal vear 2008.
Projected payments beyond fiscal year 20086 are not currently determinable. See alse Note 4.3 to our
consolidated financial statements.

In addition, the table above does not include any amounis refated to funding cobligations that might arise
fram asbestos-related matiers discussed in Note 4.10 to our consolidated financial statements. We have not
established a provision for any of these liabilities because at this {ime such liabilities

are not probable and estimable. Depending on future developments, the impact of fulure cash funding
obligations could be significant and our financial position, results of operations and cash flows could be
materially adversely affected and our ability to pay dividends could be impaired.

See Notes 4.8 and 4.10 {o our consolidated financial statements, respectively, for further information regarding
iong-term debt and cperating leases, respectively.

Off-Balance Sheet Arrangements
As of 31 March 2005 and 2004, we did nof have any material off-balance sheet arrangements.

inflation
We do net believe that inflation has had a significant impact on our results of operations for the fiscal years
ended 31 March 2005, 2004 or 2003.

Seasonality and Quarterly Variability

Qur earnings are seasonal and typically follow activity levels in the building and construction industry. In the
United States, the calendar quarters ending December and March reflect reduced levels of building activity
depending on weather conditions. In Australia and New Zealand, the calendar quarter ending March is usually
affected by a slowdown due to summer holidays. In the Philippines, construction activity diminishes during the
wet season from June {o Sepiember and during the last half of December due fo the slowdown in business
activity over the holiday period. in Chile, we experience decreased construction activity from May through
September due to weather. Also, general industry patterns can be affected by weather,

economic conditions, industrial disputes and other factors.

Outiock
The short-term outlook for housing construction in North America remains positive, despite the prospect of
modest interest rale rises later calendar year 2005.

Building permit numbers remain strong and the US-hased National Association of Home Builders ("NAHB")
reports that there is a backlog of houses that have been permitted but not yet started. These factors suggest the
upside potential for housing starts to be good for the immediate fulure. In addition, the NAHB reported that
builders remain positive about industry prospects in the months ahead, and it also refined its expected decline in
housing starts for the 2005 calendar year from 3 10 5% 10 1.4%.

In North America, strong sales growth is expected, but the rate of growth for the year ahead is forecast to be less
than the very high level of fiscal year 2005. In fiscal year 2006, we expect 1o continue to grow primary demand
for fibre cement and to penetrate our fargeted markets. Margins are expected o remain attractive over the short-
term despite the impact of higher raw material and freight costs.

In our Australia and New Zealand business, no improvement to the current soft levels of new housing and
renovations activity is expected over the short-term. The progressive lifting of product bans and boycotis in
Australia is expected to continue throughout the year. in New Zealand, housing construction activily is expected
to continue at previously solid levels. Further manufaciuring efficiency gains and other cost savings are also
expecied.

In the Philippines, building and construction activity is forecast to be softer but ancther solid quarterly EBIT
performance is expected.
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In our emerging Europe Fibre Cement and our USA Hardie Pipe businesses, further sales growth and market
share are expected as awareness of our products increases among builders, contractors and distributors.

We have continued to incur costs associated with the SCI and other related matters including: preparation and
negotiation of a Principal Agreement with the NSW Government to provide long-term funding of proven
asbesios-related claims for Australian personal injury claimants against certain former James Hardie Australian
subsidiaries; finalisation of the NSW Government's review of legal and administrative costs; and in co-operating
with the Australian Securities and Invesiments Commission’s investigation into the circumstances surrounding
the establishment of the Foundation. SCI and other relatad expenses are again likely to be material over the
short-term.

Critical Accounting Policies

The accounting policies affecting our financial condition and results of operations are more fully described in
Noie 2 to our consolidated financial statements. Certain of our accounting policies require the application of
judgment by management in selecting appropriate assumptions for calculating financial estimates, which
inherently contain some degree of uncertainty. Management bases its estimales on historical experience and
other assumptions that are believed to be reasonable under the circumsiances, the resuits of which form the
basis for making judgments about the reported carrying value of assets and liabilities and the reported amounts
of revenues and expenses that may not be readily apparent from other scurces. Actuatl results may differ from
these estimates under different assumptions and conditions. We consider the following policies fo be the most
critical in undersianding the judgments that are involved in preparing our consolidated financial statements and
the uncertainfies that could impact our results of operations, financial condition and cash flows.

Accounting for Contingencies

We account for loss contingencies in accordance with SFAS No. 5, "Accouniing for Contingencies,” under which
we accrue amounts for losses arising from contingent obligations when the obligations are probable and the
amounis are reasonably estimable. As facts concerning contingencies become known, we reassess our situation
and make appropriate adjustments to the consolidated financial statements. Additional information regarding
asbestos-related matters is included in Note 4.10 of the financial statements.

Sales

We record estimated reductions to sales for customer rebates and discounts including volume, premational,
cash and other rebates and discounts. Rebates and discounts are recorded based on management’'s best
estimate when producis are sold. The estimates are based on historical experience for similar programs and
products. Management reviews these rebates and discounis on an ongoing basis and the related accruals are
adjusted, if necessary, as additional information becomes available.

Accounts Receivabie

We evaluate the collectibility of accounis receivable on an ongoing basis based on historical bad debts,
customer credit-worthiness, current economic trends and changes in our customer payment activity. An
allowance for doubtful accounts is provided for known and estimated bad debts. Although credit losses have
historically been within our expectations, we cannot guarantee that we will continue to experience the same
credit loss rates that we have in the past. Because our accounts receivable are concentrated in a relatively small
number of customers, a significant change in the liquidity or financial position of any of these customers could
impact their ability to make payments and result in the need for additicnal allowances which would decrease our
net sales.

Inventory

Inventories are recorded at the lower of cost or market. in order to determine market, management regularly
reviews inventory quantities on hand and evaluates significant items to determine whether they are excess,
slow-moving or obsolete. The estimated value of excess, slow-moving and obsolete inventory is recorded as a
reduction to inventory and an expense in cost of sales in the period i is identified. This estimate requires
management to make judgments about the future demand for inventory, and is therefore at risk to change from
period to period. If our estimate for the future demand for inventory is greater than actual demand and we fail to
reduce manufacturing output accordingly, we could be required to record additional inventory reserves, which
would have a negative impact on our gross profit.



Accrued Warranty Reserve

We offer various warranties on our products, including a 58-year limited warranty on certain of our fibre cement
siding preducts in the United States. Because our fibre cement products have only been used since the early
1980s, there is a risk thal these products will not perform in accordance with our expectations over an extended
period of time. A typical warranty program requires that we replace defective products within a specified time
period from the date of sale. YWe record an estimate for future warranty related cosis based on an analysis of
actual historical warranly costs as they relate to sales. Based on this analysis and other factors, we adjusi the
amouni of cur warranty provisions as necessary. Although our warranty costs have historically been within
caiculated estimates, if our experience is significanily different from our estimates, it could resuit in the need for
additional reserves.

Accounting for income Tax

We account for income faxes according to Statement of Financial Accounting Standards No. 109, "Accounting
for Income Taxes,” under which we compute our deferred fax assets and liabilities, which arise from differences
in the timing of recognition of revenue and expense for tax and financial statement purposes. We must assess
whether, and to what exient, we can recover cur deferred tax assets. If full or partial recovery is unlikely, we
must increase our income tax expense by recording a valuation allowance against the portion of deferred tax
assets that we cannot recover. We believe that we wilt recover all of the deferred fax assets recorded (nef of
valuation allowance) on cur consolidated balance sheet at 31 March 2005. However, if facts later indicate that
we will be unable to recover all or a portion of cur net deferred tax assets, our income tax expense would
increase in the period in which we determine that recovery is unlikely. Additional information regarding
accounting for income taxes is included in Note 5.6 fo the financial statements.

DEFINITIONS

Financial Measures — US GAAP equivaienis

EBIT and EBIT Margin — EBIT is defined as operating income. EBIT margin is defined as EBIT as & perceniage
of our net sales. We beliave EBIT and EBIT margin o be relevant and useful information as these are the
primary measures used by our management to measure the operating profit or 10ss of our business. EBIT is one
of several meirics used by ocur management o measure the eamings generated by our operations, exciuding
interest and income tax expenses. Additionally, EBIT is believed to be a primary measure and terminology used
by our Australian investors. EBIT and EBIT margin should be considered in addition to, but not as a substitute
for, other measures of financial performance reported in accordance with accounting principles generally
accepied in the United States of America. EBIT and EBIT margin, as we have defined them, may not be
comparable to similarly fitled measures reported by other companies.

EBIT and EBIT margin, as used in this document, are equivalent {o the U3 GAAP measures of operating income
and operating income margin.

Operating profit from continuing cperations hefore income taxes — is equivalent {o the US GAAF measure of
income from continuing operations before income taxes.

Operating profit from continuing operations — is equivalent o the US GAAP measure of income from continuing
operations.

Net operating profit including discontinued operations — is equivalent to the US GAAP measure of net income.
Sales Voiumes
mmsf - million square feet - where a sguare foot is defined as a standard square foot of 5/16 inch thick product.

msf - thousand square feet — where a square fool is defined as a standard square foot of 5/16 inch thick
product.
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Financial Ratios

Net debt — is short-term and long-term debt less cash and cash equivalents.

Net debt payback — Net debt divided by cash flow from operations times 12 months.
Gearing Ratio — is net debt divided by net debt plus shareholders’ equity.

Non US GAAP Financgial Measures

EBIT and EBIT margin excluding SCI and other related expenses — not a measure of financial performance
under US GAAP and should not be considered to be more meaningful than operating income. The Company has
included this financial measure to provide investors with an alternative method for assessing the Company’s
operating resulis in a manner that is focused on the performance of the company’s ongoing operations. The
Company’s management uses this non-GAAP measure for the same purposes.

Operating profit from continuing operations exciuding SCI and other related expenses - not a measure of
financial performance under US GAAP and should not be considered to be more meaningful than operating
profit. The Company has included this financial measure fo provide investors with an aliernative method for
assessing the Company's operating resulis in a manner that is focused on the performance of the company’s
ongoing operations. The Company’s management uses this non-GAAP measure for the same purposes.

Reconciliation of Adjusted EBITDA to net cash provided by operating activilies:

Fiscal Years Ended 31 March
2008 2004 2003 2002 2001

{“Adjusted EBITDA"™) {In miitions}
MNet cash provided by operating activities...._............ $218.8 1626 % 648 § V66 § 9486
Adiustments to reconcile net income 1o net cash
provided by operating activities, net ... {61.2) {51.1) 62.1 411 {44.8)
Change iIn operating assets and liabilities, net.._._.. (3173 18.1 438 {473 {11.23
Net Income $1268 $12986 §$1708 § 308 5 388
Loss {income) from discontinued operations. .. 18 (4.3} {(87.0) (3.5} (9.1
Income tax expense (hensfit) 619 404 261 3.1 {36}
Interest exXpense ... 73 112 238 184 214

Interest ineome ... (2.2} {1.2) {39 {243 (8.2}

Other expanse {income) ... 13 {3.5) (0.7} 04 {1.6)
Depreciation and amortization 363 364 274 235 208
lmpairment of property, plant and equipment. .. — — — — 7.5
Adjusted EBITDA $2325 $2086 5 1562 § ¥03 3 6886

Adjusted EBITDA is not a measure of financial performance under US GAAF and shouid not be considered an
alternative {0, or more meaningful than, income from operations, net incoeme or cash flows as defined by US
GAAP or as a measurs of our profitability or liquidily. Not all companies calculate Adjusted EBITDA in the same
manner as we have and, accordingly, Adjusted EBITDA may not be comparable with other companies. We have
included information concerning Adjusted EBITDA because we believe that this data is commonly used by
investors to evaluate the ability of a company’s earnings from its core business operations to safisfy its debt,
capital expenditure and working capital requirements. To permit evaluation of this data on a consistent basis
fram period to period, Adjusted EBITDA has been adjusted for noncash charges such as goodwill and asset
impairment charges, as well as nonoperating income and expense items.
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Endnotes:

Volume and Average Net Sales Price — Asia Pacific Fibre Cement — Adjusted:

In fiscal years 2004 and 2003, our Asia Pacific Fibre Cement segment reported incorrect volume figures due to
errcrs when converting 1o our standard square feet measurement and due to our Philippines Fibre Cement
business including intercompany volume during fiscal year 2004. The following table presents adjusted volume
and average net sales price for our Asia Pacific Fibre Cement business segment. We have adjusted this Annual
Report for the revised volume and average net sales price.

Fiscal Year 2004 Fiscal Year 2003
As previously As As previously As
published adjusted published adjusted
Volume (mmsf) 402.1 3621 368.3 349.9
Average net sales price
per unit {per msf AS788 A$BB2 A$B43 A$8B7

Net Sales — Philippines Fibre Cement — Adjusted

In fiscal year 2004, our Philippines business incorrectly reported intercompany transfers as external net sales
and cost of sales. Adjustment o the Philippines Fibre Cement discussion is necessary {o provide an accurate
year-to-year discussion of Philippines Fibre Cement net sales. Therefore, for discussion purposes only, for the
Philippines Fibre Cement business, we adjusted fiscal year 2004 Philippines Fibre Cement net sales. We have
not restated the Asia Pacific Fibre Cement business segment resulis or the consolidated financial statements
since these adjustments are not material 1o our Asia Pacific Fibre Cement segment or to the consolidated
financial statements {aken as a whole. The following table presents adjusted Philippines Fibre Cement net sales
for discussion purposes only:

{Millions of US dollars) Fiscal Year 2004
Previously Reported 1s%24.2
Adjustment {3.4)
Adjusted Net Sales 18%20.8
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CCRPORATE GOVERNANCE PRINCIPLES

This section of our report describes the main elements of our corporate governance structure. James Hardie
alsc has a Corporate Governance section in the investor Relations area of its website {(www.jameshardie.com}
to provide more detfailed information on our governance arrangements, charters and policies. Information on this
section of the website is progressively updated and expanded to ensure it presents the most up-fo-date
information on our corporate governance arrangements.

Corporate Governance at James Hardie

James Hardie is a public limifed l@ability company {naamioze vennootschap) incorporated under Duich law. As a
mufii-national organisation, James Hardie operates under the regulatory requirements of numerous jurisdictions
and organisations, including the Dutch Authority Financial Markets (AFM]), the Australian Stock Exchange (ASX},
the Australian Securities and Investment Coemmission {ASIC}, the New York Stock Exchange (NYSE), the US
Securities and Exchange Commission (SEC) and various other rule-making bodies. We believe i is important
that our behaviour reflects the spirit, as well as the letter, of the law and we aim to govern the Company in a way
that meets or exceeds appropriate community expectations.

James Hardie's corporate governance framework is reviewed regularly and upgraded or changed as approgpriate
to reflect our and our stakeholders’ interests, changes in law and current best practices. We have, for exampie,
recently undertaken a corporate governance review in each of the jurisdictions in which we operate and the
results of this review are reflected in this report.

Our corporate governance standards apply to all of our subsidiaries.

Dutch Corporate Governance Code

On 9 December 2003, a new Duich Code (the Cede) on Corporate Governance was published by the Duich
Corporate Governance Committee {the Tabaksblat Committee). The Code includes a set of principles and best
praciice provisions, thereby creating a set of standards that govern the conduct of members of the Managing
Board, the Supervisory Board and sharehoiders.

From the annual report for the financial year started on or after 1 January 2004 onwards, listed Dutch companies
are obliged to explain their corporate governance struciure in a separate section of their annual report. In this
section, listed Duich companies must indicate expressly to what extent they apply the best praciice provisions of
the Code and, if they do not, why and to what extent they do not apply them.

The Code applies to James Hardie because i is & Dutch listed public limited liability company. We are required
to report on the best practice provisions in the Code for this fiscal year.

ASX Principles and Recommendations

In March 2003, the ASX Corporate Governance Councl released a publication titled Principles of Good
Corporate Governance and Best Practice Recommendations, setting out ten core principles and 28 best praciice
recommendations which the ASX Corporate Governance Council believes underlie effective corporate
governance.

Our compliance with the ASX Corporale Governance Ccuncil’'s Best Practice Recommendations (ASX
Corporate Governance Council Recommendations) is noted throughout this report.

NYSE Corporate Governance Rules

In accordance with the corporate governance standards adopted by the New York Stock Exchange (NYSE)Yon 3
November 2004, listed companies that are foreign private issuers (which includes James Hardie) are permitied
to follow home country practice in lieu of the provisions of the corporate governance rules contained in Section
303A of the Listed Company Manual, except that foreign private issuers are required fo comply with Section
303A.06, Section 303A.11 and Section 303A.12(b} and {c), each of which are discussed below.

Section 303A.06 requires that all listed companies have an Audit Committee that satisfies the requirements of
Rule 10A-3 under the Securities Exchange Act of 1934, as amended.
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Section 303A.11 provides that listed foreign private issuers must disclose any significant ways in which their
corporate governance practices differ from those followed by US companies under the NYSE listing standards.
Sections 303A.12(b) provides that each listed company CEO must promptly notify the NYSE in writing after any
executive officer of the listed company becomes aware of any material non-compliance with any applicable
provisions of this Section 303A.

Section 303A.12{c) provides that each listed company must submit a written affirmation annually to the NYSE
about ifs compliance with the NYSE’s corporate governance listing standards and a written interim affirmation
each time a change occurs o the Board or any of the committees subject {o Section 303A.

James Hardie complies with the mandatory NYSE listing standards and many of the non compulsory standards.
In accordance with Section 303A.11, we disclose in this report, and in our Annual Report on Form 20-F that is
filed with the SEC, any significant ways in which our corporate governance practices differ from those followed
by US companies under the NYSE listing standards. Our Annual Report on Form 20-F is available from the
Investor Relations area of our website at www.jameshardie.com or from our corporate offices.

Further Improvement of Qur Corporate Governance Structure

In connection with the implementation of the Dutch Corporate Governance Code and the amendmenit {o the
Duich Civil Code, a proposal will be put to our 2005 Annual General Meeting of shareholders to amend our
current Articles of Association. The proposal contains an enhancement of the independent character of the
Supervisory Board as well as & partial re-aillocation of the powers of each of the Managing Board, Supervisory
Board and Joint Board {created by the Company fo maich the one-tier board comprising both executive directors
and non-executive directors that is familiar to Australian and US investors).

The combined powers of the Joint Board and the Supervisory Board will be broughi in line generally with the
powers usually available to the "outside direciors” of fraditional Duich multinational companies, through their
membership of the Supervisory Board.

The following pages coniain an overview of our corporate governance framework.

Board Structure
James Hardie has a muiti-tiered board structure, which is consisient with Dutch corporate law. This struciure
consists of a Managing Board, a Supervisory Board and a Joint Board.

In the Netherlands, a two-tier board structure with & Managing Board and a Supervisory Board is commaon.

In Australia, the vast majority of companies listed on the ASX have a one-tier board comgrising both executive
directors and non-executive directors. Therefore, in addition to our Managing Board and Supervisory Board, our
board structure includes a Joint Board {the “Board”} comprising alt non-executive directors and our CEQO.

Although the responsibilities of each of our boards are not currently formalised in charters, we have developed
charters of the Managing Board, Supervisory Board and Joint Board. These naw charters will become effective
on the date of amendment of our Arficles of Association and will be put on the Investor Relations area of cur
website at www jameshardie.com.

The table on page 2 of the Directors’ Report summarise the composition of our boards and board commitiees
and each board member's attendance at meetings during the year.
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Managing Board
Members

The Managing Board includes only executive directors. It consists of at least two members, or more as
determined by the Supervisory Board. The members of the Managing Board are appointed by our shareholders
at a2 Generat Meeting. The Joint Board and any of our sharehclders have the right to make nominations for the
Managing Board.

The Supervisory Board appoints one member of the Managing Board as Chairman and one member as the
Chief Executive Oficer. The title of Chairman and Chief Executive Officer may be granied to the same person.

The Managing Board is currently chaired by our Chief Executive Gfficer, Mr Gries.

If one, more or all members of the Managing Board are prevented from acting, or are failing to act, the Joint
Board is authorised to designate a person temporarily in charge of management.

Members of the Managing Board may be suspended and dismissed by shareholders at the General Meeting.
Furthermore, members of the Managing Board may be suspended by the Supervisory Board.

No member of the Managing Board {other than our CEQ) shall hold office for a continuous period in excess of
three years or past the end of the third General Meeting following his or her appoiniment, whichever is longer,
without submitting for re-election.

Responsibilities

The Managing Board manages James Hardie. If is responsible for:

= the general affairs, operations and finance; and
» achieving James Hardie's goals, sirategy and policies, and resulis,

The Managing Board is also responsible for complying with all relevant legislation and regulations and for
managing the risks associated with our activities.

It reports related developments to, and discusses the internal risk management and control systems with, the
Supervisory Board and the Audit Committee. The Managing Board is accountable for the performance of its
duties to the Supervisory Board and to shareholders.

The Managing Board provides the Supervisory Board, in a timely manner, with all the information it needs to
exercise the duties of the Supervisory Board. In discharging its duties, the Managing Board takes into account
the interests of James Hardie, its enterprise (including the inferests of its employees} shareholders, other
stakeholders and all parties involved in or with James Hardie.

Supervisory Board

Members

The Supervisory Board includes only non-executive directors. It consists of at least ftwo members, or more as
determined by the Joint Board. The members of the Supervisory Board are appointed by sharehoiders at the

General Meeting. The Joint Board and any of James Hardie’s shareholders have the right to make nominations
for the Supervisory Board.
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If there is a vacancy on the Supervisery Board at any time after the end of an annual General Meeting and prior
to the subsequent annual General Meeting, the Joint Board may appoint member{s) of the Supervisory Board to
fill any vacancy, provided:

« that these member{s) retire(s} no later than at the end of the first Annual General Meeting following their
appointment; and,

= the number of the members of the Supervisory Board appointed by the Joint Board at any given time
does not exceed one-third of the aggregate number of members of the Supervisory Board as fixed by
the Joint Board.

The Supervisory Board appoints one of ifs members as Chairman. In our case, this person also chairs the Joint
Board. The Supervisory Board is currenily chaired by Ms Hellicar,

No member of the Supervisory Board shall hold office for a continuous period in excess of three years or past
the end of the third General Meeting of Shareholders following such member's appointment, whichever is longer,
without submitting for re-election.

Responsibilities

The Supervisory Board is responsibie for:

s supervising the policy and actions pursued by the Managing Board; and
» the general course of affairs of James Hardie and the business enierprise i operales.

The Supervisory Board assists the Managing Board with advice relating fo the general policy aspects connecied
with its activities. In discharging its duties, the Supervisory Board takes into account the interests of James
Hardie, its enterprise {including the interests of its employees), shareholders, other stakeholders and all parties
involved in or with James Hardie.

Members of the Supervisory Board may be suspended and dismissed by the shareholders.
Joint Board
Members

The Joint Board consists of between three and twelve members as determined by the board’s Chairman or a
greater number as determined by cur shareholders at a General Meeting.

The Joint Board consists of all members of the Supervisory Board, the Chief Executive Officer and, if the
Chairman of the Supervisory Board decides, one or more other members of the Managing Board, 1o be
designated by the Chairman of the Supervisory Board, provided that the number of members of the Managing
Board on the Joint Board is never greater than the number of members of the Supervisory Board.

The Joint Board currently includes all of the members of the Supervisory Board as wel as the Chairman of the
Managing Board, ie the CEC.

The Joint Board appeinis one of ifs members as the Chairman. The Chairman must be an independent, non-
executive director. In our case, this person also chairs the Supervisory Board. The Joint Board is currently
chaired by Ms Hellicar.

Our Joint Board sfructure and composition is consisfent with ASX Corporafe Governance Cotncil
Recommendations 1.1, 2.1, 2.2 and 2.3.
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Responsibilities

The Joint Board is responsible for overseeing the general course of affairs of James Hardie, approving the
strateqy set by the Managing Board, and monitoring Company performance. To this end, we adopt a three-year
business plan and a 12-month operating plan. Our financial results and performance are closely monitored
against these plans.

Our Joint Board also seeks {0 ensure that we have in place effective external disclosure policies and procedures
s0 that our shareholders and the financial markets are fully-informed on all material matiers that might influence
the share price.

The core responsibility of members of the Joini Board is to exercise their business judgment in the best inferesis
of the Company and its shareholders. Members of the Joint Board must fulfil their fiduciary duties to
sharehclders in compliance with all applicable laws and regulations. Directors also fake into consideration the
interests of other stakeholders in the company, including employees, customers, creditors and others with a
legitimate interest in the Company’s affairs.

In discharging their duties, directors are provided with direct access to our senior executives and ouiside
adviscors and auditors. Joint Board Commiitees and individual directors may seek independent professional
advice at the Company’s expense for the purposes of the proger performance of their duties.

The responsibilities of the Joint Board are consistent with ASX Corporate Governance Council Recommendation
1.1

Processes

The Joint Board generally holds at least four meetings per year and whenever the Chairman of the Joint Board
or two or more of its members have requested a meeting. Joint Board meetings are generally held at the
Company’s offices in the Netherlands, bui may in exceptional circumstances be held elsewhere. In addiion,
meetings may aiso be held by telephone or video-conference provided that all participanis can hear each other
simuifaneously. The vast majority of the Joint Board meetings shall physically be held in the Netherlands.

Each Joint Board meeting includes an executive session without any members of our management present.
The Joint Board has an annual program of visiting our facilities and spending time with line management,
customers and suppliers to assist directors to befter understand our businesses and the markets in which we
operate.

Directors Qualifications

Our direciors possess gqualifications, experience and expertise which will assist the board in fulfilling its
responsibilities, and assist the Company fo achieve future growth. The skills, experience and relevant expertise
of each director, and his or her term of appointment, is summarised siarting on page 25 of the Report of the
Supervisory Board and also appears on the Investor Relations area of our website {(www jameshardie.com)

Directors are required o be able to devole a sufficient amount of time fo prepare for, and effectively participate
in, board and commititee meetings.

The responsibilities of directors and our expectations of them are sef out in a letfer at the time the direcfor is
appointed, and are consistent with ASX Corporate Govermnance Councit Recommendation 1.1,

Independence

All directors are expected to bring their independent views and judgment o the Joint Board and must declare
any potential or actual conflicts of interest.
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In determining the independence of directors in accordance with applicable listing standards, and whether a
director has a material relationship with the Company or ancther party that might impair his or her independence,
the Joint Board considers alt relevant facts and circumstances.

The Joint Board may determine that a director is independent even if there is a material relationship. This may
occur if that refationship is not considered by the Joint Board {o influence, or be perceived to influence, the
director's decisions in relation to the company.

The Joint Board has not set materiality threshoids and considers all relationships on a case-by-case basis,
having regard fo the accounting standards’ approach to materiality.

The Joint Board has & policy that 2 majority of its members and the Chairman must be independent uniess a
greater members are required to be independent under the rules and reguiations of ASX, the NYSE or any other
applicable regulatory body. For the purposes of complying with any applicable independence requirements for
directors who serve on the Nominating and Governance Commitiee, the Remuneration Committee and the Audit
Committee, a director's independence is determined by the board in accordance with the rules and regulations
of the applicable exchange or regulatory body.

In addifion, the office of Chairman of the Joint Board and Chief Executive Officer cannot be held by the same
person simultaneously, other than in special circumstances and/or for a short period of time.

This is consistent with ASX Corporafe Governance Council Recommendation 2.3, the CEQ and Chairman shall
nof be the same person.

The Joint Board does not believe that arbifrary limits on the tenure of directors are appropriate or in the best
interesis of the Company or its shareholders. Limits on tenure may cause the loss of experience and experiise
that are important contributors o our long-term growth and prosperity. Conversely, the Board does nof believe
that directors should expect to be automatically nominated for re-election at the end of their three-year term, but
that their nomination for re-election should be based on their individuat performance and our needs.

Qur criteria for defermining the independence of direciors is consistent with the definition of “independence” set
out in ASX Cormporate Governance Council Recommendation 2.1. Qur Chairman is independent — ASX
Corporate Governance Council Reconymendation 2.2,

The Joint Board has considered the issue of the independence of our direciors and determined that each of the
members of the Joint Board is independent, other than Mr Gries. Mr Gries is the Company’s Chief Executive
Officer and as such is not independent.

Under the NYSE listing standards applicable fo US companies, Mr Loudon would not be considered o be
independent because his son is an employee of our independent registered public accounting firm. However, his
son does not work, and has never worked, on our audit or otherwise performed services for us. Accordingly,
despiie the fact that Mr Loudon is not independent under the NYSE rules, the board of directors has resolved to
have him continue o serve on the Audit Commitiee and the Remuneration Commitiee.

Two additional ways in which our corporate governance practices significantly differ from those followed by US
domesiic companies under NYSE listing standards should be noted. First, in the US, it is the audit commitiee of
a board of directors that is required o be solely responsible for, among other matiers, appointing a company’s
independent auditor. However, in accordance with Dutch law, our shareholders are required to appoini our
independent audior. in addition, the NYSE rules require each issuer to have an audit commitiee, a
compensaticn commitiee {the equivalent {o a remuneration committee), and a nominating commitiee composed
entirely of independent directors. In our case, the charters of the committees of our hoard of directors only
require that we have a majority of independent directors on such commitiees, unless a higher number is
mandatory.

Directors’ shareholdings are disclosed elsewhere under Share Ownership in the Directors’ Report and are not
considered to detract from their independence.
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All of the independent directors have:
« undertaken to advise the Joint Board of any change in their circumstances that could affect their
independence; and
=  completed a comprehensive questionnaire that confirms their independence.

The details provided above, and efsewhere in this report, are consistent with ASX Corporate Governance
Councif Recommendation 2.5.

Director Orientation

We have an orientation procedure for new directors. Our Chief Executive Officer, Chief Financial Officer,
General Counsel and Executive Vice Presidents are responsible for providing information for the arientation for
new directors and for periodically providing materials or briefing papers o the Joint Board on matiers as
requested or appropriate for the fulfilment of the directors’ duties.

Typically, a new director will undergo an extensive orientation that includes:

visits to our facilities, meetings with management and customers;

reviews of financial position, strategy, operating performance and risk management;
a review of his or her rights, dufies and responsibilidies; and

a discussion of the role of Joint Board Committees.

We alsc have induction and orientation programs for executives and employees that are tailored according o
seniority and position.

We encourage our directors to participate in continuing education programs to assist them in performing their
responskbilities.

Remuneration

Under our Articles of Association, the salary, the bonus {if any} and the other terms and conditions of
employment of the members of the Managing Board are determined by the Joint Board. Under an amendment to
the Dutch Civil Code which came into force on 1 October 2004, the salary and bonus of members of the
Managing Board must be determined within the scope and the limits of a Remuneration Policy.

A Remuneration Policy for the members of the Managing Board has been developed by the Supervisory and
Joint Boards and will be submitted o our shareholders for adaption at the next General Meeting. Furthermore,
arrangements for the remuneration of the members of the Managing Board in the form of shares or CUFSs, or
rights o acquire shares or CUFS3s, in James Hardie's share capital will be subject to the approvat of
shareholders at the 2005 General Meeting.

Under cur Articles of Association, the Joini Board defermines the remuneration of the members of the
Supervisory Board, provided that the fotal amount does not exceed a maximum sum approved by shareholders
at the General Meeting. Under the amendment to the Dutch Civil Code, the total remuneration of the members of
the Supervisory Board will always be determined by shareholders.

Indemnification

Cur Articles of Association generally provide that we will indemnify any person who is or was a member of our
Managing, Supervisory or Joint Boards or one of our employees, officers or agents, who suffers any loss as a
result of any action in connection with their service to us, provided they acled in good faith in carrying out their
duties and in a manner they reasonably believed to be in our interest. This indemnification generally wilt not be
available if the person seeking indemnification acted with gross negligence or wilful misconduct in the
performance of such person’s duties to us. A court in which an action is brought may, however, determine that
indemnification is appropriate nonetheless.



Management Succession

The Joint Board, together with the Nominating and Governance Committee, has developed, and periodically
revises, management succession plans, policies and precedures for our Chief Executive Officer and other
senior officers, whether such succession pcours as a

result of a promaotion, termination, resignation, retirement

Or an emergency.

Board Committees

Qur Joint Board has three committees: the Audit Committee; the Nominating and Governance Committee; and
the Remuneration Committee. in addition, a fourth committee, known as the Special Commitiee, operated
between 19 July 2004 and 31 March 2005,

Foliowing the Corporate Governance review and changes proposed 1o the Articles of Association, the board
committee structure is being revised and it is anticipaied that the Supervisory Board instead of the Joint Board
will have three committees: the Audit Commitiee, the Nominating and Governance Commitiee and the
Remuneration Commiitee.

Audit Committee

Foliowing our recent corporate governance review, changes were made 1o update and expand our Audit
Committee Charter. The key aspects of the charter, as amended, at the date of this annual report are set out
below.

Members and Independence

The Audit Commitiee contains at least three members of the Board, appointed by the Board. The majority of the
members of the Audit Commiftee must be independent. If the rules and regulations of the ASX, the NYSE or any
other applicable regulatory bedy mandatorily require more members of the Audit Commitiee {¢ be independent,
then the number of members of the Audit Committee required by the rules o be independent must be
independent. For purposes of complying with any applicable independence requirements, a director's
independence is determined by the Board in accordance with the rules and regulations of the applicable
exchange or reguiatory body.

All members must be financially literate and must have sufficient business, industry and financial expertise to act
effectively as members of the Audit Committee, as determined by the Board. At least one member must have
accounting or related financial management expertise, as determined by the Board. in addition, at least one
member of the Audit Commitiee shall be an “audit committee financial expert” as determined by the Board in
accordance with US Securities and Exchange Commission rules.

The Board appoinis ane member of the Audit Commiftes as its Chairman. The Chairman must be independent
and is primarily responsible for the proper functioning of the Audit Commitiee. The Chairman acts as spokesman
of the Audit Committee and is the main contact for the Board. The Chairman of the Audit Committee must not be
the current Chairman of the Board or a former member of the Managing Board.

Currently, the members of the Audit Committee are Mr Brown {Chairman), Mr Loudon, Mr Gillfillan, Mr Clark and
Ms Hellicar.

Under the NYSE listing standards applicable fo US companies, Mr Loudon would not be considered to be
independent because his son is an employee of our independent registered public accounting firm. However, his
son does not work, and has never worked, on our audit or otherwise performed services for us. Accordingly,
despite the fact that Mr Loudon is not independent under the NYSE rules, the Board has resoclved to have him
continue to serve on the Audit Committee.

Purpose, Duties and Responsibilities

The Audit Commitiee provides advice and assistance fo the Supervisery Board in fulfilling the Board's
responsibilities relating to: the integrity of the Company’s financial statements; the Company's compliance with
legal and regulatory requirements; the External Auditor's qualifications and independence; the Company’s
internal controls; oversight of risk assessment and management; the performance of the Company’s internal
audit function and the External Auditor; and such other matters as the Board may request from time to time.
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Standards and Quality. The Audit Committee oversees the adequacy and effectiveness of the Company's
accounting and financial policies and controls, including periodic discussions with management, internal auditors
and the Exiernal Auditor, and seeks assurance of compliance with relevant regulatory and statutory
requirements.

Financial Reports: The Audit Committee oversees the Company’s financial reporting process and reports on the
results of its aclivities to the Board. Specifically, the Audit Committee reviews with management and the External
Auditor the Company’s annual and guarterly financial statements and reporis to shareholders, seeking
assurance that the External Auditor is satisfied with the disclosures and content of the financial statements, and
recommends their adoption to the Board. The Chairman of the Audit Committee may represent the entire Audit
Committee for the purposes of quarterly reviews. In overseeing the financial reporting process, the Audit
Committee:

»  Oversees the submission of financial information by the Company (including information relating fo the
Company’s choice of accounting policies, the application and assessment of the effects of new relevant
legislation, and information on the treatment of estimated entries in the annual accounis).

* Meets fo review and discuss with management and the External Auditor the annual audifed and
quarterly financial statements of the Company, including: (i} an analysis of the External Auditor's
judgment as to the quality of the Company's accounting principles, including significant financial
reporting issues and judgments made in connection with the preparation of the financial statements; {ii)
the Company’s specific disclosures under "Management's Biscussion and Analysis of Financial
Condition and Results of Operations,” including accounting policies that may be regarded as critical; and
{iity major issues regarding the Company’s accounting principles and financial statement presentations,
including any significant changes in the Company’s selection or application of accounting principles and
financial statement presentations.

*=  Assesses whether the exiernal reporting is consistent with the members of the Audif Commitiee’s
information and knowledge and is adequate for shareholder needs.

*  Reviews and discusses corporate policies with respect to earnings press releases, as well as financial
information and earnings guidance, i any, provided to analysts and ratings agencies.

Risk Assessment and Management. The Audit Committee reviews, monitors and discusses the Company’s
policies and procedures with respect to:

a. the identification of strategic, operational and financial risks;
k. the establishment of effective systems to monitor, assess, prioritise, mitigate and manage risk; and
¢. reporting systems for monitoring compliance with risk policies.

External Audit: The Audit Commitiee has general oversight of the appointment and provision of all external audit
services to the Company. Specifically, the Audit Commiitee:

* |5 responsible, in ifs capacity as a committee of the Board, for the selection, retention, compensation,
and general oversight of the work of the External Auditor. Accordingly, it recommends the appointment
and, as appropriate, the fermination of the External Auditor to the General Meeting of shareholders. The
External Auditor reports directly to the Audit Committee. At least every four years, the Audit Commitiee
shall, together with the Managing Board, thoroughly assess the functioning of the External Auditor in the
various entities and capacities in which the External Auditor operates. The main conclusions of the
assessment are nofified fo the General Meeting, accompanied by, if appropriate, a proposal for the
replacement of the External Auditor and appeintment of a new External Auditor.

=  Reviews all audit reporis provided to the Company by the External Audifor.

*=  (Obiains and reviews, at least annually, a report by the Exiernal Audifor describing: (i} the External
Auditor's internal quality-control procedures; (i) any material issues raised by the most recent internal
quality-control review, peer review, or by any inquiry or investigation by governmental or professional
authorities, within the preceding five years relating to one or more independent audits carried out by the
External Auditors, as well as any steps taken by the External Auditor {o deal with any such issues; and
{iiiy all relationships between the Exiernal Auditor and the Company.
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*  Approves in advance all audit services to be provided by the External Auditor.

« Establishes policies and procedures for the engagement of the Exdernal Auditor to provide permissible
non-audit services, which shall include pre-approval of all permissible non-audi services to be provided
by the External Auditor, and determines the involvement of the External Auditor in respect of the
contenis and publication of financial reporting by the Company other than the annual accounts.

» Considers, at least annually, the independence of the External Auditor, including whether the External
Auditor's performance of permissible non-audit services is compatible with the auditor's independence,
and obtains and reviews a report by the External Auditor describing any relationships between the
External Auditor and the Company or any other relationships that may adversely affect the
independence of the Exdernal Auditor. At least once a year, the Audit Commitiee shall, together with the
Managing Board, report to the Board on the developments concerning the refationship with the External
Audier, in particular ifs independence. The report shall address issues including the adequacy of the
rotation of the partners within the External Auditor firm, and the apgpropriaieness of any non-audit
services provided by the External Auditor. Ongoing retention of the External Auditor will take info
account the ocuicome of this report.

»  (Oversees the compliance with recommendations and cbhservations of the External Auditor.

« Reviews and discusses with the External Auditor: (i) the scope of the audit, the resulis of the audit, any
irregularities in respect of the content of the financial reporting, and any difficulties the External Auditor
encounterad in the course of its audit work, including management’s response, any restrictions on the
scope of the Exiernal Auditor's activities or on access {0 requested information, and any significant
disagreements with management; and {ii} any reporis of the External Auditor with respect to interim
periods.

» Establishes policies for the hiring of employees and former employees of the External Auditor.

internal Audit. The Audit Committee oversees the Company’s internal audit function, and approves the
appoiniment and termination of all providers of internal audi services, both intemal and external {including the
Company’s internal audit director from time to time). The Audit Commitiee approves, and can direct, the plan of
action for internal audit services, takes note of internal audit findings and recommendations, supervises
compliance with the plan and recommendations, and assesses the performance of the internal audit function.
Specifically, the Audit Commitiee:

Discusses with the internal auditors the overall scope and plans for its audif activities.

Reviews and approves the annual internal audit plan and the related budget and work program.
Reviews all internal audi reporis.

Oversees the implementation of corrective actions by management personnel.

In addition, the Audit Commitiee meeis separately and periodically with all providers of infernat audi services, at
either the commitiee’s or the internal auditor's request, and reviews and discusses the scope and results of the
internal audit program. At least annually, the Audit Commitiee assesses the performance and obiectivity of the
internal audit function, including review of the internal audit program and co-ordination between internal and
external auditors, and the need for any changes.

infernal Conirofs: The Audit Committee reviews and discusses the adequacy and effecliveness of the
Company’s internal compliance and control systems as well as and the effectiveness of their implementation,
including any significant deficiencies in internal controls and significant changes in such controls.

Disclosure Conirofs and Procedures: The Audit Committee reviews and discusses the adeguacy and
effectiveness of the Company’s disclosure controls and procedures and management reports therson.
Complaints: The Audit Commiiiee establishes procedures for the receipt, retention and treaiment of complaints
regarding accounting, internal accounting controls and auditing matters, including procedures for confidential,
anonymous submission of concerns by employees regarding questionable accounting and auditing matters.
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Meetings
The Audit Committee meets as often as it deems necessary or appropriate, either in person or telephonically,

and at such times and places, and with such invitees, as the Audif Commitiee determines. A quorum for a
meeting of the Audit Committee is a majority of its members. Resolutions of the Audit Commiitee are adopted by
a majority of votes cast. The Audit Commiitee keeps minutes of meetings and records of resclutions passed, and
these are included in the papers for the next Board meeting after each meeting of the Audit Commitiee. The
Audit Commitiee reports regulariy {o the Board about its meetings and aclivities.

Communications

The Audit Commitiee maintains free and open communications with the External Audior, the internat auditors
and management. The commitiee periodicaily meets with the External Audifor without representatives of
management to discuss the adequacy of the Company’s disclosures and policies and to satisfy itself regarding
the External Audifor's independence from management. The External Auditor may communicate with the Audit
Committee or its Chairman at any time.

Access and Advisors

In exercising its oversight role, the Audit Commitiee may investigate any matter brought to its attention, and for
this purpose has full access to the Company’s records, personnel and any required external support. The Audit
Committee has the authority to retain, at the Company’s expense, the External Auditor and such other outside
counsel, accountants, experts and advisors as it determines appropriate to assist the Audit Committee in the
performance of its functions. The Company will als¢ provide funding for the payment of ordinary administrative
expenses of the Audit Commitiee that are necessary or appropriate in carrying out its duties.

Standards
The Audit Commitiee reviews, and may take any necessary action {o uphold, the overall quality of the
Company's financial reporting and practices.

Charter
The Audit Commitiee reviews and assesses the adequacy of its charter at least annually, and recommends any
changes it considers appropriate to the Board.

Annual Review
The Audit Committee conducts an annual performance review of the Audit Committee and reports its findings fo
the Board.

Confiicts of Interest

The Audit Commitiee oversees the Company’s compliance programs with respect to legat and regulatory
regquirements and the Company’s code of ethics policies, including reviewing related party transactions and other
conflict of interest issues as they arise.

Reporting

In addition to providing the Board with a report and minutes of each of its meetings, the Audit Committee will
inform the Board of any general issues that arise with respect to the guality or integrity of the Company’s
financial statements, the Company’s compliance with legal or regulatory requirements, the performance and
independence of the External Auditor, or the performance of the internal audit function.

Special Reviews
The Audit Commitiee may undertake other special duties as requesied by the Board.

We have an Audit Cornmittee (ASX Corporate Governance Councll Recornmendation 4.2); #s structure is
consistent with ASX Corporafe Governance Council Recommendation 4.3; it has a charfer (ASX Corporate
Governance Council Recommendation 4.4) and we have provided the information indicated in the Guide to
Reporting (ASX Corporate Governance Councll Recommendation 4.5},

Cur Audit Commitiee Charter, as amended, is available on our Invesior Relations website at
www. fameshardie.com
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The Auditor Attends the Annual Information Meeting
Our external auditor attends the Annual information Meeting, consistent with ASX Corporate Governance
Councif Recommendation 6.2,

Certifying Financial Reporis

Under United States law, the Chief Executive Officer and Chief Financial Officer certify that our accounis are a
fair presentation of our financial condition and resuits in accordance with US law. Similarly, the CEO and CFO
provide a sign-off in accordance with US requirements.

This is an appropriate certification and sign-off with regard to the laws governing the accounts of the Company
and is also an appropriate certification and sign-off in relation to our accounts for the purposes of ASX Corporate
Governance Council Recommendations 4.1 and 7.2,

Nominating and Governance Committee

Our Nominating and Governance Committee was formed in 2002 and operates in accordance with ASX
Corporate Governance Council Recommendation 2.4, Following our receni carporate governance review,
changes were made to update and expand our Nominating and Governance Committee Charter. The key
aspecis of the charter, as amended, at the date of this annual report are set out below.

Members and Independence
The Nominating and Governance Committee consists of at least three members of the Supervisory Board, who
are appointed by the Board.

The majority of the members of the commitiee must be independent uniess a greater number is required {o be
independent under the rules and regulations of the ASX, the NYSE or any other applicable regulatory body. For
the purposes of complying with any applicable independence requirements for directors who serve on the
Nominating and Governance Committee, a direcior's independence is determined by the Board in accordance
with the rules and regulations of the applicable exchange or requlatory body.

The Joint Board appeints one member of the committee as its Chairman. The Chairman must be independent, is
primarily responsible for the commitiee’s proper functioning, acts as the commitiee’s spokesman and is the main
contact for the Board.

Currently, the members of the Nominating and Governance Committee are Mr McGauchie {Chairman), Mr
Cameron, Mr Clark and Ms Hellicar.

Purpose, Duties and Responsibilities
The purpose of the commitiee is to identify individuals qualified io become members of the Managing Board or

Board; recommend fo the Board candidates for the Managing Board or Board {{o be appeinted by shareholders);
recommend o the Board a set of corporate governance principles; and perform a leadership role in shaping the
Company’s corporale governance policies. The duties and responsibilities of the commitiee are to;

« Develop criteria for identifying and evaluating candidates for the Managing Board and the Board. These
criteria include a candidate’'s business experience and skilis, independence, judgment, integrity, ability to
commit sufficient fime and attention to the activifies of the Managing Board and Board, as well as the
absence of any potential conflicts with the Company’s interests. In applying these criteria, the commitiee
considers the needs of the Managing Board and the Board as a whole and seeks to achieve a diversity
of occupational and personal backgrounds on the Board.

« |dentify and review the guaiifications of, and recruit candidates for, the Managing Board and the Board.

*  Assess the contribufions and independence of incumbent directors in determining whether fo
recommend them for re-election to the Board.

« Establish a procedure for the consideration of candidates for the Managing Board and the Board
recommended by the Company’s stockholders.
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« Recommend {c the Board candidates for election or re-election {o the Managing Board and the Board,
all to be elected by shareholders at a General Meeting.

* Recommend ¢ the Board candidates to be appointed by the Board as necessary to fill vacancies and
newly created directorships and make recommendations for the removal of directors.

« Develop and recommend fo the Board a set of corperate governance principles and review and
recommend changes to these principles, as necessary.

»  Make recommendations tc the Board concerning the structure, composition and functioning of the Board
and its committees.

* Recommend {c the Board candidates for appointment to board committees and consider periodically
rotating directors among the committees.

=  Review and recommend to the Board retirement and other tenure policies for directors.

* Review directorships in other public companies held by or offered o directors and senior officers of the
Company.

« Review and assess the channels through which the Board receives information, and the quaiity and
timeliness of infermation received.

* Review the Company’s succession plans relating to the CEQ and other senior officers.

= Periodically evaluate the functioning of the individual members of the Managing Board and the Board
and report the results of the evaluation to the Board.

*=  Periodically evaluate the scope and composition of the Managing Board and the Board, and propose the
profile of the Board.

= Supervise the policy of the Managing Board in refation {o the selection and appoiniment criteria for
senior management.

= Annually evaluate the performance of the commitiee and the adequacy of the committee’s charter.

= Perform such cther duties and responsibilities as are consistent with the purpose of the commitiee and
as the Board or the commitiee deems appropriate.

Qutside Advisors

The committee has the authority to retain such outside counsel, experts, and other advisors as it determines
appropriate to assist it in the full performance of its functions, including sole authority to retain and terminate any
search firm used io identify director candidates, and to approve the search firm's fees and other retention terms.

Meetings
The commitiee meets as often as it deems necessary or appropriate, either in persen or felephenically, and at

such times and places as the commitiee determines. A quorum for a meeting of the commitiee is 2 majority of its
members. Resolutions of the commitiee are adopted by a majority of voles cast. The committee reports regularly
to the full Board with respect to its meetings.

Report

The commitiee prepares a report of its deliberations and findings and provides the Board with the report at the
first meeting of the Board direcily following the meeting of the commitiee and in any event no less frequenily
than annually.

Our Nominating and Governance Committee Charter, as amended, is available from the invesior Relations area
of our website at www . jameshardie.com

The sfructure and responsibifities of the Nominaling and Governance Commiifee are consistent with ASX
Corporate Governance Council Recommendation 2.4; it provides the informalion indicafted, consistent with ASX
Corporate Governance Council Reconymendation 2.5.

Remuneration Commiittee
Foliowing our recent corporate governance review, changes were made to update and expand our
Remuneration Commiitee Charter. The key aspects of the charter, as amended, are set ouf below.

Members and Independenice
The Remuneration Committee consists of at least three members of the Supervisory Board, who are appointed
by the Board.
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The majority of the members of the Remuneration Committee must be independent unless a greater number is
required 1o be independent under the rules and regulations of ASX, the NYSE or any other applicable regulatory
body. For the purposes of complying with any applicable independence requirements for directors to serve on
the Remuneration Commitiee, a director's independence shall be determined by the Board in accordance with
the rules and regulations of the applicable exchange or regulatory body.

Additionally, members of the Remuneration Committee must qualify as “non-employee directors” for purposes of
Rule 16b-3 under the Securities Exchange Act of 1934, as amended, and as "outside directors” for purposes of
Section 182{m) of the Internal Revenue Code.

The Board appoinis one member of the Remuneration Commitiee as #s Chairman. The Chairman must be
independent, is primarily responsible for the committee’s proper functioning, acts as the commitiee’s spokesman
and is the main contact for the Board. The Chair of the Remuneration Committee may not be the current
Chairman of the Board or a former member of the Managing Board.

Currently, the members of the Remuneration Committee are Mr Barr {Chairman}, Mr Loudon and
Ms Hellicar,

Under the NYSE listing standards applicable fo US companies, Mr Loudon would not be considered to be
independent because his son is an employee of our independent registered public accounting firm. However, his
son does not work, and has never worked, on our audit or otherwise performed services for us. Accordingly,
despite the fact that Mr Loudon is not independent under the NYSE rules, the board of directors has resolved to
have him continue {0 serve on the Remuneration Committee.

Purpose, BDuties, and Responsibilities

The purpose of the Remuneration Commitiee is {o discharge the responsibilities of the Board relating to
remuneration of the Company’s senior executives and non-executive directors and to further advise the Board
on the Company’s remuneration policies and practices. The duties and responsibilities of the Remuneration
Committee are to:

*  Oversee the Company’s overall remuneration structure, policies and programs, assess whether the
Company’s remuneration structure establishes appropriate incentives for management and emploveses,
and approve any significant changes in the Company’s remuneration structure, policies and programs.

= Administer and make recommendations {o the Board with respect to the Company’s incentive-
compensation and equity-based remuneration plans, including the Company’s 2001 Equily incentive
Pian.

= Review the remuneration of directors, for service on the Board and the Board commitiees and
recommend changes in remuneration ic the Board.

=  Prepare a proposal for the Board concerning the remuneration policy for the members of the Managing
Board to be put to a General Meeting.

=  Review and make recommendations {o the Board on the Company’s recruitment, retention and
termination policies and procedures for senior management.

*  Prepare a proposal concerning the individual remuneration of the members of the Managing Board 1o be
put io the Board, including: {i} the remuneration structure; and {ii} the amount of fixed remuneration,
shares and/or opticns and/or other variable remuneration components, pension rights, severance pay
and other forms of remuneration to be awarded, as well as the related performance criteria.

=  Review and approve corporate goals and ¢bjectives relevant to the remuneration of the members of the
Managing Board, evaluate the performance of the members of the Managing Board in light of those
goals and objectives, and recommend o the Board the remuneration of the members of the Managing
Board.

*  Prepare the remuneration repori on the remuneration policies for the Managing Board to be put to the
Board for adoption. The remuneration repori comprises a report on the way in which the remuneration
policy was implemented in the most recent financial year as well as an outline of the remuneration policy
that will be implemented in the following vears. At @ minimum, the outline must contain the information
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as referred {o in best practice provision 11.2.10 of the Dutch Corporate Governance Code. The
remuneration report shall be posted on the Company’s website.

* Make recommendations regarding the remuneration of the Company’s other senior executives.

* Approve siock oplion and other siock incentive awards for senior executives.

= Review and approve the design of inceniive schemes and other benefit plans pertaining o senior
executives.

*=  Review and recommend employment agreements and severance arrangements for senior executives,
including change-in-control provisions, plans or agreements.

= Approve, amend or modify the {ferms of any remuneration or benefit plan that does not require
shareholder approval.

= Annually evaluate the performance of the Remuneration Commitiee and the adequacy of this charter.

= Perform such other duties and responsibilities as are consistent with the purpose of the Remuneration
Committee and as the Board or the Remuneration Commiitee deems appropriate.

Sub-committees
The Remuneration Committee may delegate any of the foregoing duties and responsibilities to a sub-committee
of the Remuneration Committee consisting of not less than fwo members of the commitiee.

Qutside Advisors

The Remuneration Committee will have the sole authority to retain, at the expense of the Company, such
outside counsel, experts, remuneration consultants and other advisors as it determines appropriate to assist it in
the full performance of its functions.

Meetings
The Remuneration Committee will meet as often as it deems necessary or appropriate, either in person or

telephonically, and at such times and places as the Remuneration Committee determines. A gucrum for a
meeting of the Remuneration Commitiee is a majority of s members. Resolutions of the Remuneration
Committee are adopted by a majority of voles cast. The Remuneration Committee will repori regularly to the
Board with respect to its meetings and aclivities.

Report
The Remuneration Committee prepares a repori of its deliberations and findings and provides the Board with the

report at its first meeting directly following the meeting of the Remuneration Committee and, in any event, no
less frequently than annually.

Further information on remuneration matters is also set out in the Birectors’ Report on pages 63 - 78.
Our Remuneration Committee Charter, as amended, is available from the Investor Relations area of our website
at www.jameshardie.com

As part of the Directors’ Report we have alsc included a Remuneration Report which provides disclosure about
the Company’s Remuneration policies.

The establishment of a Remuneration Committee is consistent with ASX Corporate Governance Councif
Recommendation 9.2. The shructure and disciosure of our remuneration arrangements is consistent with ASX
Corporate Governarnce Council Recommendations 8.1, 8.3, 8.4 and 9.5

Special Committee

In July 2004, the Board established a commitiee of the Board to oversee cur participation in the SCI's
investigation infc the Foundation. The Special Commitiee was wound-up on 31 March 2005.

Ms Hellicar (Chairman}, Mr McGauchie and Mr Gillfillan served on the Special Commitiee. s responsibilities
included:

* Reviewing the SCi's report, which was delivered to the NSW Government on 21 September 2004, and
recommending fo the Joini Board appropriate actions in response to its findings; and

»  Overseeing any developments with respect to or discussion of arrangements as {o the SCPs findings
and taking any recommendations to the Joint Board and, ultimately, to our shareholders for approval.
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Policies and Programs
We have a number of policies and grograms that address Key aspects of our corporate governance. Qur key
policies and programs cover:

Risk Management

Business Conduct and Ethics

Ethics Hotline {Whistleblower)

Continuous Disclosure and Market Communication
Insider Trading

Risk Management

The Joint Board, together with the Audit Commitiee, is responsible for satisfying itself that our risk management
systems are effective and, in pariicular, for ensuring that;

» the principal strategic, operational and financial risks are identified;
« efHective systems are in place to monitor and manage risks; and

« reporting systems, internal controls and arrangements for monitoring compliance with laws and
regulations are adeguate.

In addifion to maintaining appropriate insurance and other risk management measures, the Company has taken
the following steps to address identified risks. I has:

« established policies and procedures in relation fo treasury operations, including the use of financial
derivatives;

« issued and revised standards and procedures in relation to environmental and health and safety matiers;

* implemented and mainiained training programs in relation to legal issues such as trade
practices/antitrust, trade secrecy, and Intellectual Property protection; and

» issued procedures requiring that significant capital and recurring expenditure is approved at an
appropriate ievel of management or by the Joint Board.

The internal and external audit functions are involved in risk assessment and the management and
measurement of the effectiveness of the Company’s risk management systems. The internal and external audit
functions are separate from and independent of each other.

The above risks are also addressed in our Code of Business Conduct and Ethics which applies to aill employees
and directors, and monitored through regular reports to the Joint Board. Where appropriate, members of the
management team and independent advisers also make presentations to the Joint Board and to the Audit
Committee during the year.

We regularly review the need for additional disclosure of our risk management systems including those related to
our internal compliance and control system.

In accordance with Best Practice Provision il.1.4 of the Dutch Corporate Governance Code, our Managing Board
has assessed our internal risk management and control systems. Based on the Managing Board's most recent
assessment, the Managing Board believes that our internal risk management and controf systems provide a
reasonable level of assurance that they are adequate and that they have operated effectively in fiscal year 2005,
Consequently, the Managing Board has concluded that we are in compliance with the requirements of Best
Practice Provision 1l:1.4 of the Duich Corporate Governance Code.

Notwithstanding the foregoing, our management does not expect that our internal risk management and control

systemns will prevent or detect all error and alt fraud. A control system, no matter how well designed and
operated, can provide only reasonable, not absoluie, assurance that the control system’s objectives will be met.
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The design of a control system must reflect the fact that there are resource constraints, and the benefits of
controis must be considered relative to their costs. Further, because of the inherent imitations in all control
systems, ng evaluation of controls can provide absolute assurance that misstatements due to error or fraud will
not occur or that all control issues and instances of fraud, if any, within the Company have been detected.

These inherent limitations include the realities that judgments in decision-making can be faulty and that
breakdowns can cccur because of simple error or mistake. Controls can alsc be circumvented by the individual
acts of some persons, by coliusion of two or more people, or by management override of the controls. The
design of any sysiem of controls is based in part on certain assumptions about the likelihood of future events,
and there can be no assurance that any design will succeed in achieving its stated goals under all potential
future conditions. Projections of any evaluation of controls effectiveness to future periods are subject o risks.
Over time, contfrols may become inadeguate because of changes in conditions or deterioration in the degree of
compliance with policies or procedures.

Our analysis of our internal risk management and control systems for purposes of the Dutch Corporate
Governance Code is different from the report that we will be required to prepare in the United States pursuantto
Sectlion 404 of the Sarbanes-Oxley Act of 2002, Section 404 requires, among other things, that companies
include a maragement report on a Company’s internal control over financial reporting that is accompanied by a
separate auditor's report on management’s assessment. For foreign private issuers, including James Hardie, the
deadline for complying with the recuirements of Section 404 has been extended to the first fiscal year ending on
or after 15 July 2006 or, in James Hardie’'s case, 31 March 2007. Accordingly, cur Section 404 report will appear
in our Annual Report on Form 20-F for the fiscal year ending 31 March 2007.

Qur risk management procedtres are consistent with ASX Corporate Governance Council Recommendations
7.1, 72and 7.3.

Business Conduct and Ethics
We seek ic maintain high standards of integrity and we are committed o ensuring that James Hardie conducts
its business in accordance with high standards of ethical behaviour.

We require our employees to comply with the spirit and the letter of al! laws and cther statutory requiremenis
governing the conduct of James Hardie's activities in each country in which we operate. Our Code of Business
Conduct and Ethics applies to all of our employees, including our senior executives and directors.

Specific action, including training and education, has been taken {o ensure that employees understand and
comply with their obligations in areas such as cccupational health and safety, frade practices/antifrust,
environmental protection, employment practices such as equal opporiunity, sexual harassment and
discrimination, continuous disclosure and insider frading, public and SEC disclosure, and corrupt practices.

Ethics Hotline {Whistleblower

Our Code of Business Canduct and Ethics also provides employees with instructions about whom they should
contact if they have information or questions regarding violations of the policy. James Hardie has developed and
is progressively implementing telephone Ethics Hotlines {o allow employees in each jurisdiction in which we
operate to ancnymously repori any concerns.

The Ethics Hotline wili be infroduced progressively in James Hardie's operatlions in the Netherlands, the United
States and Australia before 31 July 2005. The policy has been customised to take into account the CLERP 8
requirements to profect the privacy of individuals who use the service, in line with Australian standards.

Our Code of Business Canduct and Ethics alse covers many aspecis of Company policy that govern compliance
with legal and other responsibilities to stakeholders.

Our Code of Business Conduct and Ethics, as amended, is available from the Corporate Governance area of our
Investor Relations website af www lameshardie.com

Qur actions, cutlined above, fo promote ethical and responsible decision-making are consistent with ASX
Corporate Governance Councit Recommendations 3.1, 3.2, 3.3 and 10.1.



Our Code of Business Conduct and Ethics is consistent with ASX Corporafe Governance Councif
Recommendation 10.1.

Continuous Disclosure and Market Communication
We comply with all relevant disciosure laws and listing rules in Australia {ASX and ASIC), the United States
{SEC and NYSE) and the Netherlands {(AFM}.

Disclosure

We have a Continuous Disclosure and Market Communication Policy which is designed {o ensure that investors
can easily understand James Hardie's strategies, assess the guality of its management, and examine its
financial position and the strength of its growth prospects.

The policy is also designed o ensure that James Hardie satlisfies its fegal obligations on disciosure o the ASX
and under the Australian Corporations Act (2001} as well as its obligations in the United States where the
Company is traded on the NYSE, and in the Netherlands.

Communication
We are commitied o communicating effectively with our investors. Our investor relations program includes:

*  management briefings and presentations to accompany quarterly resulis, which are accessible on a live
webcast and feleconference;

» audio webcasts of other management briefings and view webcasts of the shareholder information
meeting;

* 3 comprehensive lnvestor Relations website that displays all Company announcaments and notices as
soon as they have been cleared by the ASX, as weil as all major management and roadshow
presentations;

*=  Australian and United States site visits and briefings on strategy for invesiment analysts;

= 3 quarterly newsletier available io shareholders and other interested parties;

= an e-mail alert service {0 advise investors and other interested parties of announcements and other
events; and

=  equaliy of access for shareholders, investment analysts and the media to briefings, presentations and
meeiings.

Shareholders’ Participation

We encourage our shareholders to exercise their rights at our General Meeting. While the Company's General
Meetings take place in the Netherlands, we conduct information Meetings in Australia to enable CUFS holders o
attend a meeting together to review items of business and other matters that will be considered and voted on at
the subsequent General Meeting in the Netherlands.

We distribute with the Notice of Mesating a question form which holders can use to submit questions in advance
of the meeting. We implemented this process to make it easier for more holders to have questions answered,
whether or not they can attend the Information Meeting. Holders can also ask questions from the floor during the
Information Meeting.

For the benefit of holders unable fo attend, the Information Meeting is broadcast live over the internet at
www jameshardie com (select Investor Relations, then Annual Meetings}. The webcast then remains on the
Company’s website so it can be replayed later if required.

Each shareholder, person entitled to vote and CUFS holder (but not an ADR holder} has the right to attend the
General Meeting either in person or by proxy; {o address shareholder meetings; and, in the case of shareholders
and other persons entitied {o voie {for instance, certain pledge holders), fo exercise voting rights, subject o the
provisions of our Articles of Association.
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We set a registration date for the exercise of the voting rights at a General Meeting. Shareholders and CUFSs
holders registered at this date are entifled {o aitend the meeting and to exercise the other shareholder righis (in
the meeting in question) notwithstanding subsequent saie of their shares. This date is published in advance of
every General Meeting. Shareholders who are entitied {o attend a General Meeting may be represented by
proxies.

Unless otherwise required by our Ardicles of Association or Dutch law, resociutions of the General Meeting will be
validly adopted by an absolute majority of the votes cast at a meeting at which at least 5% of our issued share
capital is present or represented.

Explanatory notes fo the Notice of Meeting inform shareholders of all facts and circumstances relevant io the
proposed resolutions. The explanatory notes are sent to shareholders and made available on our investor
Relations websie at www.jameshardie.com

Qur Continuous Disclosure and Market Communication Folicy is consistent with ASX Corporate Governance
Councit Recommendation 5.1,

Our communication strategies are consistent with ASX Cormporate Governance Council Recommendation 6.1,

Our Continuous Disclosure and Market Communication Policy is available in the investor Relations area of our
website at www jameshardie.com

insider Trading
Directors and senior executives are subject to our Insider Trading Policy and rules.

Directors and senior executives, among others, must notify the designated compliance officer, currenily our
General Counsel, before buying or selling our shares. James Hardie shares may only be bought or soid by
employees, inciuding senior executives and directors, within four weeks beginning two days after the
announcement of quarterly or full year resulis.

The Joint Board recognises that it is the individual responsibility of each director and employee of James Hardie
to ensure he or she complies with the spirit and the letter of insider trading laws and that notification fo the Joint
Board in no way implies Joint Board approval of any transaction. Our Insider Trading Policy is available in the
Investor Relations area of our website at www.jameshardie.com

Qur Insider Trading Policy and riles are consistent with ASX Corporate Governance Councl Recommendation
3.2

Discussion of Dutch Corporate Governance Codes and Requirements

Compliance with the Dulch Corporate Governance Code

James Hardie's corporate governance structure and compliance with the Code is the joini responsibility of the
Managing Board and the Supervisory Board and they are accountable for this to shareholders at the General
Meeting.

Not applying a specific best practice provision is not in itself considered objeciicnable by the Code, and may well
be justified because of particular circumstances relevani to James Hardie. in accordance with the requiremenis
of Dutch law, we describe below instances where James Hardie does not {yef} fully comply with the lelier of a
principle or best practice provision in the Code applying to the Managing Board or the Supervisory Board. To the
extent we do not apply such principles and best practice provisions, or do not intend to apply these in the current
or the subsequent financial year, we state the reasons.
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Managing Board
On the basis of article 14.2 of James Hardie's Articles of Association, a member of the Managing Board will be

appoinied for a maximum ierm of three years, except for the Chief Executive Officer. Pursuant {o Best Practice
Provision 11.1.1 of the Code, a member of the Managing Beard shall be appointed for & maximum term of four
years. On 22 October 2004, Mr Gries was appointad by the Jaint Board as interim member of the Managing
Board with the title Chief Executive Officer. Mr Gries will be nominated for appointment as Member of the
Managing Board at the next Annual General Meeting for & term to coincide with his tenure as CEOQ. We believe
that not setting a limitation for the appointment of our Chief Executive Officer is conducive to the continuity of our
management.

With regard to the Best Practice provisions of the Code dealing with the Managing Board's remuneration:

1. The Principle preceding Best Practice Provision 11.2.9 provides that the remuneration of members of the
Managing Board shall be resolved within the scope of the Remuneration Policy adopted by the General
Meeting. Our remuneration policies and practices are well documented in the Directors’ Repori starting
on page 7 and our Supervisory Board has recently adopied a Remuneration Policy for members of the
Managing Board. This policy will be presented fo shareholders for adoption at the 2005 Generatl
Meeting.

2. The Principle preceding Best Practice Provision 11.2.9 also provides that schemes whereby members of
the Managing Board are remunerated in the form of shares or rights to acquire shares shall be submitted
to the General Meeting for approval. A 2005 Managing Director Transitionat Stock Option Plan will be
presented at the 2005 General Meeting of Shareholders for approval.

3. Best Practice Provision |1.2.6 provides that neither the exercise price nor the other conditions regarding
options granted to members of the Managing Board be modified during the term of the options, except
as prompted by structural changes relating to shares or the Company in accordance with established
market practice. James Hardie may modify the term of the options as specified in the 2005 Managing
Director Transitional Stock Option Plan or employment agreement with a member of the Managing
Board upon the departure of the employes.

Best Practice Provision 11.2.7. provides that a severance payment o & member of the Managing Board shall not
exceed one time the amount of the fixed salary. At the time of the resignation of Mr Macdonald as Chief
Executive Officer and member of the Managing Board, we agreed to pay him a higher amount, based on his
employment confract {enterad inio before the new Duich Code came into effect). in contracts with members of
the Managing Board, the severance payments are agreed upon on an individual basis, taking into account home
country practice and the member of the Managing Board's specific situation, provided that a severance payment
can not exceed the limits set out in the Corporations Act {2001) unless approved by sharehoiders at a General
Meeting.

Best Practice Provision 11.2.8. provides that a company shall not grant loans to members of the Managing Board.
We had granted a loan to Mr Macdonald which was settled at the time of his resignation.

Supervisory Board

Best Practice Provision I11.1.1 provides that the Supervisory Board adopts a Supervisory Board Charter.
Subsequent to the end of fiscal year 2005, the Supervisory Board adopted a Supervisory Board Charter which
will become effective once amendments to the Articles of Association are approved at the 2005 General
Meeting. The Supervisory Board Charter will then be pui on the Investor Relations area of our website at
www jameshardie.com.

Best Practice Provision 1il.3.1 provides that the Supervisory Board adopis a profile of its size and composition.
Subsequent o the end of fiscal year 2005, the Supervisory Board has prepared a Supervisory Board profile that
satisfies the recommendations of the Code. The profile is available on the Investor Relations area of our website
at www.jameshardie.com.
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Best Practice Provision [i.3.6 provides that the Supervisory Board draws up a retirement schedule. The dates of
re-election of the members of the Supervisory Board are available in the Investor Relations area of cur website
and, subsequent to the end of fiscal year 2005, the Supervisery Board has prepared a Supervisory Board
retirement schedule that satisfies the recommendations of the Code. The schedule is available on the Investor
Relations area of our website www jameshardie.com.

Principle 111.5 provides that if the Supervisory Board comprises mare than four members, it shall appoint from
among its members an audit commitiee, a remuneration committee and a selection and appointment committee.
James Hardie has established an Audit Commitiee, Nominating and Governance Commitiee and Remuneration
Commitiee which currently all operate as commitiees of the Joint Board instead of the Supervisory Board,
although all committee members are only Supervisory Board members. Following approval by shareholders of
amendments to our Articles of Association, these committees will become committees of the Supervisory Board.

Best Practice Provision li1.5.1 provides that charters for each of the committess of the Supervisory Board shall
be adopted by the Supervisory Board. While James Hardie had charters for each of the Audit Commitiee,
Nominating and Governance Commitiee and the Remuneration Committee throughout fiscal year 2005, these
charters were subsequently updated {o reflect the Code’s requirements with regards to the responsibilities of
each of the committees. The revised charters are available on the Investor Relations area of our website
www. jameshardie.com.

Best Practice Provision li.6.5 provides that the Superviscry Board Charter should inciude provisions on dealing
with conflicts of interests between James Hardie and the members of the Managing Board or Supervisory Board.
Articles 16 and 24 of James Hardie's Articles of Association deal with potential conflicts of inferest between
members of the Managing and Supervisory Board. Subsequent to the end of fiscal year 2005, the Supervisory
Board finalised a Supervisory Board Charter which includes the requirements relating 1o conflicts of interest as
recommended by the Code.

Best Practice Provision 11.7.1 provides that members of the Supervisory Board shall not be granted shares by
way of remuneration. Currently, on the basis of James Hardie’s Supervisory Board Share Plan, members of the
Supervisory Board are obliged to receive a minimum of US$10,000 of their annual remuneration in the form of
shares with the option to use a larger part of their annual remuneration to buy shares. It is intended o continue,
and indeed enhance, this practice, which assists in aligning directors’ interests with those of shareholders.

Limitations on Right to Hold Our Shares

Subiect to certain exceptions, our Articles of Association prohibit the holding of shares if, because of an
acquisifion of a relevant interest {including in the form of shares of our common stock, CUFS or ADRs} in such
shares:

« the number of shares in which any person, directly or indirectly, acquires or holds a relevant interest
increases from 20% or below to over 20% or from a starting point that is above 20% and below 90% of
our issued and cutstanding share capital; or

» the voling righis which any person, directly or indirectly, is entifled to exercise at a General Meeting
increase from 20% or below to over 20% or from a starting point that is above 20% and below 90% of
the fotal number of such voting rights which may be exercised by any person at a General Meeting. The
purpose of this prohibition is to ensure that the principles which underpin the Australian Corporations Act
2001 takeover regime are complied with in a change of control, namely that:

« the acquisition of control over James Hardie takes place in an efficient, competitive and informed
market;

» the holders of the shares or CUFS and our Managing Board, Joint Board and Supervisory Board know
the identity of any person who proposes o acquire a substantial interest in James Hardie, have a
reasonable time to consider the proposal, and are given enough information to enable them o assess
the merits of the proposal; and

» 3s far as practicable, the holders of shares or CUFS inter alia all have a reasonable and equal
opportunity to participate in any benefits accruing to the hoiders through any proposal under which a
person would acquire a substantial interest in James Hardie. The Articles of Association include certain
excepiions to this prohibition.
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The SBupervisory Board may cause James Hardie {0 exercise these powers if James Hardie has first obtained a
judgment from a court of competent jurisdiction that & breach of the prohibition has occurred and is continuing.
Alternatively, these powers may alsc be exercised without having recourse fo the courts if certain procedures in
relation to obtaining legal advice are followed. Our right to exercise these powers by complying with these
procedures must be renewed by shareholder approval every five years or such powers will lapse. if renewed,
confirmation of this renewal must be made by lodgement of a declaration by the Joint Board with the relevant
authority in accordance with Duich law.

Although these provisions may help {o ensure that no person may acquire voting contro! of James Hardie
without making an offer to all shareholders, these provisions may also have the effect of delaying or preventing a
change in control of James Hardie.

Updated Information
We have a dedicated section on corporate governance as part of our Investor Relations area of our website at
www_iameshardie com

Information on this section of the website is progressively updated and expanded o ensure it presents the most
up-to-date information on our corporate governance systems.
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JAMES HARDIE INDUSTRIES NV AND SUBSIDIARIES

Consolidated Balance Sheet as at 31 March 2005
{before proposed appropriation of resuli)

31 March
{(Millions of US dollars} Notes 2005 2004
Assets
Fixed Assets
Infangible fixed assels 4.1 2.8 2.8
Tangible fixed assets 42 685.7 587.1
Financiat fixed assets 43 20.7 281
$ 708.2 $ 595.0
Current assats
Stocks 44 99.9 103.2
Receivables 45 128.7 128.5
Refundable income faxes 58 - 37.8
Prepaid expenses and other current asseis 12.0 8.8
Deferred tax assels 58 26.0 24.7
Securities - 3.7
Cash at banks and in hand 48 113.5 72.3
380.1 379.0
$ 1,089.3 $ 9750
Liabilities
Group equity
Sharehotders’ equity 4.12 625.1 508.5
Provisions - Product waranties 47 12.8 120
Leng-term debt 48 121.7 147.4
Deferred tax liabiliies 58 77.5 652
Other liabilities 48 61.7 82.3
Long-term liabifities 260.9 2949
Accounts payable and accrued liabilities 94.0 78.5
Shert-term debt 48 37.6 284
Accrued payroll and employee benefits 48 35.7 41.1
Income faxes pavable 58 214 8.8
Other liabilities 1.7 1.8
Current liabilities 190.4 159.8
$ 1,089.3 $ 9750
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JAMES HARDIE INDUSTRIES NV AND SUBSIDIARIES

Consolidated Profit and Loss account 2005

{(Millions of US dollars} Notes 2005 2004
Net turnover 5.1 1,210.4 981.9
Cost of sales {784.0) (623.0)
Gross operating result 426.4 358.9
Selling expenses 52 {65.8) {57.1)

General and

Administrative

expenses 52 {130.2) (129.7)

SCI and Other related

expenses 41 {28.1) -

Costs {224.1) (186.8)
Net sales margin 202.3 1724
Other operating (expense) income {6.2} 3.5
Other non-operating expense 5.7 {2.5} {0.4)
Financiat iIncome and expenses 55 {5.1} {(10.0)
Resuit on ordinary activities

before taxation 188.5 165.2
Taxation on ordinary aclivities 58 {61.7) {35.7)
Net result after taxation 126.8 129.5
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JAMES HARDIE INDUSTRIES NV AND SUBSIDIARIES

Consolidated Cash Flow statement 2005

{(Millions of US dollars} 2005 2004
Cash Hows from operating activities:
Net income 126.8 129.5
Adjustments to reconcile ngt income to net cash provided by
operating activities:
Gain on disposal of subsidiaries and businesses - 4.1
Loss {gain} on sale of land and buildings 5.4 8.7 {4.2)
Impairment of Investment 2.1 2.2
DCepreciation and amortisation 5.4 36.4 38.5
Ceferred income taxes 58 111 1486
Prepatd Pension cost 4.3 7.6 1.8
Tax benefit from stock oplions exercised 8.4 0.4
Stack compensation 3.0 3.3
QOther - 0.7
Changes in operating assets and fiabilities:
Accounts receivable {3.7) (24.8}
Inventories 4.3 (24.9}
Prepaid expenses and other current assets 328 2.1
Accounts payable 15.0 1.3
Accrued liabifities and cther liabilities {16.5} 282
Net cash provided by operating activities 219.8 162.8
Cash flows from investing activities:
Purchases of property, plant and equipment 42 {153.2} (74.8}
Proceeds from sale of property, plant and equipment 5.4 3.4 10.9
Proceeds from disposal of subsidiaries and businesses, net of
cash invested - 5.0
Collecticns on loans receivable 0.6 0.9
Net cash (used in) provided by investing activities {149.2} {58.0}
Cash flows from financing activities:
Net proceeds from line of credit 8.5 0.5
Repayments of borrowings 4.8 {17.8} -
Proceeds from issuance of shares 412 2.6 3.2
Repayments of capital - (68.7}
Dividends paid 412 {13.7} (22.9}
Net cash used in financing activities {28.2} (87.9}
Effects of exchange rate changes on cash {1.2) 0.5
Net increase in cash and cash equivalents 44.2 17.2
Cash and cash equivalents at beginning of period 72.3 55.1
Cash and cash equivalents at end of period 113.5 72.3
Components of cash and cash equivalents:
Cash at bank and on hand 48 2B.6 248
Short-term deposits 48 84.9 477
Cash and cash eguivalents at end of period 3 1135 $ 72.3
Supplemental disclosure of cash flow activities:
Cash paid during the peried for interest, net of amounts capitalised $ 10.7 § 1.7
Cash paid {refunded) during the period for income taxes, net $ 157 § (6.5}
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JAMES HARDIE INDUSTRIES NV AND SUBSIDIARIES

Notes to the Consolidated Balance Sheet and Profit and Loss account
1 General
1.1 Activities

The Company manufactures and sells fibre cement building products for interior and exterior building construction
applications primtarily in the United States, Australia, New Zealand, Philippines, Chile and Europe. Prior to 25 April 2002, the
Company manufactured gypsum wallboard for interior construction applications in the United States.

1.2 Group sfructure

On 2 July 1988, ABN 60 000 008 263 Pty Lid, formerly James Hardie Industries Limited (“JHIL"}, then a public company
organised under the laws of Australia and listed on the Australian Stock Exchange, announced a plan of reorganisation
and capital restructuring (the "1998 Reorganisation”). James Hardie NV, {"JHNV") was incorporated in August 1998, as
an intermediary holding company, with all of its commeon stock owned by indirect subsidiaries of JHIL. On 16 October
1988, JHiL's shareholders approved the 1988 Reorganisation. Effective as of 1 November 1888, JHIL contributed its
fibre cement businesses, its US gypsum wallboard business, its Australian and New Zealand building systems
bBusinesses and its Australian windows business (collectively, the "Transferred Businesses"} to JHNV and its
subsidiaries. In connection with the 1968 Reorganisation, JHIL and #ts non-transferring subsidiaries retained certain
unrelated assets and Habilities,

On 24 July 2001, JHIL announced a further plan of reorganisation and capital restructuring {(the "2007 Reorganisation”).
Completion of the 2007 Reorganisation occurred on 19 October 2001. In connection with the 2001 Reorganisation,
James Hardie industries NV, ("JHE NV, formerly RO Netherlands Holdings B.Y., issued common shares represented
by CHESS Units of Foreign Securities ("CUFS") on a one for one basis to existing JHIL shareholders in exchange for
their shares in JHIL such that JHE NV became the new ultimate holding company for JHEIL and JHNV.

Follewing the 2001 Reorganisation, JH NV controls the same assets and liabilities as JHIL controlled immediately prior
o the 2001 Reorganisation.

1.3 Consolidation

The consnlidated financid statements represent the financial position, results of operations and cash flows of JHI NV
and its current wholly owned subsidiaries, collectively referred to as either the "Company” or "James Hardie” and JHI NV
toyether with its subsidiaries as of the time relevant to the applicable reference, the “James Hardie Group,” unless the
contaxt indicates otherwise.

The consolidated annual accounts comprise the financial information of James Hardie Industries NV and of its
investiments in which it exercises a controlling interest. These investments are fully included in the consolidation.

The consolidated annual accounts comprise the financial information of the following subsidiaries, all of which are 100%
owned by JHE NV sither directly or indirectly:

Name of Company Jurisdiction of Establishment
Astisan Roofing Products LLC United States
James Hardie Australia Ply Ltd Austrabia
James Hardie Bullding Products Canada Inc. Canada
James Hardle Bullding Products ine. United Slates
James Hardie Europe BV, Metherlands
James Hardie Fibre Cement Pty Lid Austrabia
James Hardie Fibrocementos Limitada Chile

James Hardie International Finance BV, Netherlands
James Hardie New Zealand Ltd New Zeatand
James Hardie Philippines Inc. Philippines
James Hardie Research Pty Ltd Australia
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JAMES HARDIE INDUSTRIES NV AND SUBSIDIARIES

Notes to the Consolidated Balance Sheet and Profit and Loss account

A number of small majority sharsholdings that are separately and jointly of negligible importance have been excluded
from consolidation.

1.4 Notes fo the cash flow statement

The cash flow statement has been prepared applying the indirect method. The cash and cash equivatents in the cash
flow statement comprise the balance sheet item cash at banks and in hand and the bank overdraft forming part of the
current liabilities. Cash flows in foreign currencies have been translated at estimated average exchange rates.
Exchange differences affecting cash items are shown separately In the cash flow statement. Income and expenses in
respect of interest, dividends received and taxation on profits are included in the cash flow from operating activities.
Dividends paid have been included in the cash flow from financing activities.

2 Principles of valuation of assets and liabilities
21 General

The annual accounts are prepared in accordance with accounting principles generally accepted in the Netherlands. The
annual accounts are prepared in USS. Assets and liabilities are valued at face value, unless otherwise indicated.

2.2 Comparison with prior year

The principles of valuation and deternmination of result remained unchanged compared to the prior year, except for the
presentation of the cash dividend to be paid out to holders of ordinary shares in respect of the financial year under
review.

2.3 Foreign currencies

Non-monetary balance sheot Bems relating 1o assets and liabilities denominated in currencies other than the US dollars are
transiated at the historic rate of exchange. Monetary Balance sheot items relating to assets and liabilities denominated in
currencies cther than the US dollars are transiated af the rate of exchange prevailing on balance sheet date, except insofar
as the exchange risk has been hedged. in those cases valuation occurs at the forward rates agreed upon. The resulting
sxchange rate differences are credited or charged to the profit and loss accournt, apart from those on long-term bans, which
refate to the financing of a foreign investment. These exchange differences are directly added to or charged against reserves,
as compaonent of the legal reserve investments in affiiates and associates. Transactions in foreign currency duting the

petind have besn incorporated in the annual accounts at the rate of settlement.

The annual accounts of group companies denominated in other cutrencies than the US dollars are transiated at the
sxchange prevailing on balance sheet date. The exchange diffsrence for the initial capital and for the equity movements
in the course of the financial year are directly added fo or charged against sharsholders' equity.

2.4 infangible fixed assets

Goodwill is calculated as the difference batween cost price and the net asset value of the sharsholdings acquired.
Goodwill is capitalised and amortised on a straight-line basis over the estimated usefll economic ife with a maxirmum of
20 years. Permanent decreases in value as &t balance sheet date are taken info account.

2.8 Tangible fixed assefs

Land and buildings are valued af acquisition cost plus additional directly afiributable expenses less straight-line
depreciation over the estimated useful econamic life. Permanent impairment of assets as at balance sheet date are

taken into acoount,

Other fixed assefs are valued at acquisition or manufaciuring cost plus additional directly attributable expanses less
straight line depreciation over the estimated useful economic life, or lower market value.
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JAMES HARDIE INDUSTRIES NV AND SUBSIDIARIES

Notes to the Consolidated Balance Sheet and Profit and Loss account

Assets not used In operations are valued at expected direct realisable value.
2.6 Stocks

Stocks of raw materials and consumables are valued at purchase prices, using the FIFO method (first in, first out} or
lower market value. Stocks of semi-finished articles and trade goods are valued at the lower of cost and market value.
Cost congists of all direct costs of acquisition or manufacturing and transportation expenses incurred. The costs of
manufacturing include direct labour expenses and an uplift for indirect fixed and variable expenses relating to the
manufacturing. A mark up for indirect costs, mainly in respect of housing, administrative and general administration
sxpenses is also taken into account.

Work in progress is valued at direct material and labour expenses with an uplift for fixed and variable indirect costs
refating to the manufactuting. A mark-up for indirect costs, mainly in respect of housing, administrative and general
administration expenses, is also taken into account.

Provisions for expected losses are made at the moment they are foreseeabls, and are deducted from work in progress.
Invoiced instalments and prepayments by customers are also deducled from work in progress. instaimenis that exceed
the deferred costs per work are included under current Habilities,

27 Recelvables

Receivables are valued at face value less a provision for possibly uncollectible accounts,

2.9 Provisions

Provisions are set up in respect of actual or specific risks and commitments existing at balance sheet date, of which the
size is uncertain but can be estimated using a reliable method. Pension provisions are valued at present value based on
actuarial principles. The other provisions are recognised at face value. 2.10 Deferred tax assets and liabilities Deferred
tax assels and labififies are included in respect of the fiming differences in valuation of assets and Nabififies for annual
account purposes and tax purposes. The deferred tax assets and liabilities are calculated based on tax rates prevaiiing
at the year end or applicable future tax rates, in so far as already decreed by law. Deferred tax assets, including those
resulting from loss carry-forwards, are valued if it can be reasonably assumed that these will be realised. The deferred
tax assets and liabilities are included at face value.

3 Principles of determination of result

3.1 General

The result represents the difference between the value of the goods delivered and costs for the yvear. The results on
ransactions are recognised in the year they are realised; losses are taken as soon as they are foreseeable.

3.2 Exchange rate differences

Exchange rate differences arising upon the settfement of monetary items are recognised in the profit and less account in the
perind that they arlse. Exchange rate differences on long-term loans relating to the financing of foreign participations are
directly taken to sharehokders' equity.

3.3 Net turnover

Net turnover represents the amounts charged/chargeabls to third parties for goods delivered in the reporting year less

discounts and excluding VAT, The Company recognises revenus when the risks and obligations of ownership have been
ransferred to the customer which generally oceurs at the time of delivery to the customer.
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JAMES HARDIE INDUSTRIES NV AND SUBSIDIARIES

Notes to the Consolidated Balance Sheet and Profit and Loss account
3.4 Cost of sales
Cost of sales represents the direct and indirect expenses aftributable to furnover,
35 Costs
Costs are recognised at the historical cost convention and are allocated to the reporting vear to which they relate.
Deprecialion on bulldings is based on acquisition cost; depreciation on other fixed assets is based on purchase price or
manufacturing cost. Land is not depreciated. Depreciation is provided by the straight-line method over the estimated
useful economic life.

3.6 Selling expenses

Selling expenses concern the direct expenses of the sales activities. Selling expenses also include warehouse charges
for finished goods and trade goods and the transport costs refating to the sales transactions.

3.7 General and adrinisirative expenses
General and administrative expensss include the expenses of the Board of Directors and the corporate department.
38 Extraordinary ftems

This relates to tems coming under result fromt ordinary activities for which, for the purposes of compatison, separate
notes are ncluded basead on the natuwre, extent of incidental character of these tems.

3.9 Taxation

Tax on result is calculated by applying the current rate to the result for the financial year in the profit and loss aceount,
faking info account tax losses carry-forward and tax exempt profit elements and after inclusion of non-deductible costs.

310 Eamnings per Share

The Company i required to disclose basic and diluted garnings per share ("EPS"). Basic EPS is caletiated using
income divided by the weighted average number of common shares outstanding during the period. Diluted EPS is
sirtilar to basic EPS except that the weighted average number of common shares outstanding is increased to include
the number of additional commen shares calculaled using the reasury method that would have been outstanding if the
citutive poleniial common shares, such as oplions, had been issued. Accordingly, basic and dilutive common shares
sutstanding used in determining net incoms per share are as follows:

31 March
{Millions except per share amounts) 2005 2004
Basic commaon shares outstanding 458.9 458.1
Dutive effect of stock options 2.9 33
Biuted common shares outstanding 461.0 461.4
MNet income per share - basic $ 0628 % 0.28
Net income per share - diluted % 0628 % .28

Potential common shares of 8.2 million and 2.0 million for the years ended 31 March 2005 and 2004 | respectively, have
been excluded from the calculation of diluted common shares oltstanding Because the effect of their inclusion wollld be
anti-dilutive.
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JAMES HARDIE INDUSTRIES NV AND SUBSIDIARIES

Notes to the Consolidated Balance Sheet and Profit and Loss account
4 Notes to the consolidated balance sheet

4.1 infangible fixed assets

Goodwill Other Total

1 Aprit 2604
Acquisition or manufaciuring costs % 23 % 2t % 4.4
Accumulated decrease in value and amortisafion {(3.4} {1.2) {1.8)
Book valle 1.8 08 28
Movements 2005
Exchange differences 0.1 - 8 G.1
Amortisation {0.1} - {0.1)

% - & - -
31 March 2005
Acguisition or manufacturing costs 2.4 2.1 4.5
Accumulated decrease in value and amortisafion {03.5} (1.2} {1.7}
Book valle 3 18 & 048 % 2.8
Amortisation rate 5.3% 8.0% 3.8%

Goodwill is being amortized over 20 years as i relates to purchased plant and equipment.

4.2 Tangible fixed assefs

Machinery
and Assels under

Land Buildings Equipment construction Total
1 April 2005
At cost 3 113 3 1350 % 5628 % 830 % 7721
Accumulated decresase in
value and depreciation - {21.0} {184.0) - {205.0)
Book value 11.3 1140 378.8 83.0 867.1
Movements 2005
Additions 0.2 32 325 1171 153.0
Disposals - - - 4.1} (4.1)
Exchange differences - - 26 - 2.8
Depreciation - (4.5} {31.8) - {36.3)
Other movement - - 3.4 - 3.4

0.2 {1.3) 87 1130 1188

31 March 20058
At cost 1.5 1311 8086 1768 9258
Accumulated decrease in value
and depreciation - {24.4} {218.7) - {240.1)
Book value 3 116 % 067 % 3809 % 1768 § 685.7
Depreciation rates 0% 3.4% 5.2% 0% 3.9%
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JANES HARDIE INDUSTRIES NV AND SUBSIDIARIES
Notes to the Consolidated Balance Sheet and Profit and Loss account
Assets under construction primarily relates to current year accumulated costs of construction of a new manufacturing
facifity in Reno, Nevada USA and accumulated costs of construction of additional capacity at the Company's Peru, illincis

USA facility. Interest related to the construction of facilities was capitalized at US$5.8 million and US§1.6 million for the years
snded 31 March 2005 and 2004, respectively. The depreciation rate is expected to be between 3% and 6%.

4.3 Financial fixed assets

Pension Tax Totat

1 April 2004
Book valle $ 141 & 120 % 261
Movements 2005
Employer contribulions 18 - 18
Charged to expense {7.6) 8.3 (7.3)
Exchange diffsrence 0.1 - 0.1

{57 8.3 {5.4)
31 March 20058
Book valle $ 84 % 123 % 20.7

Prepaid pension relates to one of our retirement plans in Australia and is actuarially determined in March each year. The
Company estirnates that the pension plan expense will be approximately US$2.8 milfion for fiscal year 2006, Projections
beyond fiscal year 2006 are not readily determinable. See further discussion of retirament plans below.

Refrerment plans

The Company sponsors a US retirement plan, the James Hardie Retirement and Profit Sharing Plan, for its employees
in the United Sfates and a retirement plan, the James Hardie Australia Superannuation Plan, for s employees in
Australia. The US plan is & tax-qualified defined contribution retirement and savings plan covering all US employeses
subject to certain eligibility requirements and matches employee contributions (subject to limitations) dotlar for doflar up
to 6% of their salary or base compensation. The James Hardie Australia Superannuation Plan has wo fypes of
participants. Participanis who joined the plan prior to 1 July 2003 have rights and benefits that are accounted for as a
defined benefit plan in the Company's financial statements while participants who joined the plan subseguent to 1 July
2003 have rights and benefits that are accounted for as a defined contribution plan in the Company's financial
statements. Both of thess participant plans are funded based on statufory requirements In Australia. The Company's
sxpense for its defined contribution plans totalled US$5.2 million, US$3.8 million and US$2.9 million for the years ended
31 March 2008, 2004 and 2003, respectively. Detalls of the defined benefit participant plan of the James Hardie Australia
Superannuation Plan (“Defined Benefit Plan™ are as follows.

The investment strategy/policy of the Defined Benefit Plan is set by the Trustee (Mercer) for each investment option.
The strategy includes the selection of & long-term mix of investments {asset classes) that supports the option’s aims.

The aims of the Mercer Growth option, In which the Defined Benefit Plan assets are invested, are:

-t achieve a rate of return (net of tax and investiment expenses} that exceeds inflation (CP1) increases
by at least 3% per annum over a moving five year peried,

- to achieve a rate of return (net of tax and investiment expenses) above the median result for the Mercer
Paooled Fund Survey over & rolling three year period; and

- aver shotter periods, outperform the notional return of the Benchimark mix of investments.

The assets are invested by appointing professional investment managers and/or from time fo time investing in a range
of investment vehicles offered by professional investment managers.
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Notes to the Consolidated Balance Sheet and Profit and Loss account

Investment managers may ufilise derlvatives in managing investment portfolios for the Trustee. However, the Trustee
doesnt undertake day-to-day management of derivative instruments. Derivatives may be used, amony other things, to
manage risk (¢.g., for currency hedging}. Losses from derivatives can cccur {e.g., due to stock market movements). The
Trustee seeks to manaye risk by placing limits on the exient of derivative use in any relevant investment Management
Agreements belween the Truslee and investment managers. The Trustee also considers the risks and the controls set
out in the managers' Risk Management Staterments. The targeted ranges of asset allocations are:

Equity securities 40-75%
Debt securities 15-60%
Real Cstate 0-20%

The following are the actual asset allocations by asset category for the Defined Benefit Plan:

31 BMarch
2008 2004
Equity securities 62.5% 61.5%
Debt securities 30.3% 30.1%
Real Zstate 7.2% 8.4%
Total 100.0% 100.0%
The following are the components of net periodic pension cost for the Defined Benefit Plan:
31 BMarch
{Millions of US dollars) 2008 2004
Service cost % 25 3 2.9
interest cost 28 2.9
Expected return on plan asssts {3.2) {36)
Amortisation of unrecognised transition asset - (0.9
Amortisation of prior service costs 0.1 o1
Recognised net actuarial foss G4 0.4
Nat periodic pension cost 23 1.8
Settlernent loss 5.3 -
MNet Pension Cost % i8 % 1.8

The sefilement toss in fiscal year 2005 refates to lump sum payments made to terminated participants of the Defined Benefit
Plan and is included in other operating expense in the consolidated statoment of income.

The following are the assumptions used in developing the net periodic benefit cost and projected benefit obligation as of 31
March for the Defined Benefit Plan:

31 BMarch
2008 2004

Net Periodic Benefit Cost Assumptions:

Discount rate 8.5% 6.8%
Rate of increase in compensation 4.0% 3.5%
Expected returm on plan asssts 8.5% 6.8%
Frolected Benefit Obligation Assumptions:

Discount rate 8.5% 5.5%
Rate of increase in compensation 4.0% 4.0%

The discount rate methodology is based on the yield on 10-year high quality investment securities in Australia adjusted to
reflect the rates at which pension benefits could be effectively seftied. The change in the discount rate used on the
projected benefit obligation from 2003 to 2004 is a direct result of the change in vields of high quality investment securities
over the same petiods, adjusted to rates at which pension benefits colld be effectively settled. The increase in the rate of
increase in compensation under the projected benefit obligation assumption from 2003 fo 2004 reflects an increase in the
sxpecied margin of compensation increases over price inflation. The decrease in the expected return on plan assets from
2004 to 2008 and from 2003 to 2004 is & result of lower expected after-tax rates of return. The expected return on plan
assets assumption is determined by weighting the expected long-lerm return for each asset class by the target/actual
alfocation of assets to each class. The returns used for each class are net of investment tax and investment fees. Net
unrecognised gains and lesses are amortised over the average remaining service period of active employees. A market
refated valle of assefs is used o determine pension costs with the differencs between actual and expscied investiment
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Notes to the Consolidated Balance Sheet and Profit and Loss account
return each year recoynised over 5 years.

The following are the actuarial changes in the benefit obligation, changes in plan assets and the funded status of the
Defined Benefit Plan:

31 BMarch
{Millions of US dollars) 2008 2004
Changes in benefit obligation:
Benefit obligation at 1 April 3 46.7 % 388
Service cost 2.5 2.9
interest cost 25 2.9
Blan participants’ contributions 0.8 03
Actuarial loss {gain} 2.0 {1.8)
Benefits paid {11.4} {11.8)
Eareign currency translation 64 9.4
Benefit obligation at 31 March $ 37.6 % 40.7

31 BMarch
{Millions of US dollars) 2008 2004
Changes in plan assets:
Fair value of plan assets at 1 April % 412 % 377
Actuat refurn on plan assefs 4.7 35
Employer contributions 1.8 2.8
Participant contributions 0.8 03
Benefits paid {11.4} {11.8)
Foreign currency transiation G.5 92
Fair value of plan assets at 31 March % 317§ 41.2
Funded status % Gt 3 05
Unamortised prior service cost - o1
Unrecognised actuarial foss 8.3 13.5
MNet asset % 84 3 14.1

The following table provides further details of the Defined Benefit Plan:

31 BMarch
{Millions of US dollars) 2008 2004
Projected benefit obligation % 376 3 407
Accumulated benefit obligation 378 40.8
Fair market value of plan assets ary 41.2

The Defined Benefit Plan measurement date is 31 March 2005, The Company expects to make contributions o
the Defined Benefit Plan of approximately US$1.8 million during fiscal year 2006,
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The following are the expected Defined Benefit Plan benefits to be paid in each of the following ten fiscal years:

{Millions of US dollars)
Years Ending 31 March:

2006 $ 25
2007 26
2008 23
2009 23
2010 24
2011 - 2015 12.0
Estimated future benefit payments $ 24.1
4.4 Stocks
31 BMarch
2008 2004
Raw materials and consumables % 224 3 223
iork in progress 8.5 64
Finished goods 1.1 767
Provisions for obsolete goods and raw materials {2.1) {2.2)
% 988 3 1603.2
4.5 Receivaties
31 BMarch
2008 2004
Trade debtors % 1216 § 1099
Taxation - VAT 3.0 4.0
Other receivables 4.1 5%
Allowances for doubtful accounts {1.8) {1.2)
Employes loans 6.7 4.0
Long-term receivables 0.8 8.1
3 1287 % 128.5

The coliectibility of accounts receivable, consisting mainly of rade receivables, is reviewed on an ongoing basis
and an alfowance for doubtful accounts is provided for known and estimated bad debis. The following are changes
in the alfowance for doubtful accounts:

31 BMarch
2008 2004
Batance at 1 April % 12 % 18
Charged to expense c4 0.9
Costs and deductions {0.1) {0.8)
Foreign currency movemesnts - 0.1
Balance at 31 March % 1.5 3 1.2

Dirsctors loans culstanding - ses Related Party Transactions
4.6 Cash at banks and in hand

Short-term deposits are placed at floating interest rates varying between 2.70% to 2.76% and 0.90% fo 1.02% as
of 31 March 2005 and 2004, respectively.
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4.7 Provisions

Movements in provisions are specified as follows:

T Apri 2004

Additions

Releases

Foreign currency transiation adjustiment
31 March 2008

Product
Warranties

12.0
4.3

(3.4)

12.9

The Company offers various warranties on s products, including a 50-year limited warranty on cettain of is fibre
cement siding products in the United States. A typical warranty program requires that the Company replace
defective products within a specified time period from the date of sale. The Company records an estimate for
fututre warranty related costs based on an analysis of actual historical warranty costs as they relate fo sales.
Based on this analysis and other factors, the adequacy of the Company's warranty provisions are adjusted as
necessary. While the Company's warranty costs have historically been within its calculated estimates, itis

possible that future warranty costs could exceed those estimates.

US$4.8 million of the provisions is of a long-term nalure (exceeding one year).

4.8 Liabilites

Accrued wages and salaries
Accrued employee benefits
Accrued other
Acerued payroll and employes benefits

Long-term debt
Current portion of long-term debt
Loans from credi institutions

Current portion of long-term debt
Short-term debt
Short-term debt

Term 1-5 years

Loans from credit institutions 3 1071

§

Term =5
YEES

40.3

2008 2004
74 % 87
8.3 a2
148.0 232
357 5 411

2008 2004
1247 % 147 .4
257 178
1474 § 165.0

20086 2004
257 3 178
11.9 10.8
376 5 284

31 karch

2008 2004

Total Total
1474 § 165.0
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The US$ non-collateralised notes form part of a seven tranche private placerent facilify which provides for maximuem
borrowings of US$165.0 million. Principal repayments are dus in seven instalments that commenced on 5 November 2004
and end on 5 November 2013. The tranches bear fixed interest rates of 5.86%, 6.92%, 6.99%, 7.08%, 7.12%, 7.24% and
7 42%. Interest is payable 5 May and 5 Movember each year. The first tranche of US$17.6 million was repaid in November
2004

At 31 March 2005, the following are the scheduled maturities of long-term debt for each of the next five years and
in fotal thereafter:

{Millions of US dollars)
Years Ending 31 March:

2008 257
2007 271
2008 81
2009 46.2
2010 -
Thereafter 40.3
Totat $ 147 .4

The Company has a short-term USS line of credit which provides for maximum borrowings and foreign exchange
faciiities of USE15.0 million. At 31 March 2005, the Company had drawn down US$11.9 million on this Hne of credit. The
line of credit can be rapaid and redrawn until maturity in April and December 2005 (LSS 7.5 million on each date}.
Interest is recalculated at the commencement of each draw-down period based on the 90-day Chilean Tasa Activa
Bancaria {“TAB") rate plus a margin and is payable at the end of each draw-down period. At 31 March 2005 and 2004,
the weighted average interest rate on outstanding borrowings under this facility was 3.52% and 3.24%, respectively.

The Company has an A% denominated non-collateralised revolving loan facility, which can be repaid and redrawn until
mtaturity in November 2006 and provides for maximum borrowings of A$200.0 million (US$154.5 million}. interest is
recaicylated at the commencement of each draw-down period based on the USS LIBOR or the average Australian bank bill
rate plus the margins of individual lenders, and is payable at the end of each draw-down period. During the year ended 31
March 20085, the Comtpany paid USS$0.5 million in commitment fees. At 31 March 2005, there was US$154.5 million available
under this revolving loan facility.

The Company has short-term non-collateralised stand-by loan facllities which provide for maxirum borrowings of USH132.5
miflion. At 31 March 2008, five out of six facilities or US$117.5 million had a maturity date of 30 Aprit 2005 and the sixth facility
or US§15.0 million had a maturity date of 30 October 2005, At 31 March 2005, the Company had not drawn down any of these
fagilities . Interest is recaiculated at the commencement of each draw-down period based on elther the USE LIBOR or the
average AS bank bill bid rate plus the margins of the individual lenders and is payable af the end of each draw-down period.
During the year ended 31 March 2006, the Company pald US30.3 million in commitiment foes.

Historically, the Company has sought to renew its lines of credi, revelving lean and stand-by loan facilities each year under
substantially the same tenms and conditions. The Company is currently in negotiations with a number of banks 1o refinance all
of its debt in a manner that provides the Company with the same amount of liquidity. However, in light of the events resulting
from the Speciat Commission of nquiry, the Company may not be able to refinance ifs debt faciities by the time they expire or
at all. The Cormtpany may not be able to enter into new debt financing agreements on terms that provide the same level of
liquidity as ifs current debt structure provides. Also, the company may have 1o agree to other terms that could increase the
cost of having these debt facilities in place.

Subsequent to 31 March 2005, US$117.5 million of the USSE stand-by loan facilities are not avallable to the Company during
refinancing negotiations. Also, the short-ferm USS line of credit that matured in April 2005 was renewed through March 2008,

Ag a consequence of the completion of the sale of the Gypsum business on 25 April 2002, the Company was
technically not in comipliance as of that date with certain pre-approval covenants of its USS non-collateralised nole
agreements totalling US$225 .0 million. Effective 23 December 2002, the note purchase agreement was amended to,
among other matters, modify these covenanis to remove the technical non-compliance caused by the sale of the
Gypsum business. In connection with such amendment, the Company prepaid US360.0 million in principal amount of
notess. As a resuit of the sarly retirerment, the Company incurred a US$9.9 million make-whole payment charge. The
make-whole payment was charged fo interest expense during the year ended 31 March 2003,
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At 31 March 2005, management believes that the Company was in compliance with all restrictive covenanis contained in the
nen-coliateralised notes, revolving loan facility and the stand-by credit facllity agreements. Under the most restrictive of
these covenants, the Company is required to maintain cettain ratios of debt to equity and net worth and levels of earnings
before interest and taxes and has limits on how much it can spend on an annuat basis In relation 1o asbestos payments to
sither Amaca Pty Lid {formerly James Hardie & Coy Pty Lid) ("Amaca"), Amaba Ply Lid (formerly Jsekarb Pty Lid)
{"Amaba") or ABN 80 Ply Ltd {"ABN 60").

Other Liabiliies

Other babilities consist of the following components:

31 karch
{ktillions of US dollars) 2008 2004
Non-cusrrent other liabilities:
Employee entitfements 53 135
Product liabiity 4.7 56
Other 84.7 632
Total non-current other liabilities % 61.7 3 82.3

Currency
Al loans are contracted in USE.

4.9 indemnifies granfed
None of the assets are pledged as security for the redemption of amounts payable to credit institutions.
4,10 Contingencies and commitrents

Claims Against Former Subsidiaries
Amaca Ply Lid, Amaba Ply Lid and ABN 60

In February 2001, ABN 80, formerly known as James Hardie Industries Limited ("JHIL"), established the Medical Research
and Compeansation Foundation {the “Foundation") by gifting AS3.0 million {USS1.7 milion} in cash and ransferring ownership
of Amaca and Amaba to the Foundation. The Foundation is a special purpose charitable foundation established to fund
medical and sclentific research into ashestos-related diseases. Amaca and Amaba were Australian companies which had
manufactured and marketed asbestos-related products prior to 1887,

The Foundation is managed by independent trustees and operates entirely independently of the Company and its current
subsidiaries. The Company does not control (directly or indirectly) the activities of the Foundation in any way and, effective
from 18 February 2001, has not owned, or controlled (directly or indirectly) the activities of Amaca or Amaba. In particular,
the trustees of the Foundation are responsible for the effective management of claims against Amaca and Amaba, and for
the investment of Amaca's and Amaba's assets. Gther than the offers to provide interim funding to the Feundation and the
indemnity to the directors of ABN 60 referred 1o later in this footnote, the Company has no commitment to or interest in the
Foundation, Amaca or Amaba, and it has no right to dividends or capital distributions made by the Foundation.

On 31 March 2003, the Company transferred controf of ABN 60 to a newly established company named ABN 80 Foundation
Piy Lid ("ABN 80 Foundation”). ABN 60 Foundation was established to be the sole sharsholder of ABN 60 and to ensure that
ABN 60 meets payment obligations to the Foundation owed under the terms of a deed of covenant and indemnity described
below. Following the establishment of the ABN 60 Foundation, the Company no longer owned any shares in ABN 60. ABN
60 Foundation is managed by independent directors and operates entirely independently of the Company. The Company
does not controf the aclivities of ABN 60 or ABN 80 Foundation in any way, it has no economic interest in ABN 80 or ABN 60
Foundation, and i has no right to dividends or capital distributions made by the ABN 80 Foundation.

Up to the date of the establishment of the Foundation, Amaca and Amaba incurred costs of asbestos-related litigation and
seftlements. From time to time, ABN 60 was joined as a party 10 asbestos suifs which were primarily directed at Amaca and
Amaba. Because Amaca, Amaba and ABN 60 are no longer a part of the Company, and all relevant claims against ABN 60
had been successfully defended, no provision for asbestos-related claims was established in the Company's consolidated
financial staternents at 31 March 2005 and 2004,
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It is pessible that the Company could become subject to suits for damages for personal injury or death in connection with the
former manufacture or sale of asbestos products that are or may be filed against Amaca, Amaba or ABN 60, However, as
described further below, the ability of any claimants o initiate or pursue such suits may be restricted or removed by legisiation
which the New South Wales ('NSW"} Government has agreed {o contemnplate following the Company's entry into a Heads of
Agreement, also described further below. Although it is difficult to predict the incidence or outcomes of future litigation, the
Company believes that, in the absence of governmental action intreducing legislation or a change in jurisprudence as
previously adopted in prior case law before the NSW Supreme Coutt and Federat High Court, as more fully described below,
the risk that such suits could be successfully asserted against the Company is not probable and estimable at this time. This
belief is based In part on the fact that, following the transfers of Amaca and Amaba to the Foundation and of ABN 60 1o the
ABN 60 Foundation: none of those companies are part of the Company, the separatensss of corporate entities under
Australian law; the limited circumstances where “piercing the corporate vell" might cccur under Australian and Dutch law;
there is no equivalent under Australian common law of the US egal doctrine of "successor lability ™ and because JHE NV has
been advised that the principle applicable under Duteh law, to the effect that transferees of assets may be held liable for the
ransferor’s liabilities when they acquire assets at a price that leaves the transferor with insufficient assets to meet claims, s
not triggered by those fransfers of Amaca, Amaba and ABN 80 or the restructure of the Company in 2007 or previous grolp
transactions. The courts in Australia have generally refused to hold parent entities responsible for the liabilities of their
subsidiaries absent any finding of fraud, agency, direct operational responsibility or the Hike. However, if sults are made
possible andfor successfully brought, they could have a malerial adverse effect on the Company's business, results of
operations of financial condition,

During the year ended 31 March 2005, James Hardie has not been a parly to any malerial asbestos litigation and has not
mads any seftferment payments in relation 1o such ltigation.

Spacial Cormmission of inguiry

On 28 October 2003, the Foundation issued a press release staling that its "most recent actuarial analysis estimates that
the compensation bill for the organisation could reach one billion Austratian dollars in addition {0 those funds already pald out
o claimants since the Foundation was formed and that existing funding could be exhausted within five years.™ In February
2004, the NSW Government established a Special Commission of Inquiry ("SCI"} 1o investigate, among other matiers
described below, the circumstances in which the Foundation was established. The SCl was instrucled to determine the
current financial position of the Foundation and whether it is likely fo meet its fulure asbestos-related claims in the medium
o long-term. it was also instrucled to report on the circumstances in which the Foundation was separated from ABN 80
and whether this may have resulted in or contributed to a possible insufficiency of assets to meet future asbestos-related
limbilities, and the circumstances in which any corporate restructure or asset transfers ovcurred within or In relation to the
James Hardie Group prior to the funding of the Foundation 1o the extent that this may have affected the Foundation's abillity
to meet its current and future liabilities. The SCI was also instructed to report on the adequacy of current arrangemenis
available to the Foundation under the Corporations Act of Australia to agsist the Foundation in managing its liabilities and
whether reform is desirable in order to assist the Foundation in managing its obligations to current and future claimants.

On 14 July 2004, following the receipt of a new actuarial estimate of ashestos liabilities of the Foundation by KPMG
Actuaries Pty Lid "KPMG Actuaries"), the Company lodged a submission with the SCI stating that the Company would
recomtmend to its shareholders that they approve the provision of an unspecified amount of additional funding fo enable an
sffective statute-based scheme to compensate all fulure claimants for ashestos-related injuries for which Amaca and
Amaba are fiable. The Company proposed that the statulory scheme include the following elements: speedy, fair and
sqlitable compensation for all existing and future claimanis: objective criteria to reduce superimposed (judicial) inflation;
contributions 1o be made in a manner which provide certainty to claimants as to their entitlement, the scheme administrator
as 1o the amount available for distribution, and the proposed contributars {including the Company) as to the ultimate amount
of their contributions; significant reductions in legal costs through reduced and more abbreviated litigation; and imitation of
legal avenues outside of the scheme. The submission stated that the proposal was made without any admission of liability
or prejudics to the Company's rights or defences.

The 8CI finished taking evidence on 13 August 2004 and issued ils report on 21 September 2004, The SCl indicated that the
sstablishment of the Foundation and the establishment of the ABN 60 Foundation were legally effective, that any Habilities in
refation to the asbestos claims for claitmants remained with Amaca, Amaba or ABN 60 {as the case may be), and that no
significant liabllities for those claims could likely be assessed directly against the Company.

In refation to the assertiens by the Foundation conceming the circumstances of ifs establishment, the SCl examined these
indetail. Although the SCI made certain adverse findings against Mr Macdoenald (former CEO) and Mr Shafren (former
CFEO}, it did not find that their conduct caused any matarial loss to the Foundation or the asbestos claimants which would
create a cause of action against, and therefore a material liabllity of the Company or would lead to any of the restructuring
arrangemerts being reversed. Indeead, the SCI specifically noted that there were significant hurdles, which might be
insuperable, to establishing any Hability in respect of these claims against the Company, ABN 60 or their respeciive
directors, and that, even if Habilily were established, thers were further hurdles which might prove fo be insuperable against
any substartial recovery of remedy by such potential claimants in respect of them.
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In relation 1o the question of the funding of the Foundation, the SCI found that there was a significant funding shortfall. In part,
this was based on actuarial work commissioned by the Company indicating thal the discounted value of the central estimate of
the asbestos liabilities of Amaca and Amaba was approximately AB1.573 billion as of 30 June 2003, The central estimate was
calculated in accordance with Austratian Actuarial Standards, which differ from generally accepted accounting practices in the
United States. As of 30 June 2003, the undiscounted value of the central estimate of the asbestos liabilities of Amaca and
Amtaba, as detenttined by KPMG Actuaries, was approximately AS3.403 billion (US$2.272 billion). The SC! found that the net
assets of the Foundation and the ABN 60 Foundation wers not sufficient 1o meet these prospective liabilities and were likely to
be exhausted in the first half of 2007,

I refation to the Company's statutory scheme proposal, the SCI reported that there were several issues that needed to be
refined quite significantly but that i would be an appropriate starting point for devising & compensation scheme.

The SCi's findings are not binding and a court consideration of the issues presented could fead to one or more different
conciusions,

The NSW Government stated that it would not consider assisting the implementiation of any proposal advanced by the
Company unless it was the result of an agreement reached with the unions acting through the Australian Council of Trade
Unions ("ACTU", UnionsNSW {formerly known as the Labour Council of New South Wales), and a representative of the
asbestos claimants {fogether, the "Represeniatives"). Without any discussion with the Company, the statulory scheme that
the Company proposed on 14 July 2004 was not accepted by the Representatives.

The Company believes that, except to the extent that it agrees otherwise as a resulf of these discussions with the NSW
Government and as discussed later in this footnote under the subheading Interim Funding and ABN 60 Indernity, under
current Australian law, it is not legally liable for any shorffall in the assets of Amaca, Amaba, the Foundation, the ABN 60
Foundation or ABN 60.

It is also possible that the Representatives and/or others may encourage or continue to encourage consumers and union
mermbers in Ausfralia and elsewhere fo boycott the Company's products, o demonstrate or otherwise create negative
publicity toward the Company in order to influence the Comtpany’s approach io the discussions with the NSW Government
or to encourage governmental action if the discussions are unsuccessful. The Represeniatives and/or others might also
take such actions in an effort to influence the Company's shareholders, a significant number of which are located in
Australia, to approve any proposed arrangement. Any such measures, and the influences resulting from them, could have a
rraterial adverse impact on the Company's financial position, results of operations and cash flows.

On 28 October 2004, the NSW Premier announced that the NSW Government would seek the agreement of the Ministerial
Council comprising Ministers of the Commonwealth and the Australian States and Terrifories, o allow the NSW
Government to pass legislation which he announced would "wind back James Hardie's corporate restructure and rescind
the cancellation of A$1.9 bilion in partly paid shares™ The announcement said that "the laws will effectively enforee the
liability [for asbestos-related claims] against the Dutch parent company.” On 5 November 2004, the Australian
Attorney-General and the Parliamentary Secretary fo the Treasurer {the two relevant ministers of the Australian Federal
Government) issued a news releass stating that the Ministerial Council for Corporations {the relevant body of Federal, State
and Territory Ministers, “MINCO") had unanimously agreed “to support a negotiated seltlement that will ensure that victims of
asbestos-related diseases receive full and timely compensation from James Hardie” and if “the current negotiations
between James Hardie, the ACTU and asbestos victims do not reach an acceptable conclusion, MINCO also agreed in
principle to consider options for legisiative reform.” The news release of 5 November 2004 indicated that treaties to enforce
Australian judgments in Dutch and US courts are not required, bul that the Australian Governmaent has been involved in
communications with Dutch and US authorities regarding arrangemenis to ensure that Australian judgments are able to be
enforced whete necessary. If negotiations do not lead to an acceptable conclusion, the Company is aware of suggestions of
legislative intervention, but has no defailed information as to the content of any such legislation.

Haads of Agreement

On 21 December 2004, the Company announced that it had entered info a non-binding Heads of Agreement with the NSW
Government and the Representatives which is expecied to form the basis of a proposed binding agreement (the "Principal
Agreement”) to establish and fund a special purpose fund {the "SPE"} to provide funding on a long-term basis for
ashestos-related injury and death claims {(the "Claims®} against Amaca, Amaba, and ABN 60 (the "Liable Entities"}.

The principles set out in the Heads of Agreement include:

- thes establishiment of the SPF to compensafe asbestos claimants:
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- initiad funding of the SPF by the Company on the basis of 2 November 2004 KPMG report {which provided a net
present value central estimate of A$1.536 billion (US51.03 billion) for all present and future claims at 30 June
2004} The undiscounted value of the contral sstimate of the asbestos liabilities of Amaca and Amaba as
determined by KPMG was approximately A$3.586 billion (US$2.471 billion). At 21 Decembaer 2004, the initial
funding for the first three years was expected 1o be AS239 milion (based on KPMG's estimate of liabllities as of
30 June 2004) loss the assets to be contribuled by the Foundation which were expectad to be approximately
AB125 million. The acluarial assessment is to be updated annually;

& wo year rolling cash buffer in the SPE and an annual contribution in advance based on acluarial
assessments of expectad claims for the next thres years, to be revised annually;

a cap on the annual payments made by the Company to the SPF| initially set at 36% of annual net operating
cash flow (defined as cash from operalions in accordance with US GAAP) for the immediately preceding year,
with provisions for the percentage fo decling over time depending upon the Company's financial performance
and claimns outlook; and

- no cap on individual payments to Claimants.

The Heads of Agreement contains an agreement from the NSW Government to provide releases o the James Hardie Group
and 10 s present and past directors, officers and employees from all civil Habilities (if any) incurred prior to the date of the
Principal Agreement in relation to the evenis and transactions examined by the SCI These releases will take the form of
legisiation to be passed by the NSW Parliament and other state and territory parliaments in Australia (and the
Commonwealth Parliament) will be approached by the Company and the NSW Government 1o pass similar legisiation.

As noted above, the NSW Government conducied a review of legal and administrative costs in dust diseases compensation
in New South Wales. The purpose of this review was primarily to determine ways 1o reduce legal and administrative costs,
and to consider the current processes for handling and resolving dust diseases compensation claims in New South Wales.
The NSW Government announced its findings on 8 March 2005, The draft legistation and regulations for public comment
wete released on 12 April 2005 for comment and the closing date for responses of 26 April 2005, The bill containing the
proposed legislation was introduced into NSW Parliament on 5 May 2008, and is due to be debated in the week
commencing 23 May 2005, The timing of passing and commencement of this potential legisiation remains uncertain.

Asg patt of the discussions surrounding the Principal Agreement, the Company is examining all relevant options in refation to
the establishment of the SPE referred to above, including the possibility of reacquiring all of the share capital of Amaca,
Amaba andior ABN 80,

The Principal Agreement will be subject fo a number of conditions precedent, including the delivery of an independent
expert's report and approval by the Company’s board of directors, shareholders and lenders. Once executed, the Principal
Agreement will be a legally binding agreement.

The parties have announced their intention to exscute the Principal Agreement, depending on the timing of the resolution of
cerfain of the conditions precedent in late June 2005. The parties believe that the agreement will become effective in August
or September 2005, although the timing remains uncertain depending upon the status of the various conditions that need o
be satisfied.

If an agreement is reached with the NSW Government and approved by the Company's board of directors, lenders and
sharsholders, the Company may be required to make a substantial provision in is financial statements at a later date, and it
is possible that the Company may need to seek additional borrowing facilities. If the terms of a future resolution involve the
Company making payments, either on an annual or other basis, pursuant fo the Principal Agreement, James Hardie's
financial position, resuits of operations and cash flows could be materially adversely affecled and its ability to pay dividends
could be reduced or otherwise impaired.

Updated Actuarial Study, Claims Estimate

The Company commissioned updaled actuarial studies of potential asbestos-refated liabilities as of 30 June 2004 and 31
March 2008 Based on the resyits of these studies, It is estimaled that the discounted value of the central estimate for

claims against the Liable Entities was approximately A$1.536 billion (US$1.059 billion) and A$1.685 billion (US$1.302 billion)
as of 30 June 2004 and 31 March 2005, respectively. The undiscounted value of the central estimate of the asbestos
liabilities of Amaca and Amaba as determined by KPMG Actuaries was approximately AS3.586 billion {US$2.471 billion) and
AB3.604 billion (LIS$2.784 billion) as of 30 June 2004 and 31 March 2005, respectively. Actual labilities of those companies
for such claims could vary, perbaps materially, from the central estimate described above. This central estimate is

calculated in accordance with Austratian Actuarial Standards, which differ from generally aceepted accounting practices in
the United States.
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In estimating the polential financial exposure, the actuaries made assumptions related to the total number of claims which
wete reasonably estimated to be asserted through 2071, the typical cost of settiement {which s sensitive to, amony other
factors, the industry in which the plaintiff claims exposure, the alleged disease type and the jurisdiction in which the action is
being brought}, the legal costs incurred in the litigation of such claims, the rate of receipt of claims, the settlement strategy in
dealing with outstanding claims and the timing of selflements.

Further, the actuaries have relied on the data and information provided by the Foundation and Amaca Clalm Services and
assumaed that it is accurate and complete in all material respects. The actuaries have not verified that information
independently nor established the accuracy or completoness of the data and information provided or used for the
preparation of the report,

Due to inherent uncertainties in the legal and medical environment, the number and timing of future claim notifications and
seftlements, the recoverability of claims against insurance contracts; and in estimating the fulure trends in average claim
awards as well as the extent to which the above-named entities will contribute to the overall settlemenis, the actual liability
amount could differ materally from that currently projected.

A sensitivity analysis has been performed 1o determtine how the actuarial estimates would change if certain assumptions
{i.e.. the rate of inflation and superimposed inflation, the average costs of claims and legal fees, and the projected numbers
of clalims) ware different than the assumptions used to deferming the central estimates. This analysis shows that the
discounted central estimates could fall in a range of AB1.0 billion fo AS2.3 billon {undiscounted estimates of AS2.0 billien to
ABS7 billion) and AS1.1 billion to AS2.6 billion {undiscounted estimates of AS2.0 billion to AS5.9 billion} as of 30 June 2004
and 31 March 2005, respectively. it should be noted that the actual cost of the liabilities could fall outside of that range
depending on the out-turn of actual experience relative to the assumptions made.

The potential range of costs as estimated by KPMG Actuaries is affected by a number of variables such as nil settlement
rates {where no settiement is payable by the Liahle Entities as the claim settiement is borne by other (non-Liable Entities)
asbestos defendants who are held liable), peak year of claims, past history of claims numbers, average settlement rates,
past history of Australian asbestos-related medical injuries, current number of claims, average defence and plaintiff legal
costs, base wage inflation and superimposed inflation. The potential range of losses disclosed includes both asserted and
unasserted claims. While no assurances can be provided, if the Company signs the Principal Agreement and # is approved
by all of the necessary parties, including the board of directors, shareholders and lenders, the Company expects o be able
o partially recover losses from various insurance carriers. As of 31 March 2005, KPMG Actuaries’ undiscounted central
setimate of asbestos-related fiablliies was A$3.604 billion. This undiscounted central estimate is net of expected insurance
recoveries of A3453.0 million after making a general credit risk allowance for bad debt of insurance carriers and an
alfowance for A$49.8 million of “by claim” or subrogation recoveries from other third parties.

Currently, the timing of any potential payments is uncertain because the Company has not yet reached agresment with the
NSW Government and the conditions precedent to any agreement that may be reached have not been safisfied. In addition,
the Company has not yet incurred any settlement costs because the Foundation continues o meet all claims of the Liable
Entities. The Company is currently unable to estimate the expected cost of administering and litigating the claims under the
potential agreement with the NSW Government because this is highly contingent upon the final outcome of the NSW
Government's review of legal and administrative costs.

Accordingly, the Company has not established a provision for asbestos-related liabilities as of 31 March 2005 because at
this time it is not probable and estimable in accordance with SFAS No. 5, "Aceounting for Contingencies ™

Claims Datz

The following table, provided by KPMG Actuaries, shows the number of claims pending as of 31 March 2005 and 2004.

31 March
2005 2004
Australia 712 687
New Zealand - -
Unknown-Court Not
Identified ¥ 36 &1
USA 1 5

T he "Unknown — Court Not Identfied” designation reflects that the information for such claims had not been, as of the date
of publication, entered into the database which the Foundation mairdains. Gver time, as the detalls of "unknown” claims
are provided to the Foundation, the Company believes the database Is updated to reflect where such claims originate.
Accordingly, the Company undersiands the number of unknown claims pending fluctuates due to the resolution of claims
as wel as the reclassification of such claims.
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For the years ended 31 March 2005, 2004 and 2003, the following tables, provided by KPMG Actuaries, show the claims filed,
the number of claims dismissed, settied or otherwise resolved for each period, and the average settlement armount per claim.

Australia
Years Ended 31 March
2005 2004 2003

Number of claims filed 488 379 402
Number of claims dismissed 82 118 28
Number of claims settled or

atherwise resolved 402 316 231
Average settlement amount

per claim AB157 584 ABIBT 450  AS204,184

New Zealand
Years Ended 31 March

2005 2004 2003
Number of claims filed - - -
Number of claims dismissed - - 2
Number of claims settled or
atherwise resolved - - 1
Average settlement amount
per claim - - A%2.000
Unknown - Colirt Not identified
Years Ended 31 March
2005 2004 2003
Number of claims filed 7 1 7
Number of claims dismissed 20 15 -
Number of claims settled or
atherwise resolved 2 - 3
Average settlement amount
per claim AS47 006 - AB37,080
USA
Years Ended 31 March
2005 2004 2003
Number of claims filed - - -
Number of claims dismissed 3 1 -
Number of claims settled or
atherwise resolved 1 - -
Average settlement amount
per claim AB228 283 - .

The following table, provided by KPMG Actuaries, shows the activity related to the numbers of open claims, new claims, and
closed claims during sach of the past five years and the average settfement par seftfed clalm and case closed.

As of 31 March

2005 2004 2003 2002 2001

MNumber of open clalms at

beginning of year T43 814 &71 569 507
Mumber of new claims 486 380 409 375 284
Mumber of closed clabms 480 451 266 273 222
MNumber of open clalms at

year-ened 749 743 814 871 569
Average selflement amount

per settled claim ABIET 223 ABIBT 450  AB201,200 AS167 641 A$179,628
Average settlemtent amount

per case closed A$129,948 ABT1T 327 ABIFT 752 AB125435 A$128 653
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The Company has not had any responsibility or invelvement in the management of claims against ABN 60 since the time it
left the James Hardie Group in 2003, Since February 2001, when Amaca and Amaba were separated from the James
Hardie Group neither JHI NV nor any current subsidiary of JHE NV has had any responsibifity or involvement in the
management of claims against those entities. Prior to that date, the principal entity potentially involved in relation to such
claims was ABN 80, which {as described above) has not been a member of the James Hardie Group since March 2003,

On 15 April 2005, the Company announced that it had extended the coverage of the SPF o permit members of the Baryugil
community in Australia to receive compensation funding from the SPF for proven and valid claims against a former
subsidiary, Asbestos Mines Ply Lid ("Asbestos Mines™). The Company has no current right to aceess any claims information
in redation to claims against Asbestos Mines. The Company's proposal to provide funding with respect 1o claims against
Ashestos Mines is not limited to the time period to which the claim arose - including the period after the former subsidiary
was sold by James Hardie.

The Company's recently announced offer to provide funding io the SPF for use in meeting proven claims against Asbesios
Mines will be implemented subject to the same or similar conditions applicable o funding provided to the SPE for use in
meeting proven claims from Amaca, Amaba and ABN 80, including that information in relation to the proven claims is
provided to the Company. Asbestos Mines has not been part of the James Hardie Group since 1878, when it was sold to
Woodsreef Mines Ltd, which was subsequently renamed Minerat Commodities Lid. From 1854 untit 1876, Asbestos Mines
was a wholly owned subsidiary of James Hardie Industries Limited (now ABN 60). Except as described below, the Company
has not had access to any information regarding claims or the decisions taken by the Foundation in relation to them.

On 26 October 2004, the Company, the Foundation and KPMG Actuaries entersd into an agreement under which the
Company wolld be entitled to obtain a copy of the actuarial report prepared by KPMG Actuaries in relation o the claims
liabilities of the Foundation and Amaba and Amaca, and would be entitled to publicly release the final version of such reports.
The Company s seeking to obtain similar rights of access to actuarial information produced for the SPFE by the actuary to be
appointed by the SPF {the "Approved Actuary™]. The terms of such access are not yet settled. The Company's future
disclosures with respect to claims statistics is subject to i obtaining such information from the Approved Actuary. The
Company has had no gensratl right (and will not obtain any right under the Principal Agreement) to audit or ctherwise itself
independently verify such information as the methodologies to be adopted by the Approved Actuary. As a resull of the above,
the Company cannot make any representations or warranties as to the accuracy or completeness of the actuarial

information to be disclosed.

SCf and Other Related Expenses

The Company has incurred substantial costs associated with the SCl and may incur material costs in the future related fo
the SCI or subsequent legal proceedings. The following are the components of SC and other refated expenses:

Year Ended
31 March

{Millions of US dollars) 2005
SC % 8.8
Internal investigation 4.8
ASIC investigation 1.2
Severance and consulting 8.0
Resaolution advisory feas 6.4
Funding advice and other 2.8
Total SCI and other related expanses $ 28.1

Internal investigation costs refats to an internal investigation conducted by independent legal advisars to investigate the
impact on the financial statements of allegations raised during the SCl and in order 1o assist in completion of the preparation
and filing of the Company's Farm 20-F in the United States for the year ended 31 March 2004

Australian Securifies and tnvestments Cormnission investigalion

The Australian Securities and Investiments Commission ("ASIC™) has announced that it is conducting an investigation into
the events examined by the SCl, without limiting itself to the evidence compiled by the SCI. ASIC has served notices to
produce relevant documents upon the Company, various directors and officers of the Company and on cettain of s
advisers and auditors at the time of the separation and restructure transactions described above. To date, ASIC has
announced that it is investigating various matters, but i has not specified the particulars of alleged contraventions under
investigation, nor has it announced that it has reached any conclusion that any person or entity has contravened any
refevant law.
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To assist ASIC's investigation, the Australian Federal Government enacled legislation to abrogate the legat professional
privilege which would otherwise have attached to cerfain documents relevant to matters under investigation or to any future
proceedings to be taken. The legislation is set out in the James Hardie {Investigations and Proceedings}) Act 2004,

The Company may incur costs of current or former officers of the James Hardie Group to the extent that those costs are
covered by indemnity arrangements granted by the Company 1o those persons. To date, no claims have been received by
any current or former officers in relation o the ASIC investigation and, if clalims do arise, the Company may be reimbursed
in whole or in part under dirsctors' and officers' insurance policies maintained by the Company.

Severance Agreemernts

On 20 October 2004, Mr Peter Shafron resigned from the Company and on 21 October 2004, Mr Peter Macdonald resigned
from the Company. In connection with these resignations, the Company incurred severance costs of US$8.8 million in the
period ended 31 March 2005, These costs comprised US$6.0 million of additional expense and US$2.9 million of previously
existing accruals,

inferirn Funding and ABN 80 Indemmnity

The Company has undertaken a number of initiatives to seek to ensure that payment of asbestos-related Claims by the
Foundation is not interrupted due to insolvency of Amaba or Amaca prior to the Company's entry into the Principal
Agreement. The initiatives are described further below. The Company believes that the Foundation is unlikely to need to avail
itself of the financial assistance which has been offered by the Company, on the basis that on 3 December 2004 and In part
as a result of the initiatives undertaken by the Company, the Foundatlion received a payment of approximately AS88.5 million
from ABN 60 for use in processing and meeting asbestos-related claims pursuant to the terms of a deed of covenant and
indemnity which ABN 60, Amaca and Amaba had entered into in February 2001,

The Company facilitaled the payment of such funds by granting an indemmity (under a separate deed on indemnity) to the
directors of ABN 80, which it announced on 16 November 2004, Under the terms of that indemnity, the Company agreed to
meet any Habilly incurred by the ABN 80 directors resulting from the release of the A$88.5 million by ABN 60 te the
Foundation. The Company believes that the release of funding by ABN 60 is in accordance with law and contracts in place
and therefors the Company should not incur liability under this indemnity. The Company did not make any payments in
retation to this indemnity during the year ended 31 March 2005,

Additionally, on 18 November 2004, the Company offered to provide funding to the Foundation on an interim basis for a
period of up to six months from that date. Such funding would only be provided once existing Foundation funds have been
exhausted. The Company belleves, based on actuarial and legal advice, that claims against the Foundation should not
exceed the funds which are available to the Foundation {paricularly in the light of its receipt of the A$88.5 million described
above) or which are expecied to become available to the Foundation during the period of the inferim funding proposal.

On 31 March 2005, the Company renewed s commitment to assist the Foundation to provids interim funding, if necessary,
ptior to the Principal Agreement being finalised in accordance with the updated timetable announced at that date and
described above.

The Company has not recorded a provision for either the proposed indemnity or the potential payments under the intetim
funding proposal. The Company has not imade any payments in refation to this offer.

With regard to the ABN 60 indemnity, there is no maximum value or limit on the amount of paymenis that may be required.
Ag such, the Company is unable to disclose a maximum amount that could be required to be paid. The Company believes,
however, that the expected value of any potential fulure payments resulting from the ABN 80 indemnity is zero and that the
liketihood of any payment being required under this indemnity is remote.

Financial Posiffon of the Foundation

On the basis of the current cash and financial position of the Foundation's subsidiaries {Amaca and Amaba) and following
the Company's enfry into the Heads of Agreemaent, the applications previously made to the Supreme Court of NSW for the
appointiment of a provisional liquidator to the Foundation's subsidiaries, were dismissed with thelr consent.

Environmental and Legal

The operations of the Company, like those of other companies engaged in similar businesses, are subject to various
federal, state and local laws and regulations on air and water quality, waste handling and disposal. The Company's policy is
o acerue for environmental costs when it is determined that it is probable that an obligation exists and the amount can be
reasonably estimated. In the opinion of management, based on information presently known, the uitimate Hability for such
matters should not have a material adverse effect on either the Company's consolidated financial position, results of
operafions or cash flows,
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The Company is involved from time to time in various legal proceedings and administrative actions incidental or related to
the normal conduct of its business. Although it is impossible to predict the outcome of any pending legal proceeding,
management believes that such proceedings and actions should not, individually or in the aggregate, have a material
adverse effect on either s consolidated financial position, resuits of operations or cash flows.

The Company believes that future legal costs related to the Company's negotiations toward a Principal Agreement are
reasonably possible, but the amount of such costs cannot be gstimated at this time. The Company does not expect any
acditional legat costs to be incutred in connection with the SCL

Gypsum Business

Under the terms of the Company's agreement to sell its Gypsum business fo BPB US Holdings, inc., the Company agreed

o customary indemnification obligations relfated to ifs representations and warranties in the agreement. The Company's
indemnification obligation generally extends for two years from the closing date of 25 April 2002 and arises only if claims
exceed USSE million in the aggregate and is Hmited to USE100 million in the aggregale. This obligation expired 25 April 2004,
I addition, the Company agreed to indemnify BPB US Holdings, Ine. for any fulure liabilities arising from asbestos-related
injuries to persons or property. Although the Company is not aware of any asbesles-related claims arising from the Gypsum
business, ner circumstances that would give rise to such claims, under the sale agreement, the Company's obligation to
indemnify the purchaser for liabilittes arsing from asbestos-refated injuries arises only if such claims exceed USES million in
the aggregate, is limited to US$S250 million in the aggregate and will continue for 30 years after the closing date of the sale of
the Gypsum business.

Pursuant to the terms of the Company's agreement to sell its Gypsum business, the Company also retained responsibility
for any losses incurred by the purchaser resulting from environmental conditions at the Duwamish River in Washington
state so long as notice of a claim is given within 10 years of closing. The Company's indemnification obligations are subject
to & USS34.5 million limitation. The Seattle gypsum facility had previously been included on the "Confirmed and Suspected
Contaminate Sites Report” released in 1887, prior to the Company's ownership, due o the presence of metals in the
groundwater. Because the Company believes the metals found emanated from an offsite source, the Company does not
believe it is iable for, and has not been requested to conduct, any investigation or remediation relating to the metals in the
groundwater.

Operating Leases

Asg the lesses, the Company principally enters into property, bullding and equipment leases. The following are future minimum
lease payments for non-cancellable operating leases having & remaining teri in excess of one year at 31 March 2005;

{Millions of US dollars)
Years Ending 31 March:

2008 5 7
2007 W08
2008 108
2008 ay
2010 ay
Thereafter 81.3
Total b 133.8

Rental expense amounted to USES.1 million and USEE. 1 million for the years ended 31 March 2005 and 2004 respectively.
Capital Commitments

Commitmenis for the acquisition of plant and squipment and other purchase obligations, primarily in the United States,
contracted for but not recognised as liabilities and generally payable within one year, were US$350.2 million at 31 March 2005,

4.11 Contingent Habllifies

The operations of the Company, like those of other companies engaged in similar businesses, are subject to various
federal, state and local laws and regulations on air and water quality, waste handling and disposal. The Company's policy is
o acerue for environmental costs when it is determined that it is probable that an obligation exists and the amount can be
reasonably estimated. In the opinion of management, based on information presently known, the uitimate Hability for such
matters should not have a material adverse effect on either the Company's consolidated financial position, results of
operafions or cashflows,
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4.12 Group Equity

See Note 6 on attached JH INV entity accounts.

5. Notes to the consolidated profit and loss account

5.1 Segment reporting

Net Turnover '
Years Ended 31 March

{Milliong of US dollars) 2008 2004
USA Fire Cement % 9382 3 7388
Asia Pacific Fibre Cement 2361 2198
QOther Fibre Cement 5.1 235
Net Turnover $ 12104 § 981.9

Results on Crdinary Activities

Before Tax
Years Ended 31 March

{Millions of US dollars) 2008 2004
USA Eibre Cement % 2415 § 1856
Asia Pacific Fibre Cement ? 46.8 376
Research and Development 2 {17.5) {17.6}
Other Fibre Coment {11.8} {15.9)

Segments iotal 2580 1947
General Corporate >4 (B2.9) {24.1)
Total operating incoie 1986.1 1758
Net interest expense ® {8.1) {10.0}
Other non operating expense, net {2.5) {0.4)

Results on ordinary activities before tax $ 188.6 § 165.2

Total identifiable Assets

31 BMarch
{Milliong of US dollars) 2008 2004
USA Fibre Cement % 6701 % 554 9
Asia Pacific Fibre Cement 181.4 1759
Other Fibre Coment 81.6 7487
Segments total 8331 8055
General Corporate ° 156.2 169.5
Worldwide total $ 10893 § 975.0

Additions to Property,

Plant and Equipment 7
Years Ended 31 March

{Millions of US dollars) 2008 2004
USA Fire Cement % 1448 § 562
Asia Pacifie Fibre Cement 4.1 84
Other Fibre Coment 4.1 a5
Worldwide total % 16830 § 74.1
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Depreciation and Amortisation
Years Ended 31 March

{Milliong of US dollars) 2008 2004
USA Fire Cement % 231 3 251
Asia Pacific Fibre Cement 10.1 a7
Other Fibre Coment 3.2 16

Segments total 364 364
General Corporate - 01

Worldwide total % 364 3 365
Geographic Areas Net Turnover '

Years Ended 31 March

{Millions of US dollars) 2008 2004
UsA % 9587 3 7489
Australia 160.5 154 9
New Zealand 486 406
Other Countries 44.6 375

Worldwide total from continuing operations $ 12104 § 981.9

Total identifiable Assets

31 BMarch

{Millions of US dollars) 2008 2004
UsA % 7282 % £08.8
Australia 118.8 1181
New Zealand 214 187
Other Countries 63.7 568.9

Segments total 8331 8055
General Corporate B 186.2 169.5

Worldwide total $ 10893 § 975.0

" Export wnover and imter-segmental turmover are not significant.

? Research and development costs of US$7.6 million and US$86.3 million in fiscal years 2008 and 2004 respectively, were

expensed in the USA Fibre Cement operating segment. Research and development costs of US51.9 million and US$2.2
mition in 20058 and 2004, respectively, were expensed in the Asia Pacific Fibre Cement segment. Research and development
costs of USH12.0 million and US$14.1 million in fiscal years 2005 and 2004 respectively, were expensed in the Research and
Development segment. The Research and Development segment also included selling general and administrative expenses
of USEE.5 mitlon and US$H3.5 milion in fiscal years 2005 and 2004 respectively.

Research and development expanditures are expensaed as incurred and in total amounted to USS21.6 million and US$22 .6
milion for the years snded 31 March 2005 and 2004 respectively.

The principal components of General Corporate are officer and emiployee compensation and redated benefits, professional
and lsgal fees, administrative costs and rental expense, net of rental income, on the Company's corporate offices.

Net periodic pension cost refated to the Australian Defined Benefit Plan for the Asia Pacific Fibre Cement segment totalling
US$2.3 million and USE1.8 million in fiscal years 2005 and 2004 respectively, has been included in the General

Caorporale segment. Also a settfement loss of USE5.3 million on the Defined Benefit Plan in fiscal year 2005 has

been included in the General Corporate segment.
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inciudes costs of LUUS$28.1 million for SC1 and other related expenses.

The Company does not report net interest expense for sach reportable segment as reportable segments are not held
directly accountable for interest expense.

The Company does net report deferred tax assels and liabilities for each reportable segment as reportable segments are
not held dirsctly accountable for deferred taxes. All deferred taxes are included in General Corporate.

Additions to property, plant and equipment are calculated on an accrual basis, and therefore differ from property, plant
and equiprnent In the consolidated statements of cash flows,

£.2 Wages, salaries and social security costs

The selling and administration expenses include wages and salaries, and social security costs. These can be broken
down as follows:

31 March
20086 2004
Wages and salaries 54.2 658
Pension costs 1.2 3.2
Other social security costs 10.8 8.5
66.2 7.8

The pension costs are determined based on the premiums payable in respect of the financial year and the proportionately
calcutated purchase prices to redeem the past-servics liabilities incurred in the financlal year and premiums.

5.3 Stock-Based Compensation

Compensation expense s recognized for fixed stock options as if the fair value of all stock options as of the grant date
wete recognised as expense over the participants vesting period. Compensation expense arising from stock option
grants as determtined using the Black-Scholes model was USE3.0 million and USS$3.2 million for the fiscal years ended
31 March 2008 and 2004, respectively.

Peter Donald Macdonald Share Option Plans

Peter Donald Macdonakd Share Option Plan

As a replacement for options previously granted by JHIL on 17 November 1999, Mr Macdonald was granted an option i
purchase 1,200,000 shares of the Company's comimon stock at an exercise price of AS3.87 per share under the JHI NV
Peater Donald Macdonakd Share Option Plan. As with the original JHIL oplion grant, this stock option became fully vested and
exercisable on 17 November 2004, The options expired on 20 April 2008, six mionths after the date of Mr Macdonald's
resignation. The exercise price and the number of shares available on exercise may be adjusted on the occurrence of
cattain svents, including new issues, share splits, rights issues and capital reconstructions, as set out in the plan rules.
Consequently, the exercise price was reduced by AS0.21, AS0.38 and AS0.10 for the November 2003, November 2002 and
December 2001 returns of capital, respectively. All 1,200,000 options were outstanding and exercisable at 31 March 2005,
Mr BMacdonald exercised all of thess options in April 2008,
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Peter Donald Macdonald Share Option Plan 2001

As a replacement for options previously granted by JHIL on 12 July 2001, Mr Macdonald was granted an option to purchase
624,000 shares of the Company's comnton stock al an exercise price per share equal to AS5.45 under the JHIE NV Peter
Donald Macdonald Share Option Plan 2001, The replacement options were 1o becorrte exercisable for 468,000 shares on
the first business day on or after 12 July 2004, if JHI NV's {olal shareholder returns ("TSR"} {essentially its dividend vield and
comimon stock performance) from 12 July 2001 to that date was at least equal to the median TSR for the companies
comprising JHE MV's peer group, as sel out in the plan. in addition, the replacement oplions were to become exercisable on
that same day for an additional 8,240 shares for sach one-percent improvement in JHIE NV's TSR ranking above the median
total shareholder returns for its peer group (Up to a tolal of 156,000 additional shares). On the first business day of each
month from November 2004 untit the options expired on 20 April 2005, six months after the date of Mr Macdonald's
resignation, JHI NV's total sharesholder returns were compared with that of its peer group to determineg if any previously
unvesied options vest according to the applicable lest described above. As set out in the plan rules, the exercise price and
the number of shares available on exarcise may be adjusted on the otcurrence of certain events, including new issues,
share splits, rights issues and capital reconstructions. Consequently, the exercise price was reduced by A§0.21, ABG.38

and AS0.10 for the November 2003, November 2002 and December 2001 returns of capital, respectively. All 624,000 options
were outstanding at 31 March 2005, As the TSR requirement had not been met six months after Mr Macdonald ceased to be
smployed by JHE NV, all of these options expired in April 2005

Peter Donald Macdonald Share Option Plan 2002

On 18 July 2002, under the JiHI NV Peter Donald Macdonald 2002 Share Option Plan, Mr Macdonald was granied an option
o purchase 1,950,000 shares of the Company's common stock at an exereise price of A$6.30 per share. These options will
become exercisable for 1,462,500 shares of JHI NV's comimon stock on the first business day on or after 19 July 2005, if JH!
Nv's TSR from 18 July 2002 to that dale is al least equal to the median TSR for the companies comprising its peer group,
which comprises those companies included in the S&P/ASX 200 index excluding the companies listed in the 200 Financials
and 200 Property Trust indices. Additionally, for each one-percent improvement in JHI NV's TER ranking above the median
TSR for s peer group 19,500 shares become exercisable {up to a total of 487,500 additional shares). If any options remain
unexercisable on that date because the applicable test for TSR is not satisfled, then on the first business day of each month
sceurting from that day until 31 October 2008, JHIE NV's TSR will again be compared with that of its peer group to determine
if any previously unvesied options vest according to the applicable test described above. The vested eptions will remain
exercisable until the tenth anniversary of the issue date, 18 July 2012, As set out in the plan rules, the exercise price and the
number of shares avallable on exercise may be adjusted on the occurrence of certain events, including new issues, share
splits, rights issues and capital reconstructions. Consequently, the oxercise price was reduced by AS0.21 and A$0.38 for
the November 2003 and November 2002 returns of capital, respectively. All 1,850,000 options were cuistanding at 31 March
2005,

Executive Shars Purchase Plan

Prior to July 1988, JHIL issued stock under an Executive Share Purchase Plan {the "Plan™). Under the terms of the Plan,
sligible executives purchased JHIL shares at their market price when issued. Executives funded purchases of JHIL shares
with non-recourse, interest-free loans provided by JHIL and collateralised by the shares. In such cases, the amount of
indebtedness is reduced by any amounts payable by JHIL in respect of such shares, including dividends and capital returns.
These loans are generally payable within two years after termination of an executive's employment. As part of the 2001
Reorganisation, the identical terms of the agreement have been carried over fo JHI NV. Variable plan accounting under the
provisions of APB Gpinion Nao. 25 has bean applied to the Executive Share Purchase Plan shares granted prior to 1 Aprif
1995 and fair value accounting, pursuant to the requirements of SEAS No. 123, has been applied to shares granted after 31
March 1995 Accordingly, the Company recorded varlable compensation expense of nil, US$0.1 milion and nif for the years
snded 31 March 2005, 2004 and 2003, respectively. No shares were issued to executives during fiscal years 2005, 2004
and 2003,
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2001 Eguity Incentive Plan

On 18 October 2001 {the grant date), JHI NV granted a tolal of 5,468 829 stock options under the JHI NV 2001 Equity
Incentive Plan {the ‘2001 Equity Incentive Plan") to key US executives in exchange for their previously granted Key
Management Equily incentive Plan ("KMEIP“} shadow shares that were originally granted in November 2000 and 1959 by

JHIL. These options may be exercised in five squal tranches (20% each year) starting with the first anniversary of the
originat shadow share grant.

Geteber 2001

Number of Option
Original Shadow Share  Original Exercise  Options  Expiration

Grant Date Price Granted Dates
MNovember 1989 A%382 1,868544 November 2009
Noverrtber 2000 AB3.78 3500285 November 2010

Ag set out in the plan rules, the exercise prices and the number of shares available on exercise may be adiusied on the
sceurrence of cerfain events, including new issues, share splits, righls issues and capital reconstructions. Consequently,

the exsrcise price was reduced by AB0.21, AS0.38 and AS0.10 for the November 2003, November 2002 and December 2001
retumns of capital, respectively.

Under the 2001 Equity Incentive Plan, additional grants have been made at fair market value to management and other
smployees of the Company as follows:

Nurrtber of
Original Exercise  Opfions
Share Grant Date Price Granted Option Expiration Date
December 2001 ASE 85 4 248 417 December 2011
December 2002 ABE .86 4 037,000 December 2012
December 2003 AS7 .05 6,179,583 December 2013
December 2004 ASS5 99 5381100 December 2014
February 2005 ASE 30 273,000 February 2015

ach option confers the right to subscribe for one ordinary share in the capital of JHI NV, The options may be exercised as
follows: 25% after the first year; 25% after the second year; and 50% after the third year. All unexercised options expire 10
years from the date of issue or 80 days after the ermplovee ceases to be emploved by the Company. Also, as set out in the
plan rules, the exercise prices and the number of shares available on exercise may be adjusted on the cceurrence of certain
svents, including new issues, share splits, rights issues and capital reconstructions. Consequently, the exercise price on the
December 2002 and December 2007 option grants were reduced by A$0.21 for the November 2003 return of capital and the
December 2001 option grant was reduced by A$G.38 for the November 2002 return of capital.

The Company is authorised to issue 45,077,100 shares under the 2001 Equity Incentive Plan. The following table
summarises the shares avaitable for grant under this plan:

31 March
Shares Availlable for Grant 2005 2004
Shares avallable af 1 Aprit 27,293,210 32,884 840
Awards granted {5,664,100) (8 179 583)
Options forfeited 2,711,148 87 B53
Shares avallable af 31 March 24,340,268 27,293.210
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The following table shows the movement in all of the Company's oulstanding options:

{in Austrakian dolars) 2005 2004
Weighted
Average Waighted
Number of Exercise Nurmber of Average
Shares Price Shares Exercise Price
Cutstanding at 1 April 17,978,707 AS 572 13410024 AS 520
Granted 5,664,100 8.00 6,179,583 7.05
Exercised {803,049) 413 {1,023.047) 4.38
Forfeited {2,711,148} 6.56 {587 B53) 5.79
Cutstanding at 31 March 20,128610 A% 535 174978707 A% 572
Options exercisable at 31 March 7,155,625 A$ 5.08 3858736 AL 4.54

The following table summarises information about all of the Company's stock options outstanding at 31 March 2005:

{in Austratian doltars)

Options Quistanding

Options Exercisable

Weighted

Average Weighted Welighted

Number Remaining Avesrage Number Average

Cutstanding at  Contractual Exercise Exercisable at Exercise

Fange of Exercise Prices 31 March 2005  Life {in years) Price 31 Barch 2005 Price

AS3.08 1,114,562 586 AS3.08 718,488 AS3.08

313 369,588 46 343 369,598 3.13

318 1,200,000 46 318 1,200,000 3.18

476 824,000 8.3 476 - -

5.06 2,153,628 8.7 5.06 2,153,525 5.08

571 1,850,000 73 571 - -

588 5,183,100 87 5898 25,000 588

8.30 273,000 9.9 6.30 - -

5.45 2698578 7.7 5.45 1,438,875 645

7.05 4,554 280 8.7 7.05 1,253,038 7.05

A$3.00 ta AS7.05 20128810 7.8 ASS. 75 7,1565.825 A$5.08
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Shadow Stock and Stock Appreciation Rights Flans

The US Shadow Stock Plan provides an incentive to cettain key employees in the United States based on growth in the JH!
NV share price over time as if such employees were the owners of that number of JHI NV's common stock squal to the
number of shares of shadow stock issued to employees. The vesting period of this shadow stock plans is five years. The
last grant date under the US Shadow Stock Plan was 17 December 2001,

In December 1898, a shadow stock plan for non-US based employees was insfituted under similar terms to the US Shadow
Stock Plan with a vesting petiod of three years. The last grant date under this plan was 15 August 2001,

Both the US Shadow Stock Plan and the December 1888 Non-US Based Employees Stock Plan were terminated on 28
February 2005. The value on that day of all the oulstanding shares of those plans was paid to the participants.

On & December 2003, 12,600 shadow stock shares were granied under the terms and conditions of the Key Management
Shadow Stock Incentive Plan. At 31 March 2008, 12 600 shadow stock shares were outstanding. All of these shadow stock
shares were cancelled in Aprit 2008,

On 14 Becember 2004, 527,000 stock appreciation rights were granted under the terms and conditions of the JHI NV Stock
Appreciation Rights Incertive Plan. This plan provides sirmilar incentives as the 2001 Equity Incentive Plan. All of these stack
appreciation rights wers outstanding at 31 March 2005 and will vest over three years from date of grant.

All of these plans have been accounted for as stock appreciation rights and, accordingly, compensation expense of nil,

US$2.8 million and US$1.9 million was recognised in fiscal years 2005, 2004 and 2003, respectively,

5.4 Amortisation of irtangible fived assefs and deprecizfion of tangible fixed assels and other changes in
vafe

The seliing and general administration expenses include amartisation, depreciation and impairment of fangible and
intangible fived assets. These can be broken down as follows:

31 BMarch
2008 2004
Amoriisation and depreciation
Intangible fixed assefs 3 Gt 8 08
Tangible fixed assety 38.3 35.8
3 364 3 36.5
Other changes in value
Decreases in value:
Intangible fixed assefs % ot % {0.1)
Tangible fixed assety {4.1) {6.7)
3 {4.0) 3 {6.8)
Reversal of decreases in valtue:
Tangible fixed assefs % 34 % {0.7)
£.5 Financial income and expenses
31 BMarch
2004 2003
Intersst income 2.2 12
Interest expense {7.3) {11.2)
§ {5.1) 3 {10.0)
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8.6 Taxation on resulf on ordinary activities

The income tax (expense) benefit includes income taxes currently payable and those deferred because of temporary
diffsrences betweean the annual accounts and tax basis of assets and liabilities.

Years Ended 31 March

2005 2004
Income from ordinary activities before income taxes:
Dormestic | $ 808 § 1038
Foreign $8.0 81.7
Income from ordinary activities before income taxes: $ 188.5 % 165.2
Incoms tax {expense) benefit:
Current:
Domestic | {14.1) (6.7}
Foreign {37.1} {20.4)
Current income tax expenss {51.2) {27 .1}
Deferred:
Dorestic ' 5.0 (3.9)
Foreign {18.7} (9.4}
Deferred income tax expense {10.7} {13.3}
Total income iax expense for continuing operations % {681.8) % {40.4}

N Since JHI NV is the Duteh parent holding company, domestic represents The Netherlands.

The income tax (expense) benefit computed at the statutory rales represents taxes on income applicable to all jurisdictions
in which the Company conducts business, calculated as the statulory income tax rate in each jurisdiction multiplied by the
pre-tax income atfributable o that jurisdiction. The income tax expense is reconciled 1o the tax at the statutory rates as
follows:

Years Ended 31 March

2005 2003

Continuing operations
Income tax expense computed at statulory tax rates % {853} % {60.7}
US state incortte taxes, net of the federal benefit {5.3) (3.2}
Benefit from Duteh financial risk reserve regime 18.1 24.8
Lxpensss not deductible (2.3) {2.5}
Non-assessable items - 1.3
Losses not available for carryforward (2.4) -
Increass in resernves (3.7) -
Result of tax audits - (3.9}
Other dems (1.0) 0.8

{61.9) {46.4}
Discontinued operations 0.2 4.7
Total incomea tax expense % {81.73 % {38.7}
Effective tax rate 32.7% 21.6%
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Deferred tax balances consist of the following components:

31 March

2005 2003
Deferred tax assets:
Provisions and accruals % 280 % 18.3
Net operating loss carryforwards 12.8 146
Capital loss carryforwards 33.7 332
Prepald interest - 16.8
Taxes on intellectual property transfer 7.5 87
Other - 8.3
Total deferred tax assets 83.0 917
Valuation allowance {38.1) {37.7})
Total deferred tax assets net of valuation allowance 44.8 54.0
Deferred tax liabilities:
Property, plant and sqlipment {86.9) {76.3}
Prepald pension cost {2.5) 4.2}
Foreign currency movements 2.8 (1.1}
Prepayments 2.5 -
Other - (0.9}
Total deferred tax liablities {B84.1} {B2.5)
Total deferred taxes, net % {30.2) % {28.5)

The Company establishes a valuation allowance against a deferred tax asset if it is more likely than not that some portion or
alf of the deferred tax asset will not be realised. The Company has established a valuation allowance pertaining to a portion
of its Australian net operating loss carryforwards and all of its Australian capital loss carryforwards. The valuation allowance
increased by USS0.4 million during the year primarily due to foreign currency movements.

At 31 March 2005, the Company had Australian tax loss carryforwards of approximately US$H30.6 million that will never
sxpire. During fiscal year 2004, the Company wrote-off US$43.1 million in Australian tax loss cartyforwards that are
petmanently irmpaired. The Company had previously provided a 100% valuation allowance against thess carryforwards.

At 31 March 2005, the Company had US$112.2 million in Australian capital loss carryforwards which will never expire.
During fiscal years 2005 and 2004, the Company used USS0.2 million and US$21.4 million of these logses, respectively.
During fiscal year 2004, the Company added Australian capital loss carryforwards of approximately US$88.4 million primarity
as a result of the Company electing to file its Australian income 1ax returns as a single consolidated group. At 31 March
2005, the Company had a 100% valuation allowance against the Australian capital loss carryforwards.

Under Australian legislation in fiscal year 2003, the Company's Australian entities have elected to file their Australian income
fax returns as a single consolidated group. The election allows the group to recognise value in certain deferred tax assets
against which the Company had in prior years established 2 valuation allowance. Accordingly, the Company released
US$13.0 million of valualion allowance during the year ended 31 March 2003,

At 31 March 2005, the undistributed sarnings of non-Dutch subsidiaries approximated US$425.0 million. The Company
intends to indefinitely reinvest these sarmings, and accordingly, has not provided for faxes that would be payable upon
remittance of those sarnings. The amount of the potential deferred tax Habilty is impracticable to determine at this time.

Due to the size of the Company and the nature of its business, the Company is subject to ongeing reviews by the Intemnal
Revenue Service ("IRE") and other taxing jurisdictions on various tax matters, including challenges to various positions the
Company asserts. The Company accrues for tax contingencies based upon its best estimate of the taxes ultimatsly
sxpected to be paid, which it updates over time as more information becomes available. Such amounts are included in
taxes payable or other non-cutrent fiabllities, as appropriate. |f the Company ulfimately determines that payment of these
amounts is unnecessary, the Company reverses the liability and recognises a tax benefit during the period in which the
Company determines that the liability is no longer necessary. The Company records an additional charge in the period in
which it determines that the recorded tax iability is less than it expects the ultimate assessment to be.

The IRS has audited the Company's U.S. income tax returns for alf the years ended through 31 March 2000, The California
Franchise Tax Board ("FT8} audited the Company's California franchise tax returns for all tax years ended through 31
March 1988 and proposed substantial assessments. The Company settied the audits with the FTB during fiscal year 2005
and also filed amended income tax returns and paid additional tax for the years ended 31 March 2000 through 2003, The
Company recorded a USE2.5 million tax benefit to reduce amounts accrued in excess of all amounts paid to the FTB
through 31 March 2003
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Tax authorities from various jurisdictions in which the Company operates are in the process of auditing the Company's
respective jurisdictional income 1ax refurns for various ranges of years. None of the audits have progressed sufficiently to
predict their uitimate outcome. The Company has accried income 1ax liabilities for these audits based upon knowladge of all
refevant facts and circumstances, taking inte account existing tax laws, its experience with previous audits and settlements,
the status of current tax examinations, and how the tax authorities view certain issues.

The Company currently derives significant tax benefits under the US-Netherlands tax treaty. During fiscal year 2005, this
treaty was amended to provide, among other things, new requirements that the Company must meet for the Company to
continue 1o qualify for treaty benefits. If the Company is unable to satisfy the requirements for treaty benefits it could
significantly increase the Company's effective {ax rate in fiscal year 2006 forward. The Company is in the process of
considering changes 1o ils organisational and operational structurs to satisfy the requirements of the amended treaty.
Accordingly, the Company is planning fo implement various reorganisation options to satisfy those requirements to be
sligible for benefits under the amended treaty. However, the Company cannot guarantee that it will be successful in
implermenting these plans, or that the restructured organisation and operations will comply with the new trealy requirerments.

£7 Other non-operabing income

2008 2004
Net safes % - 3 2.9
{Loss) ncome from discontinued operations before Income taxes {0.5) 03
{Loss) on disposal of discontinued operations before income taxes {0.7) (0.7
investment income 0.8 -
Write off of investments {2.1) -
Total other non-opetating expense % {28) § (0.4)

On 30 May 2003, the Company sold its New Zealand Building Systems business fo a third party. A gain of US$1.8 miflion
represented the excess of net proceeds from the sale of USHS.7 million over the net book value of assets sold of USH4.8
mtillion. The proceeds from the sale were comprised of cash of USE5.0 million and a note recelvable in the amount of USH1 .Y
rifion. Ag of March 2008, the USS1.7 million note receivable had been collected in full.

On 13 March 2002, the Company announced that it had signed an agreement to sell the Gypsum business to a third parly.
The transaction was completed on 25 April 2002, A pre-tax gain of US$81.4 million was recorded representing the excess of
net proceeds from the sale of US$334 4 million over the net book value of assets sold of US5253.0 million. The sale resulted
in income tax expense of USS26 1 million. The proceads from the sale were comprised of cash of USE345.0 millon less
seling costs of US$10.6 million.

On 28 June 2001, the Company entered into an agreement to sell its gypsum mine propetrty in Las Vegas, Nevadato a
developer. The transaction was completed on 21 March 2003, A pre-tax gain of US$49.2 million represented the excess of net
proceads from the sale of USH48 4 million less the cost of assets sold of USS0.Y million and the assumption of USH1.5

miiliion in labilities by the buyer. The sale resulted in income tax expense of US$H19.2 milion. The proceeds from the sale were
comprised of cash of US$50.8 million less seliing costs of USS2.2 million,
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6.0 Supplementary information

6.1 Employees

Ag of 31 March 2005 3,122 employees were employed by the Company, allocaled by business segment as follows:

31 karch
2008 2004
USA Fibre Cement 1,872 1,722
Asia Pacific Fibre Cement 892 855
Research and Development 131 117
Other 189 245
Corporate 38 34
Total from continuing operations 3,122 3073

6.2 Financial instruments

As a multinational corporation, the Company maintains significant aperations in foreign counfries. As a result of these
aclvities, the Company is exposed to changes in exchange rates which affect s results of operations and cash flows.
At 31 March 2005 and 2004, the Company had not entered info any material contracts to hedgs these exposures.

The Company purchases raw materials and fixed assels and sells some finished product for amounts denominated in
currencies other than the functional currency of the business in which the related transaction is generated. In order to
protect against foreign exchange rate movements, the Company may enter into forward exchange contracts timed to
maiure when sefilement of the underlying transaction is due to occur. At 31 March 2005 and 2004, there were no
material contracts outstanding.

Credit Risk

Financial instrumenis which potentially subject the Company to credit risk consist primarily of cash and cash equivalents,
investiments and trade accounts receivable.

The Company maintains cash and cash equivalents, investments and certain other financial instruments with various major
financial institutions. The Company performs periodic evaluations of the relative credit standing of these financial institutions
and, where appropriate, places limits on the amount of credit exposure with any one institution.

For off-halance sheet financial instrumenis, including derivatives, credit risk also arises from the potential failure of
countetpartios to meet their obligations under the respective contracts at maturity. The Company controls risk through the
use of credit ratings and reviews of appropriately assessed authority Hmits.

The Company is exposed to losses on forward exchange contracts in the event that counterparties fall to deliver the
contracted amount. The credit exposure to the Company is calculated as the mark-to-market value of alf contracts
outstanding with that counterparty. At 31 March 2005 and 2004, fotal credit exposure arsing from forward exchange
contracts was not material.

Credif risk with respect o trade accounts receivable is concentrated due 1o the concentration of the distribution channels for

the Company's fibre cement products. Credit is extended based on an svaluation of sach customer's financial condition and,
generally, collateral is not required. The Company has historically not incurred significant credit losses.
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inferest Rafes

At 31 March 2005, the Company had US$11.8 million outstanding under its short-term line of credit, which is subject to variable
interest rates. No interest rate hedging contracts in respect to thatf debt have been entered into.

Fair Values

The carrying values of cash and cash equivalents, marketable securities, accounts receivable, short-term borrowings and
accounts payable and accrued Habilities are a reasonable estimate of their fair value due to the short-term nature of these
instruments. The following table summarizes the estimated fair vaile of the Company's long-term debt {including current
portion of long-term debt):

31 March
2005 2004
Carrying
Carrying Value  Fair Value Value Fair Value
Long-term debt
Floating % - % - % -5 -
Fixed 147.4 173.6 165.0 186.8
Total $ 147.4 % 1736 % 1650 % 186.8

Fair values of long-term debt were determined by refersnce to the 31 March 2008 and 2004 market values for comparably
rated debt instruments,

Related Party Transactions
Directors

The names of persons who were Dirsciors of JHI NV at any time during the financial year are disclosed in the Remuneration
Repaort.

Remuneration and Retirement Benefits

Information on remuneration of Directars and Directors' retirement benefits are disclosed in the Directors' Reporf.

JHI NV Directors’ Securities Transackons

The Company's Directors and their director-related entities held an aggregate of 266 217 ordinary shares and 8,170,726

ordinary shares at 31 March 2005 and 2004, respectively, and 1,189,544 options and 3,782,775 options at 31 March 2005
and 2004, respectively.
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Supervisory Board members on 3 December 2004 participated in an allotment of 11,6891 shares at A$5.94 per share
under the terms of the Supervisory Board Share Plan which was approved by JH NV shareholders on 18 July 2002.
Dirsctors’ allocations were as follows:

Director Shares Allofted
M Hellicar 2,117
J Barr 1,068
MR Brown 1,088
BS Cameron 2,117
GJd Clark 1,068
M Gillfillan 1,068
JRH Loudon 2,117
DG MeGauchis 1,068
Total 11,691

Existing Loans fo the Company's Directors and Directors of James Hardie Subsidiaries

A1 31 March 2008 and 2004, lvans totalling US$33,204 and US$167 638 respectively were outstanding from directors of
JHENY and it subsidiaries under the terms and conditions of the Exscutive Share Purchase Plan {the “Plan™}. Loans
under the Plan are interest free and repayable from dividend income earned by, or capital returns from, securities
acguired under the Plan. The loans are collateralised by CUFS under the Plan. No new loans to Direclors or executive
officers of JHI NV, under the plan or otherwise, and no modifications to existing loans have been made since December
19497,

During fiscal years 2005 and 2004, repayments totalling US$18,632 and US$22,683, respectively, were received in
respect of the Plan from AT Kneeshaw, PD Macdenald, PG Morley and DAJ Salter. During fiscal years 2005 and 2004,
Directors resigned with loans outstanding totalling USH117,688 and US$26,204, respectively, at the date of their
resignation.
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Paymaents Made fo Directors and Director Related Entities of the Company’s Subsidiaries During the Year

In August 2004, Chairman Meredith Hellicar was appointed to a role as Chairman of a special commitiee of the Board of
Dirsctors. The special committes was established to oversee the Company's asbestos matters. In this role, she received a
fee of US$45,000 for the year ended 31 March 2008,

Supervisory Board Director GJ Clark is a director of ANZ Banking Group Limited with whom the Company transacts banking
bBusiness. Supervisory Board Director DG MeGauchie is also a director of Telstra Corporation Limited from whorm the
Company purchases communications services. All transactions were in accordance with normal commercial terms and
conditions. |t is not considered that these Directors had significant inflience over these transactions.

In February 2004, a subsidiary of the Company entered into a consulting agreement in usual commercial terms and conditions
with The Gries Group i respect to professional services. The principal of The Gries Group, James P. Gries, is Mr Louis Grieg’
brother. Under the agreement, approximately US$12,000 Is paid each month to The Gries Group. The agreement expires in
June 2005 and payments of US$157 080 and US$18,423 were made for the year ended 31 March 2005 and 2004,
respectively. Mr Louis Gries has no economic interest in The Gries Group.

Payments of US$G,817 and LIS$13,240 for the years ended 31 March 2005 and 2004, respectively, were made to Grech,
Wella, Tortell & Hyzler Advocates. Dr L Vella was a director of a number of the Company's subsidiaries. The payments
wefe in respect of professional services and were negotiated in accordance with usual commercial terms and conditions.

Payments of US$86,822 and USEH111,705 for the years ended 31 March 2005 and 2004, respectively, wers mads to Pether
and Agsociates Ply Lid, lechnical contracters. The late JF Pether was a director of a subsidiary of the Company and was a
director of Pether and Associales Ply Ltd. The payments were in respect of technical services and were negotiated in
accordance with usual commercial terms and conditions,

Payments totalling US$27,634 and USH845 for the years ended 31 March 2008 and 2004, respectively, were mads to R
Christensen and T Norman who are directors of & subsidiary of the Company. The payments wers in respect of
professional services and were negotiated in accordance with usual commercial ferms and conditions.

Payments totalling USS7 1,848 for the year ended 31 March 2005 were made te M Helyar, R Le Toog and N Wikd who are
directors of a subsidiary of the Company. The payments were in respect of professional services and were negotiated in
accordance with usual commercial terms and conditions,

Payments totalling US$15,488 for the year ended 31 March 2005 were made te Marlee{UK) Ltd. Marlee {UK) Lid is a director
of & subsidiary of the Company. The payments were in respect of professional services and wete negotiated in accordance
with ustal commercial terms and conditions.

Payments totalling US$4.730 for the year ended 31 March 2005 were made to Bemnaldo, Mirader and Directo Law Offices. R

Bernaldo is a director of a subsidiary of the Company. The payments were in respect of professional services and were
negotiated in accordance with usual commercial terms and conditions,
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Balance sheet as at 31 March 2005

{hefore proposed appropriation of net result for the year)

Mitlions of US dollars
Assets

Fixed assels

Financial fixed assets
Due from group company
Total non-current assets

Current assefs

Cash and bank balances
Receivables

Due from group company
Total current assets

Liabilities

Shareholders® equity

Called-up and paid-in share capital
Share premium account

Merger revaluation account
Retained eamings epening
Income for the year

Iinterim dividends paid

Retained eamings closing
Cumulative translation reserve

Long-term liahilities

Provision on negative neat equity of
consolidated companies

Due to group company

Current liabilities
Accounts Payable
Due to group company

JAMES HARDIE INDUSTRIES NV

31 Mar 2005
161.7
1,354.9

1,516.6
0.8
14
0.6

2.8

1,519.4

245.8

585.4

(623.5)
261.2
126.8
(13.7)

374.3

43.1

6251
832.3
51.0

883.3
55
5.4

11.0

156194
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31 Mar 2004
328.2
236.0
562.2
1.1
0.3
1.4
563.6
245.2
583.4
(623.5)
1546
129.5
(22.9)
261.2
42.2
508.5
51.0
51.0
3.0
1.1
4.1
563.6
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Profit and loss account for the yvear ended 31 March 2005

Mitlions of US dollars 31 Mar 2005

Loss net of tax {47.5)
Share in income of subsidiaries net of tax 174.3
Net income 128.8
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31 Mar 2004

(8.5)
136.0
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1. General

At 31 March 2001, James Hardie Industries NV, {the "Company™), formerly RCI Nethertands Holdings B.V., was a wholly
owned subsidiary of RCI Lux. investments S A R.L. At that date, the uliimate parent company was James Hardie
Industries Limited {"JHIL"}, Ausiralia. The Company was incorpoerated on 26 QOclober 1998 and is located in Amsierdam.

On 2 July 1898, JHIL, a public company organized under the laws of Australia and listed on the Ausiralian Stock
Exchange, announced a plan of reorganization and capital restructuring {the "1898 Reorganization™). James Hardie NV,
("3HNV™) was incorporated in August 1998, as an intermediary holding company, with all its common stock owned by
indirect subsidiaries of JHIL. On 18 Cclober 1888, JHIL's shareholders approved the 1098 Reorganization. Effective as
of 1 November 1988, JHIL contributed its fiber cement businesses, its US gypsum wallboard business, its Australian

and New Zealand building systems businesses and its Australian windows business {collectively, the "Transferred
Businesses™ to JHNV and its subsidiaries. In connection with the 1998 Reorganization, JHIL and its non-transierring
subsidiaries retained certain unrelated assets and liabilities (the "Retained Assets and Liabilities”).

On 24 July 2001, JHIL announced a further plan of recrganization and capital restructuring (the "2001 Reorganization™.
In connection with the 2001 Reorganization, the Company issued common shares represented by CHESS Units of
Foreign Securities {"CUFS") on a one for one basis fo existing JHIL shareholders in exchange for their shares in JHIL
such that the Company became the new ullimate holding company for JHIL and JHNV. Completion of the 2001
Reorganization occurred in October 2001,

As part of the 2001 Reorganization, the Company:

- Received 2 dividend and a return of capital from one of its subsidiaries

- Sold all of its subsidiaries to other group companies and realized a gain on the disposal

- Paid a dividend and a return of capital to its shareholders

- Undertook a share split and converted the nominal capital into Eure denomination

- Acquired all the shares of JHIL by issuing new shares in the Company in exchange for the JHIL shares. The
Company's investment in JHIL was recorded at the fair market value of the shares acquired based on the
quoted market price of the shares on the date of Reorganization

Shertly following the 2001 Reorganization, the Company changed its accounting policy for its investiment in subsidiaries.
The investment in subsidiaries is now recorded using the equily accounting method to reflect the net asset value of the
subsidiaries. Previously, the Company accounted for ifs investment in subsidiaries at historical cost. As part of the

2001 Reorganization, the subsidiaries acquired by the Campany were recorded at the market capitalization value of JHIL
at the date of acquisition, which was significantly higher than the net asset value of the underlying assets in the
subsidiaries acquired. Foliowing the 2001 Rearganization, the Company controls the same asseis and liabilities as JHIL
controlied immediately prior to the 2001 Reorganization. A merger revaluation account is accounted for to reach the
historical cost basis using the "as-if" pocling method on the basis that the transfers are between companies under
common control.

James Hardie Indusiries N.V. is Incorporated in The Netherlands with its corporate seat in Amsterdam. Its executive
offices are located at Atrium, 8th floor, Strawinskylaan 3077, 1077 ZX Amsterdam, The Nethertands.

For the profit and loss account, the Company uses the exemption from Article 402 of book 2 of the Dutch Civil Code.
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2. Basis of presentation

Management of the Company is of the opinion that the functional currency of the Company is the US dollar.
Furthermore, the reporting currency of the subsidiaries is also the US dollar. Accordingly, the financiat statements of the
Company are expressed in millions of US dollars.

3. Summary of significant accounting policies

General

The annual accounts are prepared in accordance with accounting principles generally accepted in The

Netherands. The accounting principles as described in the notes to the consolidated financial statements aiso apply to
the statutory financial statements, unless indicated otherwise.

Financial fixed assels

Financial fixed assets comprise investments in subsidiaries and loans to group companies. Prior

to Qclober 2001, the investment in subsidiaries is stated at historical cost, less amounts written off for diminution in
value which are considered to be of & permanent nature. From October 2001, the invesiment in subsidiaries is
recorded using the equity accounting method 1o reflect the net asset value of the subsidiaries.

4. Financial fixed assels

Financial fixed assets comprise
31 March 31 March

2005 2004
LSS million LSS million
Investment in subsidiaries 161.7 328.2
161.7 326.2
The movements in investment in subsidiaries are as follows:
US$ million
Baiance 31 March 2003 {Provision on negative net equity of consolidated companies) {851y 1y
Capital increase 5757
Dividends received {358.8)
Income from Investmenis 136.0
Transiation effect 28.4
Batance 31 March 2004 (net asset value) 326.2
Sale of subsidiary {(1172.0) &
Income from Investmenis 174.3
Transiation effect 0.9
Reciass of negative equity to provision 832.3
Baiance 31 March 2005 {(net asset value) 181.7

(1) For this negative equity the Company form a provision of US355.1 million at 31 March 2003. As such, the carrying
vaiue of Financial fixed assets is zero.

(2) See Note & below, 108
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The balance as at 31 March 2005 represents the 100% shareholding in James Hardie N.V., James Hardie Research
(Holdings) Pty Lid, James Hardie Fibrocementos Limitada, RCI Holdings Pty Ltd, James Hardie International Holdings
BV, James Hardie Insurance Lid and in James Hardie Building Products Inc.

5 Non-current Group Loans and Related Parly Transactions

Borrowings from these companies have no fixed repayment schedule and are non-interest bearing.

In March 2005, the Company's investment in James Hardie international Finance BV was sold to & wholly owned
subsidiary, James Hardie International Holdings BV, for US3%1.172 billion. Sales proceeds were comprised of a US$1.172
billion note receivable from James Hardie International Holdings BV, This sale and related note receivable are eliminated

in the Company's conscelidated accounts at 31 March 2005,

8. Shareholders’ Equity

LiS$ million ssued Share Merger Cumulative Total
and paid premium revaluation Retained translation
in capital account account carmnings reserve
Baiance 1 Aprit 2004 2452 583.4 (623.5) 261.2 42.2 508.5
Issuances of shares 0.8 2.0 - - - 28
Dividends paid - - - (13.7) - {13.7)
Net income - - - 126.8 - 128.8
Transiation effect - - - - 0.9 0.9
Baiance 31 March 2005 245.8 585.4 (523.5) 374.3 43.1 625.1

The EURG equivalent of the issued share capital at 31 March 2005 amounts o EUROC 271,931,919 (2004 EURCO
271,451,222},

As at 31 March 2005 the Company had 2,000,000,000 autherized ordinary shares and 459,373,176 issued ordinary shares.
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7. Taxatiorn

The weighted average statutory tax rate of the Company as presented in these accounts differs from the Dulch statutory
tax rate as a result of the Dutch fiscal treatment of the activities of the Company.

8. Remuneration to Board of Directors Members

The remuneration i members of the Board of Directors of JHINV during the year ended 31 March 2005 was:

Superannuation
Directors’ Cash and Other JHI NV Stock
Fees Benefits (1} {2} Total
Supervisory Board Directors
USs Uss USS$ Us$
M. Hellicar 128,750 13,388 20,000 162,138
M.R. Brown 60,000 6,300 10,000 78,300
D.G. McGauchie 55,000 5,850 10,000 70,850
J.D. Barr 60,000 - 10,000 70,000
M.J. Gillfillan 55,000 - 10,000 65,000
P.S. Cameron 40,000 5,400 20,000 65,400
G.J.Clark 50,000 - 10,000 60,000
J.R.H. Loudon 40,000 - 20,000 60,000
Former Director:
A.G. McGregor (3) 38,750 2500 41,250
Total remuneration for Supervisory
Board Directors 527 500 30,938 112,500 678,938
Superannuatl  Shadow
on and Gther Share and  Severance
Base pay Bonuses Total Cash Pay Benefits QOptions {4} Pay

Managing Board
Directors

USs USs Uss US$ Uss US3
L. Gries (5) 576,654 4,160,452 1,737,106 149,012 233,156 -
W. Vot {8} 136,436 - 136,438 3,819 - -
Former Directors:
P.B. Macdonaid {7} 471,219 - 471,219 30,897 138430 6,513,284
F.H. Zwinkels {8) 188,377 - 188,377 31,326 3,378
Total remuneration
for Managing
Board Directors 1,372,886 1,160,452 2,533,138 214,854 374964 6 513,284
() The superannuation benefits include Australian mandated 9% superannuation guarantee contributions on the

Australian directors’ total fees.

(2) The annuai aliocation 1o non-executive directors of JHI NV stock to the value of US$10,000 was approved by

shareholders at the Annual General Meeting held on 19 July 2002. The non-executive directors can glect te

take additional stock in lisu of fees.
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On 11 August 2004, Mr McGregor resigned as Chalrman of the Supervisory Board due to il health; on 25
August 2004, he resigned from the Joint and Supervisory Boards, and alt Joint Board Commitfess.

Options are valued using the Black-Schotes oplion-pricing model and the fair vadue of oplions granted are
included in compensation during the peried in which the options vest. The weighted average assumptions
and welghted average fair value used for grants in fiscal year 2005 were as follows: 1.1% dividend yield;
29.1% expected volatility; 3.2% risk free interest rate; 3.3 years of expected life; and A$1.35 weighied fair
value at grant date. Shadow share expense included in compensation is calculated based on the movement
in tha JHI NV share price during the year and the increase in vesting of the shadow shares; AS/USS foreign
exchange movements atso effect the result. Actual benefit received depends on the JHI NV share price and
foreign rates at the time of exercise. The Company's Shadow Stock plans were terminated at the end of
February 2005 and the value on that day of ail the outstanding shares of these plans were paid 1o the
participants.

On 21 Cetober 2004, Mr Gries was appointed as temporary mamber of the Managing Beard and named
interim Chief Executive Officer.

On 21 Cetober 2004, Mr Viot, Company Secretary, was appainied as temporary member of the Managing
Board. On 30 June 2005, Mr Viot's employment agreement will expire by ifs terms. As of 13 June 2005, this
employment agreement has not been renewed.

In Septembear 2004, Mr Macdonald resigned as Chief Executive Officer and on 21 Cctober 2004 he resigned
from hig position on the Managing Board. |n cannection with his resignation, the Company incurred
additional expense in fiscal year 2005 of US$5.5 million.

On 21 October 2004, Mr Zwinkels resigned from his position on the Managing Board. On 30 April 2005, Mr
Zwinkels resigned as Treasurer of the Company. In connection with his resignation, in May 2005 the
Company made a lump sum payment ta Mr Zwinkels of approximately US$65,000, which includes
approximately US$26 000 refated to fiscal year 2004's notional balance under the Company's Economic
Profit Incentive Plan.
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31 March 2005 James Hardie industries NV Accounts - Amsterdam, 18 July 2005

The Board of Managing Directors,

L Gries B Buiterfield

The Board of Supervising Directors,

M Hellicar M R Brown

M J Gilifillan J R H Loudon
G J Clark D G McGauchie
P S Cameron J D Barr
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Other information

Post fiscal year events

On 30 June 2005, Mr W {Pim} Viot's temporary employment agreement expired by its terms and Mr Ben Butterfield, the
Company’s General Counsel, was appointed as Company Secretary and an interim member of the Managing Board.

On 11 July 2005, James Hardie announced that it has signed an agreement for the sale of its Chile Fibre Cement
business to Compafia Industrial El Volcan S.A. for a value of US$15.8 million, comprising of cash and assumption of
axternal debt by the purchaser. The sale is effective immediately and does not result in & material book profit or less in
the company's accounts.

Since its commencement in 2001, James Hardie's Chilean business has successfully built iocal demand for fibre
cement, and started returning positive earnings before interest and tax over a year ago. Despite this success, the
business no longer fits with the company's strategic direction for future growth.

Profit appropriation according to the Articles of Association

Any profit appropriation must be in accordance with Article 42 of the Company’s Articles of Association as disclosed
betow.

42 1 Gut of the prefit made in any financial year shall first be retained by way of reserve, with due observance of
applicable provisions of Law relating to statutory reserves (wetlelijke reserves) such portion of the profit - the positive
batance of the profit and loss account - as determined by the Joint Board.

42.2 The portion of the profit remaining after application of article 42.1, shall be at the disposal of the Joint Board.

42.3 Subject to the Law and these Articles, the Joint Board may resolve o declare a divided and fix the date and amount
of payment and determine as to whether ar not profits are distributed (o Shareholders either in cash or in Shares or
other securities issued by the Company or by other companies, or & combingtion thereof, provided however that the
General Meeting shall have the authority o make such disiributions in the form of Shares in the Company, if a
designation as referred to in article 4.2 is not in force.

42 4 Subject to the provisions of section 2:105 subsection 4 Dutch Civil Code, and these Articles the Joint Beard may
resolve {6 declare an interim dividend on Shares. Interim dividends may be distributed to the Shareholders, in praportion
to the number of Shares held by each of them, either in cash or in Shares or other securities issued by the Company or
by other companies, or a combination thereof, provided however that the General Meeting shall have the authority to
make such distributions in the form of Shares in the Company, if a designation as referred {¢ in article 4.2 is not in force.

42.5 Dividends shall be divisible among the Shareholders in proportion 1o the nominal amount paid (or credited as paid)
(excluding the amounts unpaid on those Shares pursuant to arlicle 5) on the Shares of each Shareholder without
prejudice 1o the other provisions of this article 42, To the extent one or more paymaents on Shares are made during the
pericd 1o which a dividend relates, the dividend on the amounts $0 paid on Shares shall be reduced pro rata 1o the date
of these payments.

42.8 The Company can only declare dividends in so far as its shareholders equily (eigen vermogen) exceeds the
amount of the paid up and called portion of the share capital, plus the statutory reserves (weltelijke reserves).

Proposed appropriation of the net result for the year

it is propesed 1o credit the net result for the period 1o retained earmings. This proposal has not been reflected in these
financial statements.

A dividend of US 6.0 cents per share/CUFS has been declared and is payable to share/CUFS holders on 1 July 2005,

Record date is 8 June 2005, 114
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Accountants N.V.

Prins Bemhardplain 200
1097 JB Amsterdam

P.Q. Box 94071

To: the Board of Managing Directors, the Board of Supervising Directors] 1090 GB Amsterdam

: P : The Netharlands
and General Meeting of Shareholders of James Hardie Industries N.V. Telaphone +31 (20) 568 66 66

Facsimile +31 (20) 566 68 88
www.pwe.com/nl

Auditors’ report

infroduction
In accordance with your instructions we have audited the financial statements of James
Hardie Industries N.V., Amsterdam, for the year ended March 31, 2005. These financial
statements are the responsibility of the company’s management. Qur responsibility is to
express an opinion on these financial statements based on our audit.

Scope
We conducted our audit in accordance with auditing standards generally accepted in the
Netherlands. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the financial statements. We believe that our audit
provides a reasonable basis for our opinion.

Opinion
In our opinion, the financial statements give a true and fair view of the financial position of
the company as at March 31, 2005 and of the resutlt for the year then ended in
accordance with accounting principles generally accepted in the Netherlands and comply
with the financial reporting requirements included in Part 9 of Book 2 of the Netherlands
Civil Code.

Emphasis of matter
Without qualifying our opinion above, we draw attention to note 4.10 to the financial
statements. The company is subject to certain contingencies, including asbestos related
claims against former subsidiaries; a Special Commission of Inquiry established by the
government of New South Wales, Australia; a Heads of Agreement; an investigation by
the Australian Securities and Investment Commission; and an indemnity to ABN 60
together with a related commitment to provide interim funding to the Medical Research
and Compensation Foundation.

Amsterdam, July 18, 2005 /&W A K
4 [ e
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PricewaterhouseCoopers is the trade name of among othars the following companies: PricewaterhouseCoopers Accountants N.V. (Chambar of
Commerce 34180285), PricewaterhouseCoopers Belastingadviseurs N.V. (Chamber of Commerce 34180284}, PricewaterhouseCoopers
Advisory N.V. {Chamber of Commerce 34180287) and PricewaterhousaCoopars B.V. (Chamber of Commerce 34180269). The services
rendered by these companies are govermned by Generat Terms & Comxditions, which include provisions regarding our liability. These General
‘Terms & Conditions are filed with the Amsterdam Chamier of Commarce and ¢an also be viewed at www.owe.com/nl



